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IMPROVING BANKABILITY OF SMALL FARMERS IN NORTHERN
VIETNAM'

Gertrud Buchenrieder Schrieder
University of Hohenheim
Insa Theesfeld

Humboeldt University of Berlin

1. Introduction

Well functioning rural finance institutions are an essential requirement for
promoting technical, economic and social development leading to better living
conditions in rural areas. A large body of literature suggests that access to financial
services has been shown to be important for poverty reduction of rural farm
households in developing countries (for a review see Schrieder and Scharma, 1999).
It can contribute to higher income and food security. The nutritional and educational
status of children and lower birth rates among women appear also to be associated
with access to financial services.

Although an increasing number of private and public agencies are involved in
raising the efficiency of financial intermediaries targeting the poorer clientele, the
effectiveness 1o improve the poor’s access lo financial services, especially credit, is
below expectations (CGAP, 1995; Schrieder, 1999). A lack of bankability of the target
group, not only from the perspective of the financial intermediary but also from the
clients’ point of view appears to be part of the problem. The term bankability
comprises all characteristics that lower the TCs and/or increase the risk-bearing
capacity of the potential client, thus improving bankability and ceteris paribus access
to financial services.

1.1 Problem Statement

In rural northern Vietnam, a large proportion of the local population does not apply
for credit from poverty oriented financial intermediaries because they value the risk
associated with indebtedness higher than the possible return on investments. The
most prominent example for a poverty oriented state-owned development bank is the
“Vietnam Bank for the Poor” (VBP). The VBP lends at subsidized interest rates to so-
called credit groups which are organized by the local civil society, e.g., the women's
or veteran’s union.

The authors gratefully acknowledge the support of the Eiselen Foundation, Ulm and the Volkswagen Foundation,
Hannover. The Eiselen Foundation granted a stipend to Insa Theesleld to conduct primary research in Vietnam during
three months in 1999, The Interdisciplinary Study Project "Rural translormation in Northern Vietnam” associated to the
University of Hohenheim co-ordinated and provided guidance during the empirical research of Insa Theesfeld and other
students in Vietnam. It was supported by the Volkswagen Foundation However, we are alone resporsible for all the
remaining errors and the views expressed in the paper
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Several reasons account for the risk aversion of the poor with respect to becoming
indebted even at negative real interest rates. One reason is to be seen in high
borrowing TCs, part of which can be estimated in monetary terms. Another reason for
low credit demand is the lack of feasible and profitable investment opportunities. On
the one hand, the local market is narrow with limited purchasing power. The
agricultural extension service, on the other hand, has not the means to vulgarize on
a large scale agricultural innovations. Limited income opportunities and a non-existing
insurance system which could reduce personal and/or covariate risks that may occur
while being indebted reduce the rural households' risk-bearing capacity. Therefore,
the clients shy away from demanding credit, in other words they evaluate their
bankability as insufficient.

The objective of this paper is to discuss issues of bankability of the poor and to
present recommendations based on an empirical research work for improving
bankability in relative and absolute terms. The approach proposed, namely the
establishment of a credit-group-based insurance fund was developed in a
participatory research approach with guided working groups in several communities
in northern Vietnam. The research questions were (1) how small-holder farmers would
like to set up an insurance fund and (2) whether this innovative credit-insurance-
linkage model would be accepted and reduce households’ reluctance of becoming
indebted. If successful, this model could raise the bankability of villagers from the
clients’ point of view.

1.2 The Research Area

The Vietnam Bank for the Poor (VBP) has divided Vietnam into seven agricultural
economic zones. Ba Be district is located in zone No. I: "Northern mountainous region
and middle land". From the twelve million people living in this zone, 29% are
considered as poor and, among them, 5% as very poor or hungry (VBP, 1995).

About 95% of the approximately 70,000 people in the Ba Be district are ethnic
minorities. The General Statistical Office (1995) specifies the land use with 0.1 ha
arable land per inhabitant for the Ba Be district. This is even lower than the nationwide
average. Although the population growth rate is declining in recent years, it is still high
2.2% in 1998 (Statistical District Office, 1999). Two communities were chosen for the
empirical work upon which this contribution is based. The Nam Mau community with
a total population of 2.818 people (in 1999) is located within the borders of the
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recently established Ba Be National Park. The Khang Ninh community with a total
population of 3,293 people (in 1999) is located in the buffer zone of the National Park.
Both communities are located in Ba Be district. Three villages representing two ethnic
minorities, the Tay and Dao group have been chosen for the survey (see Table 1 for
mare details).

Table 1: Characteristics of the research area

District ‘Ba Be District

Communities Nam Mau community Khang Ninh community

Villages Pac Ngoi Na Co Ban MNan
Ethnic group Tay Daao Tay
Population (1999) 360 228 376

Number of households 61 a0 72

Persons per household 6 57 52
Accessibility by boat by foot (60 min) located close to street
Pasition within National Park core zone buffer zone buffer zone
Allitude lowland highland lowland

Source Theesteld (1999 12)

2. The Formal Financial Market in Ba Be District

In the following, formal financial intermediaries in the Ba Be district will be briefly
presented. Presently, three financial intermediaries provide credit: (1) the Vietnam
Bank for the Poor (VBP), (2) the Vietnam Bank for Agriculture (VBA) and (3) the State
Treasury (ST). They have only offices in Ba Be town (district capital) although the
district consists of 26 communities and 192 villages (Statistical District Office, 1999).

The VBP, established only recently in 1995 as the poor people’s lending arm of
VBA, is the major supplier of credit for rural investments. It is a state-owned
nationwide specialized credit institution. The purpose of this bank is to reduce poverty
and not to maximize profit (Hanh, 1999). This bank was implemented to lend money
at concessionary interest rates directly to poor households (HH). The VBA and the
VBP are both represented by the same staff at the district level. The interest rate of
the VBP is below the market interest rate. In 1998 it was 0.8% per month. The
minimum loan size of the VBP is 100,000 Vietnam Dong (VND), about eight US-
Dollars (USD) and the maximum loan size is 2.5 million VND (192 USD). After March
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1999, the Government changed this maximum loan size to 3 million VND (231 USD)
per HH (Currency Equivalents, July 1998: USD1 = VND12,990, World Bank, 1998).
While the VBP is working with so called credit groups on a joint-liability basis, the VBA
issues mainly individual loans. Credit groups consist of several persons with a credit
demand. In Vietnam, the civil society, e.g., the Women Union, and village authorities
are crucial in the selection process of the credit group membership and the
determination of the individual credit eligibility.

The main service provider of the formal rural financial market is the VBA. At the
national level it accounts for more than 90% of total credit disbursed by formal
financial institutions (CGAP & UNDP, 1996; Schenk, 1988; Schenk, Neef, Heidhues,
1999). With a credit amount less than 5 million VND (384 USD), the individual
applicant is not required to supply any collateral, but needs a guaranteeing signature
of a local authority. In 1998, the interest rate for credit was 1.2% per month. The only
savings scheme available in the Ba Be district is offered by the VBA. Interest rates
range between 0.3% to 0.65% per month according to the savings term (VBA, 1999).

Although the ST is not a classical financial intermediary, it is in charge of a special
government credit program: The Decree 120 for labor and unemployment solutions’.
The total available credit fund within this program is divided between the organizations
in the district. From 1998 to 2001, the amount of 60 million VND is assigned to the
Women Union of Nam Mau community. In Pac Ngoi, one of the surveyed villages,
three quarters of the HHs obtained a credit from this program. The loan size is fixed
with 500,000 VND for each HH:; the interest rate is 0.6% per month. This rate is even
lower than the VBA's and the VBP's going rate in 1999.

3. Theoretical Background and Methodology of the Survey

This contribution is based on a three months field research in the mountainous Ba
Be district of Northern Vietnam in the Bac Kan province in spring 1999. The field
research was conducted within the framework of the Interdisciplinary Study Project
“Rural transformation in Northern Vietnam” organized by the University of
Hohenheim's Center for Agriculture and several Vietnamese research institutes®.

In a farm household survey using a standardized questionnaire, 86 households
from three different villages were interviewed (see Table 1). A stratified sampling
procedure was adopted. In each village half of the total number of households were
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interviewed. After a wealth ranking, which was done by the headman of each village,
all the ‘very poor’, ‘very rich’ and ‘rich” households were chosen and half of the ‘poor’
and ‘medium’ ones. This stratified sampling procedure allows to link poverty indicators
with bankability and access to the formal financial market (for the definition of
bankability see below).

The main results presented in this paper were jointly developed in a participatory
research approach with women farmers who were at the same time members of a
credit-group. It was important that the leader of the Women Union in the village
participated to insure that the developed idea could be later incorporated in already
existing village organizations. Only two of the three villages were chosen, namely Pac
Ngoi and Ban Nan, as a certain level of knowledge concerning financial matters was
necessary: the third village, Na Co, had little experience with formal credit
transactions. In the guided group discussions it was emphasized that any conclusions
should be the result of the villagers' discussion and not of the discussion moderator.
Little is known about the meaning of insurance in general in rural Vietnam. Therefore,
the concept of insurance was explained comprehensively. Thereafter, the option of an
insurance fund among the members of a credit group was presented and the
advantages and disadvantages were explained. In the following possible solutions at
the village level for insurance in connection with credit transactions were jointly
developed.

The term bankability, which is widely used in the microfinance discussion, requires
clarification. From the perspective of the potential client, the term bankability
comprises all aspects that determine the risk-bearing capacity and affect the costs of
acquiring a financial service.

Figure 1 depicts bankability as a function of borrowing transaction costs (BTC) and
risk-bearing capacity (RBC) using an isoquant map. An isoquant map normally
records alternative combinations of inputs such as labor and capital that can be used
to produce a given level of output. The slope of these curves indicates the rate at
which one input can be substituted for the other while keeping output constant. As a
theoretical exercise, this paper assumes that BTC and RBC represent inputs that

These are the Hanoi Agricultural University (HAU), the Thaj Nguyen University of Agriculture and Forestry
(TNUAF), the Vietnam Agricultural Science Institute (VASI), the National Institute of Animal Husbandry (NIAH) and to
strengthen the south-south partnership, the following Thai institutes participated: the Chiang Mal University and the
Kasetsart University.
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produce a given level of bankability. There are many bankability isoquants in the BTC-
RBC plane (see Figure 1.1). Each represents a different level of bankability. As the
bankability isoquant moves to the northeasterly direction, successively higher levels
of bankability are recorded. Innovations that reduce the TCs and/or increase the RBC
shift the bankability isoquant outwards (see Figure 1.2). The new /QB, namely /QB,

shows that a higher level of bankability can now be achieved. However, one must be
careful in this type of interpretation. An increase in BTC from BTC, to BTCy would

have had the consequence that only a RBC of the level of RBC, would have been
needed to reach /QB,. In this case, bankability would rise to B on /QB, although there
was no true innovations. But, bankability A on /QB, could be reached from A'on 1QB,,
keeping BTC constant at BTC, and increasing RBC from RBC, to RBC,.

Figure 1: Bankability as a function of BTC and RBC

vt THTCY vod (BTC)

Bt inge s ion T Heimwng transaction

101, i 108,

1018, 1 108,
T > as i S
Hek  beamy ! RBC, Rk -hearing
vapacty (KRB capacty (RBC)

IFgure 11V An sogaant map of bankabilsy (Figure | 2] Reducton of BTC twough o vaton
Notes: Figure 1.1 depicts an isogquant map of bankability. Although the level of bankability remains constant,

there may be effects on the effective demand for credit. Figure 1.2 lllustrates the effect of innovations
on bankability. At a given level of BTC. an increase in RBC can lead 1o a higher level of bankability too

Thus, a person who is creditworthy in the sense that the RBC allows to debt-
finance an investment may not reach the necessary level of bankability because the
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BTCs are to high (Nadler, 1999). Relatively high TCs may discourage from borrowing
(Ladman, 1984), Similarly, a person who is bankable does not automatically gain
access to credit due to credit-rationing on the side of the financial intermediary.

Bankability is not only closely associated with the BTC but also the average return
(AR) of the debt financed investment because the latter may increase the RBC.
Assume that a farmer has a set of enterprises and associated technologies that can
be used to produce a combination of farm products. Further, assume that the farmer
must rely upon credit to undertake any of these investments and that the demand for
credit will be derived from the expected productivity of the resources employed as a
result cf using a loan as well as the risk associated of loosing the resources employed
as a result of using the loan. Ladman (1984) provides a conceptual framework for the
relationship between TCs and credit rationing (see Figure 2). The demand curve D in
Figure 2 represents the present values of the marginal value products (MVP) resulting
from the resources employed using successive loan units. The demand for credit is
net of risk associated with the enterprise selected and credit use. Average return (AR)
and average borrowing costs (ABC), both incurred by the borrower, represent the
revenues and borrowing costs divided by the size of loan (L). Revenue R resulting
from borrowing is net of costs of the resources purchased with borrowed funds but is
not net of borrowing costs. A borrower must incur borrowing costs, these consist of
interes! costs (/C) and constant BTC. The former are equivalent to the product of
constant nominal interest rate (r) and the loan size (L). The latter arise from out-of-
pocket costs and opportunity costs of the borrower's time spent in carrying out loan
procedures, They are assumed not to vary with loan size. Assume the borrower is a
profit (m ) maximizer and thus would seek a loan only if he expected n > 0, i.e., revenue
(R) > (IC + BTC). Furthermore, the borrower would borrow up until the point where r
is equal to MVP, i.e., where the marginal costs of borrowing, namely the additional
interest payment, is equal to the MVP from additional resources purchased with
borrowed funds. The borrower transaction costs (BTC) directly determine bankability.
In order to improve bankability, the BTC must be reduced.

391



SAVINGS AND DEVELOPMENT - No. 4 - 2000 - XXIV

Figure 2: Borrowing costs and bankability

AR A
ABC
D
MVE
T

D/MYP

»
L

Ti L Amount of credil

Source’ Ladman {1984 108)

Notes: D represents the demand for successive loan units based on the marginal value products resulting from
the resources employed. AR and ABC represent average revenue and average borrowing costs
incurred by the borrower. r describes the constant nominal interest rate. n represents profit. TC is the
borrower transaction costs at loan size L'. T1 is the borrowing threshold, the level where ABC = AR.

Below this amount a possible client would not borrow,

The BTC have at least three impacts on profitability and thus bankability. First,
ceteris paribus, larger BTC means less expected profits for borrowers and thus a
lower risk-bearing capacity. Second, there is a minimum loans size below which the
borrower would not be willing to borrow. This level (T7) is the borrowing threshold and
is the level where ABC = AR. Clearly, for any given r, the larger the BTC, the higher
the borrowing threshold. A relative reduction in TCs would thus lower the borrowing
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threshcld and farm enterprises that require smaller credit amounts could be debt
financed. Third, the out-of-pocket cost threshold (T2) (not illustrated in Figure 2) is part
of T1 and represents the amount of outlay and the opportunity cost of a potential
credit client in applying for a loan (T2 < T1 because T7 also includes the interest
costs). Examples are payments for documents and travel expenses. Even somebady
who did have the T2 funds might not want to attempt to borrow because of facing
some probability that the loan application would be rejected and the accompanying
risk of losing the threshold money. If BTC are lowered, the risk bearing capacity
increases and more farmers with a set of enterprises and associated technologies
who must rely upon credit to undertake these investments could come forward and
apply for credit. In summary, the farmer would be willing to borrow L if T1 < L <L, if
he or she had funds available in the loan application phase that were at least
equivalent to T2, and if he or she was willing to risk those funds (Ladman, 1984:
107ff).

From the above, it has become clear that bankability is more than credit
worthiness. Bankability comprises additional characteristics that may be divided in
hard and soft characteristics and directly influence the borrowing transaction costs
BTC and the risk-bearing capacity (RBC) (see Figure 3). Figure 3 summarizes the
hard and soft characteristics of bankability and differentiates them along the
components BTC and RBC.

The most important hard characteristics of the ABC are the available income and
assets which directly determine the credit worthiness. In addition, possible insurance
schemes against covariate or personal risks are also hard characteristics of
bankabllity and increase the RBC. Clearly, production and management skills can
increase the RBC too, nevertheless it is more difficult to quantify their effect; therefore,
they are considered soft characteristics. The BTC that can be easily quantified in
monetary terms are alttributed to the hard characteristics. Soft characteristics are a
borrower’s character, his position in the society or patronage at the side of the lender,

Improving bankability towards credit access means reducing borrowing
transaction costs (BTC). Clearly, one could also attempt to raise the revenues (R) and
thus the profit () for a prospective investment while the BTC remain unchanged. This
would not improve bankability but induce a higher RBC at the level of the prospective
borrower. Particularly the relationship, namely increasing RBC while keeping a given
level of BTC and with this improving bankability, is analyzed in the empirical section
of this paper. Moreover, it should be pointed out that bankability does not mean
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necessarily access to credit. Often, the total credit volume available is exogenously
limited. If limited credit is linked with concessionary interest rates, excess demand is
the consequence. Therefore, financial intermediaries are forced to ration the credit.
Nevertheless, rationing of the credit is often based on other criteria than bankability.

Figure 3: Improving bankability by reducing borrowing transaction costs (BTC)
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and increasing risk-bearing capacity (RBC)
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4. Improving Bankability through Credit-Group based Insurance Funds

Bankability and access to credit is constrained in rural northern Vietnam. The
degree of this constraint is surprisingly high, nevertheless the research underlying this
contribution identified possible solutions to improve the risk-bearing capacity and thus
bankability.

4.1 Lack of Bankability from the Clients' Perspective

About 56% of all interviewed HH (N = 86) had access to formal credit. Qut of this
group, 92% with access to credit were a member of a credit group. One reason for this
high percentage is the credit program of the ST that has a strong impact in one of the
surveyed villages. If the same calculation is done excluding the isolated ST program
the follewing results are found. A total of 40.7% of all interviewed HH had access to
credit and among them about 71% are members of a credit group (see Table 2). At
first glance, it appears that the figure of 56% of all HH having access to credit is quite
impressive. Nevertheless, this research found that 31% of all interviewed HHs refrain
from becoming members in credit groups. Also, a large proportion of the HHs, namely
73%. did not try to apply individually for credit at the VBA. In the conceptual framework
of this research, these clients evaluate their bankability as insufficient. Obviously,
bankability is best in connection with the group lending approach. Empirical evidence
for this is shown in Table 3.

Number of HH..
.Ofga[!izLLﬁl credit groups 33
borrowirg individually 4
~arganized in a credit group & borrowing individually 1
Percent of all interviewed HHs 38.2 4.6 128
Source Ths-{uh—h:i 11998 501 o
MNota HH medns household

Table 3 presents the reasons given by the farmers for refraining from borrowing.
The reasons can be split up into two groups of answers. One group of answers
indicates that a high proportion of farmers value the risk associated with the investment
higher than the possible return. In total these reasons were mentioned 66 times.
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Table 4: Discussion points for setting up an insurance fund

Suggestions and Questions from the
Discussion
Leader

Answers of the
Pac Ngol Group

Answers of the
Ban Nan Group

Example: credit group. 1 year, 10
members, each member  [eceives
500,000 VND. Atter paying the interest of
6% they keop 464 000VND (for Ban
Nan same example with 0.8% interest)
How much are they capable and willing 1o
pay each menth for the insurance fund?
‘What should be done with the money
from the insurance fund dunng the year?
I was ponted out that it has 1o be
available in case a member needs the
money. Possibiliies fike leader of the
credil group should keep i, or bring Lo a
bank were suggaesied

Exampie: All the members bought pigs
with thesr credit, What 15 the amount that a
membar should get in case har 50 kg pig
dies? Suggested werg money for a new
piglet, er e value of the lost 50 kg pig
Whai should be covered by the
nsurance? Suggested was  only pig
insurance as they all invested nopig
production in the past and as this would
be easer to sel up and to confral

[

=

i

How do they want te contral fraud?
Example:  insurance  only  far  pig
production. How do they wanl fo control
which pig is from the credit? Ear-tag? I
they want to open the insurance to al
kinds of nsks contralling gets even maore
complicatad™

Do they want o sel up rules how 1@ keep
and raise, &g, 1he pigs? Pointed oul inat
vaccinaton reduces the risk ol pig
diseases. If they ail pay 1he same amount
to the insurance pot they all have to care
for the pigs In the same manner

Whal apout If they can also invest o
crops? Itowill be much moe ditticult 1o
camral which plants are from the credi
Example: buy Seeds for 500,000 VNE
from cradit and fortilizer tor 1 million VHND
from own money Later the crops are
damaged

Do they want 1o elect a leader who 15 in
charge of e msurance?

Will this insurance fund make It easier 1o
them to borrow money?

o

-

@

o

Source: Thaesteld (1995 771)

2,000 WYNDVmonth
It should be less fhan interast payments.

The participants  decided that some
members can borrow it for @ non-risky
nvestment

The nsurance should only cover the money
for a hew piglet

Insurance should cover all external effects
which can nal be influenced by the
mempers and lead to msolvency. They do
not want ta invest all in the same kind of
production i the future. The members
should be able to choose betwean ammal
husbandry and crop production according 16
Iher skills

The problam of fraud does not exst, They all
know each other They know exactly which
pig is boughl from the credit They want to
define clearly at the beginming whal is
covered by the insdrance

They wan! 1o sel up rules for vactination and
stable keeping. If the group members agree
on the vacoination a member whe did nol
vacainate will not get any nsurance money.

According 1o the share ol borowed and
ownad money they wanl to cover 4 part
They understand the idea and the problem
They wan! to set up rules al 1he beginning
which have 1o be clear to everybody

Yos “Leaders pocket 15 sater than common
poche!

In case of nsks hey can get some help
Thiay faal less afrend o barow

2,000 VNDYmonth

The solution was 1o lend i 10 8 member of
1he group because doposits at a bank yields
ton low interest, lending it outside the group
is ton risky, group pressure insuras that she
pays back immediately if the money is
needed

The insutance should only cover the money
for B new pigiel o keen sufficent reserves
for olhe: membars n need

The group will decde in which cases a
member gets money If everybody wanis 1o
inwest n someting else the insurance
should cover all imvestments Bul tha groug
decides each fime il it is an insurance case
They agreed on that they have fo sel up
clear rules 4l the baginmng.

Mo need lo mark the pig because they wanl
to help in general way it somebody & nol
able to pay back the loan,

Goad daa o sel up requiations, controlled
by 1he group. If the members agree on the
varcmation a member who did not vaccnate
Wwill not gel any insurance money.

Risks in crop production sh e Alsn
covered. as they want 1o insure ks hat
confribule 1o nsolvency of A mermber

ves Elect a leader wno is knowledgeable

It they would have xnown his before they
would not have baen so afraid. Feel beller
with the msurance
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5. Conclusion

Credit schemes for the poor are often criticized for their limited outreach to the
poor or for serving just the better-off. Transaction costs are important in forcing this
outcome. High borrower transaction costs (BTC) cause many potential borrowers to
refrain from borrowing or to seek loans from informal financial sources. A lender will
attract more clients when the BTC are lowered. Assuming a fixed interest rate, the
borrowing threshold (ABC = AR) can be then lowered too. This means that also
relatively smaller loans become attractive to the poor.

The term bankability comprises all aspects that increase the risk-bearing capacity
(RBC) and reduces the BTC. Nevertheless, a person who is bankable does not
automatically gain access to credit due to credit rationing on the side of the financial
intermeadiary.

A high proportion of possible clients evaluate not only the BTC as too high and
refrain from borrowing but consider their RBC as too limited. One solution jointly
developed in two guided working groups was to establish an insurance fund in credit
groups which covers the personal risks of loosing the resources employed as a resull
of using a loan. In both villages the concept of insurance was totally unknown. In both
groups the reaction was very positive with a lively discussion. One group wrote a
protocol of the discussion and the developed solutions in the activity book of the
Village Women Union. The thought of self-help fits very well in the socialist determined
socio-cultural environment of the local people. It is encouraging that in both groups
and independently from each other, almost the same results were achieved. |deas
were developed similarly: The use of the insurance fund should be handled in a
flexible way. Both groups decided to insure all external effects that lead to insolvency
of the members instead of an “object insurance” that would insure only the investment
itself. Nevertheless it is obvious that with this kind of insurance fund no supra-regional
catastrophes like flood or drought can be insured. The problem of insurance fraud and
supervision, the main tasks of insurance companies in developed countries, were not
seen as a major problem, as social control inside the group would be sufficient to deal
with those problems.

The leader of the Communes Women Union was informed about the results of
these group discussions and she confirmed that the provided ideas were helpful. The
incorporation and participation of existing local organizations into this discussion is
absolutely necessary to insure the sustainability of the idea. Later on, such
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organizations can spread and implement this idea easier than individual persons. It
can not be expected that the insurance fund will be implemented instantly. The idea
has to settle down in the heads of the people and should be discussed again on
another occasion. From the members™ point of view the idea of creating an insurance
fund made them feel less afraid of borrowing money. Thus, it can be one solution of
improving bankability from clients' point of view.
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Abstract

Access to financial services has proven to be important for poverty reduction in
developing countries. Clearly, it is the poor who face considerable rationing with
respect to the financial market. The reasons are manifold and can be associated with
the demand and supply side of financial intermediation. They all result in higher
transaction costs (TCs) or a reduced risk-bearing capacity. TCs include the
noninterest expenses incurred by both lenders and borrowers in making (obtaining),
servicing (implementing). and collecting (repaying) loans. The term ‘risk-bearing
capacity’ describes the borrowers' capacity in terms of income, wealth and skill to
cope with the risk of loosing the transaction costs if the credit application is refused
or in case of a failing of the debt-financed investment. The term ‘bankability’ has
entered the arena of development economics. Advocators of the notion that access to
financial services reduces poverty claim that improving bankability supports credit
access. From the perspective of the potential client, the term bankability comprises all
aspects that increase the risk-bearing capacity and/or reduce the costs of acquiring
a financial service, particularly credit. One finding in this paper is that a large
proportion of the population in rural Vietnam refrains from becoming indebted not
because of the TCs but because of their low risk-bearing capacity. Employing
participatory research tools, one solution developed by small-holders in rural northern
Vietnam was to set up an insurance fund to increase the risk-bearing capacity while
being indebted and thus become bankable.
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COMMENT AMELIORER LA “BANCABILITE” DES PETITS EXPLOITANTS
AGRICOLES DU VIETNAM DU NORD

Résume

L'accés aux services financiers s'est avére étre un facteur important dans la lutte
contre la pauvrete dans les pays sous-developpes. Il a eté clairement mis en
evidence que c'est le pauvre qui fait face au rationnement le plus important au niveau
du marcheé financier. Les raisons sont d'ordre multiple et peuvent étre associees aussi
bien a I'ordre qu'a la demande de l'intermediation financiére. Elles resultent en colits
de transaction (CT) élevés et une capacité limitee a prendre de risque. Les CT
incluent les dépenses (hors intéréts) auxquelles font face les préleurs et les
emprunteurs lors de la délivrance (I'obtention), la révision (mise en ceuvre) et la
collecte (payement) des emprunts. Le terme " capacite & prendre le risque " décrit la
capacite de 'emprunteur en termes de revenu et d'aptitude a gerer le risque (de
perdre les colils de transaction) en cas de refus de la demande de crédit. Le terme "
bancabilité " est entré dans l'aréne de I'économie du developpement. Les partisans
de l'idee que l'accés aux services financiers réduirait la pauvrete prétendent que
l'ameélicration de la bancabilité supporte 'acces au credit. Du point de vue du client
potentiel, le terme " bancabilite " inclut tous les aspects qui augmentent la capacite a
prendre le risque et/ou réduisent le codt d'acquisition d'un service financier,
particulierement le crédit. Un des résultats de cet article est qu'une large proportion
de la population du Viét-nam rural s'abstient & s'endetter non pas en raison des CT,
mais en raison de leur capacité a prendre le risque. L'etude basee sur des outils de
recherche participative revele que l'une des solutions developpées par les petits
producteurs du nord du Viét-nam rural etait de metire au plan une forme d'assurance
pour accroitre leur capacite a prendre du risque et a devenir ainsi bancable.
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