PERFORMANCE EVALUATION

OF COMMUNITY

MICROFINANCE INSTITU
IN JEMBER DISTRIC

by Bayu Wijayantini Maheni Ika Sari

Character count: 20742

JIONS



Heview of Management and Entreprenceurship pel 55N 13483736
Volume 02, Number 41, April 2018 el B4 L348-3552

PERFORMANCE EVALUATIONGOF COMMUNITY
MICROFINANCE INSTITUTIONS IN JEMBER DISTRICT

Bayu Wijavantini, Maheni Ika Sari, Alfi Anf
Muhammadivah Jember University
Jember Unpversity, Student of Diponegoro University

Abstract; Communityflicro Finanee Instication (CMFD plays & signifs-
cant rele in allevinting poverty, which 15 the biggest problem in developing
coun@cs. This study aims o examine the phenemenon of CMFI develop-
ment in Jember, Thas study 1= conducted vsing & descnpave stansocal analyss
and through literature sty from Literatures relevant to thiesearch theme,
The results of the study show that financial performance proxied by ROA
hirs a different trend from total assets and government subsidies. ROA tends

decline even though there are some CMFIs that show good performance.

i5 15 conteary to the development of CMEFLs roral assers which tend 1o
increase throughout Jember, while government subsidies are still acoepred
i the same amount a5 itended from year to year.

Keywords: CMEL ROA, subsidies, total assers, poverty

A, Introduction

The development of the financial sector to the economy 15 widely influen-
rial, howewer, the financial sector segmentation, which has led to the formal and
informal financial sectors, 15 becoming problematic. It happens because of the
limited access to formal sector finance given to the poor, cspecially marginalzed
WOET EFOUpPS. Ditheulties of access, wsnally based on socioeconomic reasons
such as high rransaction costs, 'ﬁh risk of credir, and lack of collateral, are
belweved to be the main reasons. There are various social and economic reasons
that underlic the difficulty of the fornmal sector accessing the informal seaor.
These include high credit risk and the unavailability of collateral, which is
sufficient to cover the credit. In addition, social and cultural barriers, such as low

levels of edocation (the inabilicy to financially record their coonomic acnvites),
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make the formal sector increasingly relucramt to penerrate the informal sector,
Data shows that the largest part of the cconomy in Indonesia 15 poor women,
which need a solution to be economically empowered. This has inspired the
emergence of microfinance instturions thar seek o bridge the gap berween the
poor in:l micro-cntreprencurs and the financial secror.

Various empirical studies have been conducted o study the development
of Communityghlicro Finance Institutions (CMFI) and i role in allewaring
poverty as rhcg
cxample, Uchida et al. (2007) stared thar procession with the conditions of
financial hberal eation, L':lFi.‘l‘EIJ: market deve pment, and the company s scale 1n
JTapan resulted in many large companics to pun and look for sources of funding

to capital markers and not to the banking sector anymore. It has caused many

iggest problem in developing countries such as Indonesia. For

farge banks to begin to shift their hnancing o the micro sector financing, where
they ininally provided loans to large companies. However, the primary role of
financing the small and micro sector is still held by small hant‘ as it cannot be
replaced by large banks. This i1s possible because of the ¢lose relationship
between the bank and the debior or relationship lending, as a basis for giving
loams, The role of small banks to finance the micro and small seceors i the
future is still prospective in Japan. On the other hand, Parianom (2013} noted
that in 2004, the number of CMFls had grown from 54,444 1w 373307 in just
anc }'C‘.E.I.'.

The same phenomenon occurs in Jember, as limited access of poor women
and empowerment progeams that are stll partial and disconnected have not
provided significant changes to a better change in life (Supeni & San, 20113},
Related rggthis, Mirfano, Head of the Jember Cooperative and UMEM Service,
captured this phenomenon with the inspiration of the Grameen Bank in India.
He argned that poor women have the potennal 1o be cconomically empowered
only if they are given an appropriate empowerment program thar addresses their
basic problems of very limited financial access. Furthermore, he said that what
needs te be done is strengthening financial inscitutions by initiating the eseablis
ment of community microfinance instimarions (CMFED in 2005, and rhis s
supported by the Jember diswrict government through a budget of 2 billion per
year starting with 13 CMFI spread in three Inner Cigy Sub-Dhstrices (Kaliwaies,
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Sumbersari and Parrang) and six other Sub-Districts, namely, Arjasa, Puger, Panti,
Rambipuji, Sumber Jambe, and Tempurejo.

Strengthening the poor’s financial institutions certainly needs to be con-
rinually improved by the organization and its management, so that it develops
well and artracts the commumity to actively participate in it so thart the
empowerment of poor wumei can run sustainably and thus be able to contribute
to the reduction of poverty in Jember disteict. It is this process char nnderlics
Office optimistic cooperative and SMEs in continuing to develop CMFIs as
agents of development as well as an institutnon acove In Mmicre enterprise
fi:nancinlz, for poor women. Based on this, the purpose of thlis 5[1.1:1}' wias o
examing the development phenomena of the CMFI performance in Jember,
regarding the value of return on assets (ROA), total asscts, and government

subsidies, over 3 years.

B. Literamure Review

Micro-credit 1s one of che effective effores o overcome poverty (Robinson,
202}, Robinson stared that there are classificanons of the poor. First is the very
pooT (the extremely pisr, who does not earn income and does not have
productive activities, Second 15 the economically acuve working poor, Third 15
low income people, who have income, though not much. The Function of
Microfinance Instimtions (MFIs) is as a loan service provider institunon for
productive activities carried out l‘.q.r micro businesses, or for iarnil].r COTSLITIPTIN
activities of the poor. In addition, the CMFI also Funcrions as a savings
institution, which saves funds which are used as a prerequisite for aedit,
although n the end often the amount of credit given 15 greater than the funds
collecred.

Financial institutions serve as an intermediary in economic activities.
Financial insticutions will generate added value if the inermediation function is
going well. Differentimtion of economic activity is not differentaced based on the
gize of rhe business carried our, bur based on rhe added value generared by rthe
business scale. Which means that every business that utilizes financial institutions

and provides added value will increase people’s income. One productive way
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that cant be done by the poor to increase added value is to urlize the
intermediary suits of financial institutions.

Efforts to alleviate poverty can be carded out by a widgrange of facilities
and programs that are either direcr or indirect. This activiry can be in the form
of transfer pavments from the government such as food programs. healch,
education, family planning, settements, as well as productive business aids such
as through loans in the form of micro-credit. 5o, 1t can be sad that the
empowerment of micro-credit will help alleviate poverty, becanse the existence
of micro-credit will make it casier for beginner entreprencurs. Wich the growth
and d:vth:}'rment of novice entrepreneurs, htﬁ:nming, MICTO entreprencars, it will
increase the number of jobs, and this 5 very helpful in eradicating poverty
(Wijaya, 2005).

Previows studies have shown thar microfinance insomtions have been able
to reduce poverty among their members, Oguejiofor and Unachukwna (2014)
showed that the microfinance institution in the Philippines have assisted their
members 1o run business and make mvestment acovines. Addac-Korankye (2012)
decumented that micro-finance has helped people as the Scli-Help Groups m be
more productive in obraining economic acovitics, Samir et al. (20735) showed
that micro-finance institution Amanah Tkhtiar Malaysia has a positive effect on
houschold income of women borrowers. Usman (2015} reported that che
microfinance institudon has a positive impact on poverty alleviaton and the
improvement of income level, educarion, and in building up the living standard
of the poors,

Some studies thar vsed the Indonesian contexr had also found suppor for
the usefulness of microfinance instimtions, For example, Asmawan (2015)
studied the impact of Islamic microfinance on increasing the income and poverey
alleviation on microenterprises m the Province of Aceh and reported thar the
institution can mmprove the poors’ income. Sabiti and Effendi (2017) reported
that the funding-based lslamic micrefinance instmtions have a positive effect on
micro businesses and poverty reduction in the rural areas in the district of Bogor.
Deloach and Lamnna {2011) also found that the presence of microfinance
instirutions within communities has significantly improved the health of children,
Thus, microfinance does not only relate 1o poverty but also helps improving

children’s health,

i+




Bayu Wigayantini, Maheni ka Sari, AW Arif | Performance Evaluarion of Commumniny
Microfimance Instimtions in Jember Bustrics

The existing empirical studies have confirmed thar the presence of
microfinance institution has helped people to reduce their poverte Given the
differences regarding the area and local characteristics, exammation of the
effecrivencss of microfinance instimcion is still in grear demand. The current
study s performed to fill in this gap by studying the microfinance phenomenon
in the district of Jember, East Java province of Indonesia.

C. %ma:d‘: Merhods

T achieve the rescarch objectives, the population of the study is all CMFIs
in Jember that have complete financial repors from years 20010 to 2014, A tonal
of 149 CMFIs are listed in this research. Observations are made for five
consccutive years so that the number of ohservanions in this study s 745, A
dt'.tn:ripti.v. statistical analyss 15 used in this study and s also displayed in a
graphical model to visualize the results of research in supporting the discugg on.
Enrichment of data analysis is also carried oot with breramre studies brom
previous research studies and relevant references o support the resulis of data
analysis,

[». Results and Discussion

Evaluation of the development of CMFI in this smdy s seen from
povernment subsidies, total assers, and prohtabilicy proxied by ROA. ROA 15 a
ratio that measures the iﬁilir}' o obtain business benefits and CMFI efficiency
in total asser utilizaton. In this case, the researcher tried to process and present
the resulrs of data analvsis in a graphical form o facilirare understanding the
development of financial performance. Processing and presentation of data is
made per district to present more detail of the development on each CMFI in
each sub-district in Jember. The number of CMFI per Sub-District s described
in Table 1.

As shown in Table 1, there are 149 CMFIs in the discrict of Jember, spread
out over 31 Sub-Dhstricts. The largest CMFI is in the diserices of Patrang,
Kaliwares, and Sumbersari, which are <aid o be the Ciry-based Sub-Eistricts.
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Table 1 CMFIL Data per Sub-District

Moo | Sub-Diserict é:{tlfll Mo, | Sub-DHswict é:;:_}
i Ajung 3 17 | Panri 2
2 | Ambulu 3 14 | Patrang 23
1 | Arjasa ) {9 | Puger 3
4 | Balong i 2y | Bambipug i
5 | Bangsalsar 2 2 | Semboro 3
& | Gumokmas 3 27 | Silo 3
7 | Jelbuk ¥ 23 | Sukoramib &
i Jenggawsh 2 24 | Sukowono 3
9 | Jombang 2 25 | Sumber Bamu x
10 | Kalisat 3 26 | Sumber mmbe 3
11 | Kaliwates » 27 | Sumbersart 1%
12 | Kencong 4 4 | Tanggul 3
13 | Ledokombao 3 29 | Tempurejo 3
14 | Mayang } 3 | Umbulsari 3
15 | Mumbulsar 3 31 | Wuluhan 3
16 | Pakusan 3 Total 149

Source: Dinas Koperast Jember (200173

The development of CMFl Jember District’s performance, based on

povernment subsidies, toral assets and profies, can be seen in Figure 1.
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Figure | Development of Financial Performance CMFI Jember Diserict
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As can be seen in Figure 1, the level of subsidy provided by the
government over several periods rends to be stable on an average of above 20
million per year for each CMFL The subsidies are fully utilized by the CMFIs,
as is evident from the increasing number of asscts owned by CMFI during the
study period, although there was a slight dearcase in 2012 This is consistent
with the level of gain or profic of the CMFLs, which tend to increase during the
penod of research.

1. Profitability of CMFI

Looking at the development of the Profmability, it was l{ll.'ld that CMFls
in Jember generally have experienced a decline. The decline can be seen in

Figure 2.

0.3

0.2
u’ 1 ] l. I | l

Q
2010 2011 2012 1013 2014

© Returm On Assels

Figure 2 Development of Proficabilicy CMFL in Jember Dis rice

Figure 2 shows the Retained Earnings general trend inoan approximate
level of profitability expected in Rewen on Assets (ROA). The ROA has declined
after rising up in 2013, although not as drastic as in 2012, However, there are
increased fgures in the middle of the reseageh period. The increases have been
experienced by CMFI Krajan, CMFI Bulak Renteng, and CMFI Klompangan in
the Ajung a.lb-diﬂﬂ'im:. The dara can be seen in Figure 3.

The same trend is evidenced by CMFI Sukorejo and CMFI Siraan in the
Banpgsalsari Sub-Dismrict. However, there are some CMFIs that shew increasing
ROA from vear to vear. CMFI Krajan in the sub-district of Balung has the
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Figure 3 ROA Movement in Ajung Sub-Dhistrct

exception, as shown in Figure 4. The other CMFIs with positive teend are in the
Sub-Districts of Arjasa, Ambulu, Mumbulsari, and Kaliwates.
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Figure 4!1::1.-:-]:11' of ROA in Balung Sub-Districe

Omn the other hand, the remaining CMFIs have expenenced good develop-
ment in the year 20010, alchough the figures dropped dramatically in recent years,
Among others are the CMFIs in sab-districes Sile and Waluhan, as shown in
Figures & and f.

S00.00% 1

A00.00% |

S0 B CMFI KRAJAN
s 8 CMFI PAREBALAN
g B % CMPI SUKMOILANG

soow, - g _an fec e
2010 2011 2042 2013 2004

Figure § ROA movement in Silo Sub-Thstrict
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Figure & ROA movement in Wuluhan Sub-District

From the resulss above, it can be seen thar the CMFIs' ability to obramn
business benehits and CMFI efficiency in the utilization of rotal assers 1s still not
balanced among CMFIs, This indicares thar there s a need for more intense
puidance for CMFIs that sall has low ROA performance so that they can increase
the cfficiency of their toral asser utilizarion o gan profit, which in rorn wall
encourage the develo t of CMFI and the welfare of s members and gencral
economic prosperity i Jember district. The results of this study sll show the
same trend with the reported development of CMFI in Jember diserict ([Fnas
Koperast and UMKM, 2013). However, this phenomenon shows that the CMF]
still has good prospecrs o develop in the future as the resules of the research by
Uchida et al. (2008} in Japan, Ogusjiotor and Unachuokwu (2014) in the
Phillipines, Addae-Korankye (20012) in Ghana, Samir et al. (2015) and Usman
{2015) in Malaysia or some other Indonesian studies (Asmawari, 2015; Sabiti

and Effendi, 2017; Deloach and Lamnna {2011).

2. CMFI Subsidies

Ar the beginning of the innovation in FY 2005, PUM-RTM acrivities were
financed bv the Jember APBD in the sum of IDR. 100 million. The budger is
used to finance the esmablishment of 2 units ofgGakin Bank in 2 environmental
areas, the srengthening of 12 Pokmas groups (60 people), and the provision of
venture capital in the form of grants amounting o IDR 50 million which are
managed rhrough joint savings and a loan patern. There is a difference in Bank
Gakin's capital financing pattern berween 2005-2006 and 2002-2008, In 20605-
2006, the Gakin Bank received pranr assistance, while in 2007-2008 Gakin Bank

G4
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received assistance i the form of soft loans, which must bé returned within 2
years. According to procurcd imformation. this difference 1= cansed by the APBD
management rules from the central government.

The toral investment of the Regional Govermment in the PUM-RTM
acovines in¢luding the development of Gakin Bank for 4 budget vears reached
IDF3,382,141,700,-; the allocation includes institutional reinforcement in the
amount of IDR1,510,826,350,- reinforcement of business capital amounnong o
IDR1.360,800,000, - which until now has circulated in the form of soft loans for
micro entreprencurs, members of Gakin Bank, and increased skills in the amount
of IDR S10.515,350. When mm].'mrtd. ith the number of poor  tamilies
receiving 4,423 services (May 2008 dara), it can be concluded that ro alleviate
poverty using the PUM-RTM design, the development pattern of Bank Gakin
requires funding ofglDR 764,672~ per-person. The value of the rano will
continue to decline m the coming years in line with the increasing number of
Gakin Bank members that will occur systematically.

Meanwhile, the role of government subsidies for CMFIs in Jember shows

a pattern that is generally similar since 2010 to 2014, as can be seen m Figure
¥

60,000,000
A0 000000 4
' FIHaITHAO T
TFEg R Ei; S Bl | i -i"‘.‘:x;i}’
£ ’giif i3 1gpyTast
[
2010 011 —— X112 2013 2014

Figure 7 Development of Government Subsidies for CWFT

-

As shown in Figure 7, it appears that government subsidies for CMFI
gencrally have the same wend vear by wear for each sub-districe, and only
Kaliwates Subdistrict in 2010 received subsidies provided that were slightly
Farger than others, because in 2000 there was quite a large surge in the number
CMFIs. These results indicate that uneil now the CMFIs are sell recetving funds

7l
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from the government for daily operations. Supposedly, after nearly a decade of
its founding, UMFIs should already be independent financialiv but because their
ability to obtain the benehits are still not optimal financially, CMFIs still can not
be stable encugh withour government subsidies.

3. Toal Assers CMFI

Development data CMFLs total assets in this study period show almost the
same trend as a whole, which tends o increase (Figure 8).

150.000.000
100.000.000
50.000.000

{50.000.000)

Figure § Development of Total Assets CMEI m Each Sub-Dhstrict

In Figure B, it can be scen thar globally, CMFI total assets have increased
from year to vear, even though some of them sagnated, such as in the sub-
districe of Kalisar, and a fraction longer experienced decline at some point, such
as what happened in the sub-districss of Umbalzan and Sumbersari. Its develop-
ment can be seen Figure 9,

= CMWA ELILON
OV ERAIAK

= CMA 5L BER
EALONG

2010 01 012 2013 2004

Figure ¥ Total Asset Movement in Kabisat Sob-Distncr

71




Review of Management and Entrepreneurship
Volume 02, Number 41, April 2018

In Figure 9, it can be seen thar of the three CMFIs found in Kalisar Sub-

Dhstrice, the development of Total Assets have stagnarted sinee 2012, although 1t
had risen in the previows yvears. The development of the total assets in the

Umbulsari sub-districe CMFI 15 shown in Figure 10

150.000.000 =

100,000,000 =CMA PALERAN
M. =CMR TANIUNGSARI
50,000,000
# CMIR SUKOREND
, = -

200 2011 2012 2013 Hd4

Figure 10 Toral Asset Movement in Umbulsari Sub-Digerict

Figure 10 shows thar for Sub-District of Umbulsan, three CMFIs experi-
enced stagnant growth in assers, and even CMFI Tanjungsari fell dramatically in
2014, This condinion differs from the rendaof the development in the entire
Jember district, where during the penod of 2006 to 2010 2 significant increase

occurred (Figure 11).

BE 09
GE +O&E -
AR =D -
- O
- BN
BE+=DS i
- E{HOE
ZEE O - O
A6 L0
(=]
totol axnmrs

Figure 11 Dara on the Development of Total Assers years 2006-2010

This phenomenon could have !appencd because of the exrraordmary
sumulation from the govermnment to boost the establishment and growth of

CMEFEI in the initial period mitsated. In this case the government, especially the
Cooperative and MSME Service, has shown good performance in its cifors m
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empower CMFls in order to improve the economic welfare of poor women in
Jember district. This result is in accordance as what was stated by Wiyono (2005)
that CMFIs are one of the pillars of the Indonesian economy.

E. Conclusions and Recommendanons

1. Conclusion

From the results of the scody and aggalyvsis, it was concluded thar financial
performance proxied by ROA shows a different rrend from rotal assers and
government subsidies. ROA tends 1o decline even though there are some who
showed good performance. This is contrary to the development of CMFIs' total
assets, which tend w increase throughour Jember diserict while governggent
subsidies are soll received in a relanvely similar amount from vear to }'L‘Ilr.lm'lis
phenomenon shows that the performance of CMFIs has not been oprimal and
there is still dependence on government subsidics, which shows thar chey seill
depend also ongihe existence of facilitators provided by the Cooperative and
MSME Offices. However, some CMFIs have shown good pcrfnrmi'cc and they
have successfully developed this institution as the spearhead in poor women
empowerment in Jember,

2. Suggestion

This research has a lor of limitations so that it is recommended for further
research to extend the research period in order to study subtler trend movemems
accurately and further study is needed to reveal the phenomenon behind the
results of this study. Researches also advised the Cooperatives and UMEM
Diffices to be more in:'sq:- m providing assiscance and encouragement towards
the independence of POEMAS and the CMFI management so thar their
performance will be better m the fture.
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