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Chapter 9  
CASE STUDIES: THE PROCESS OF  BANK-CLIENT RELATIONSHIPS  
 
 

Understanding the process by which bank-client relationships function is important in 

order to shed light on the puzzles and roles of relationship variables in the main constructs of 

the previous chapters. Among others, the relationship variables and flow of information are 

two versatile dimensions that are part of the three main constructs: bank relationships, 

relationship marketing, and organizational learning. From the context of this study, the 

existing studies related to the main concepts can be reformulated as following. Bank 

relationship studies focus on value creation by mitigating asymmetric information problems 

through bank and client relationships in repeated loan transactions. Relationship marketing1 

studies focus on value creation by raising or maintaining client retention rate through a long-

term supplier (bank) and customer (depositor and borrower) relationship. While 

organizational learning studies focus on transmitting and converting tacit information 

(asymmetric information) into explicit knowledge to improve bank performance. These 

studies have been integrated into the bank performance model and its complement client 

intention to leave model in Chapter 2 (section 2.11), Chapter 6, and Chapter 8. In conjunction 

with these chapters, the processes involved in the specific relationship between parties are 

elaborated to address research question five in section 1.3. 

 Banks perform a multitude of functions, among others as financial intermediaries, 

because it reduces monitoring costs and can diversify loan portfolios (Diamond, 1984), as 

information producers from private information (Campbel and Kracaw, 1980), as external 

auditors to client borrowers (Fama, 1985), as information providers (Lee, 1996), as 

information disseminators (Stiglitz and Weis, 1983, Frankel and Mongomery, 1991), etc. 

However, these studies treat the relationship between a bank and its clients as a black box. 

Some ideas have to be adopted to allow researchers to know more about how the relationships 

among parties work. The discussion of this case study is based on some frameworks of: (1) 

social network of value chains and personal relationships of many transactions (Dwyer et al., 

1987; Samiee and Walters, 2003), (2) principal-agency relationships (Brown and Chin, 2004; 

Eisenhardt, 1989; Jensen and Meckling, 1976), and (3) social and location-dependent 

relationships (Ganesan et al., 2005; Gordon and McCann, 2000; Lin and Ping, 2003).  These 

frames of reference will outline the chapter structure. 

                                                 
1 It is also know as data based marketing. 
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This case study includes eight old style BPRs and five new style BPRs. The old style 

BPRs consist of three private BPRs, three BPRs belonging to three parties: provincial and 

municipal or regency governments and BPD, and two local government-owned BPRs. All of 

the old style BPRs are included as conventional BPRs. The selected new style BPRs are three 

conventional private BPRs and two private sharia BPRs. At the time of the study, there were 

only two sharia BPRs and no new style local government owned BPR. As explained in section 

4.3, the 15 selected licensed BPRs are the cases, while the embedded unit of analysis is the 

relationship process within the frameworks mentioned above.  

There is a discussion about BPR Clients and the relationship between clients and 

account officers. The purpose of this section is to detail the meaning of the relationship 

process between clients and AOs. An AO is BPR’s right hand and front line person, who 

absorbs loads of soft information while engaging in client visits, although there are some 

difficulties in transmitting the information to the bank management.  

 This chapter is comprised of five sections. Section 9.1 is concerned with the survival 

effort of BPRs where the directors are asked about the art of managing assets and liabilities 

through their relationships with their clients during the economic crisis when there was a 

shortage of funds. Sections 9.2 and 9.3 will delve into the BPR-specific relationship 

dimensions of the three main constructs of the old-style and new-style BPRs respectively. 

Considering the parsimony principle, a comparative approach is used directly rather than 

describing each BPR individually Section 9.4 covers the relationship between clients and 

account officers (funding or loan officers). Finally, section 9.5 examines the geographic and 

social relationships. 

 
9.1 External Economic Shock and  Elements of Relationships 
 

Section 5.3 has extensively explored the external factors affecting the durability of 

relationships. In this section, the survival efforts of the directors through their relationships 

with clients on specific issues of funding shortages due to external economic shocks are 

examined. The funding shortages were driven by the potential risk of deposit rush or the 

decrease in incoming deposits. The shortage of funds will directly affect the loan availability 

for new applicants; in turn, the director may set a new loan policy such as by tightening loan 

disbursements. The ability of the BPR board of directors in asset and liability management 

(ALMA), hence managing as an intermediary function during a very hard time of an 

economic crisis, can be a signal of their resistance and strong business survival. In order to 
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survive, it is expected that banks maintain close relationships with their clients, but each 

director may use a different approach. In the aftermath of the economic crisis, it can be seen 

that all BPRs in the case study performed well. The average loan growth is 44.9% 

compounded annually, while the PD. BPR Klaten has the lowest loan growth at 15.3% 

compounded annually and PT. BPR Sinar Enam Delanggu has the highest loan growth at 

103.7% compounded annually from 1998-2003 (Table 9-1). At the same time, the inflation 

rate is 8% compounded annually.  
 

Table 9-1: Some selected indicators of BPR performance in the case study based on location 
(urban), deposit  withdrawal (rush), and credit tightening  

Growth rate (%): 1998-2003 
No. Name Location 

(Urban) 

Deposit 
Rush 
(a, b) 

Credit 
tightening 
(months) 

Loan, 
p.a. 

5-year 
(*) Profit, p.a. 

1 PT. BPR Gunung Kawi 1 (1,2) 0 50.5 587.0 55.7
2 PD BPR BKK Ungaran 1 (1,1) 2 67.6 1179.0 49.0
3 PT. BPR Ambarawa Hartasarana 2 (1,2) 0 30.3 250.0 46.3
4 PD BPR BKK Bringin 2 (1,1) 24 22.7 158.0 88.0
5 PT. BPR Kridaharta 1 (2,2) 6 21.4 145.0 35.6
6 PT. BPR Guna Daya 1 (2,2) 12 41.4 434.0 71.5
7 PT. BPR Sinar Enam Delanggu 2 (1,1) 6 103.7 3351.0 53.5
8 PD. BPR BKK Tulung 2 (1,1) 8 43.7 481.0 36.7
9 PD BPR Klaten 1 (2,2) 15 15.3 89.0 23.6

10 PT. BPR BMMS 2 (1,1) 0 44.8 504.0 85.8
11 PD BPR Temanggung 1 (1,2) 18 58.2 853.0 216.3
12 PT. BPRS Asad Alif 2 - 0 48.7 592.0 100.4
13 PT. BPRS Iksanul Amal 2 (1,1) 0 35.3 453.0 47.1

  Average      44.9 698.2 70.0
Source: survey data; the annual compounded growth rates are calculated from the financial report of BPRs, 1998-

2003 
Note:   Location (Urban); 1= capital city of regency; 2 = capital city of district;. deposit rush (a, b): a = represent 

1= as perceived no deposit rush by director, otherwise 2=yes, director perceived there was deposit rush, 
and  b= represent 1= no real deposit rush based on financial data, otherwise 2=there is rush. This is 
irrelevant to PT. BPR Sharia Asad Alif because its operation was on September 1998 – several months 
after the peak of crisis where deposit rush occur. (*) extrapolation from June 30 to December 2003. We 
exclude financial data between 1998 (June) to 1998 (June)  because; (a) a general tendency their asset, 
loan, deposit and profit are leveling, and (b) in 1997/98 there was an inflation hike.  

 

In real terms, the loan growth still far surpasses the inflation rate during 1998-2003. 

Amazingly, the gross growth rate of profit, on average, is 70% compounded annually, far 

above the growth of loans. Considering these figures, there is no question about their ultimate 

survival. However, it is important to know what happens inside the black box (“the entrails”) 
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of their success, meaning how they used their relationship development as a process to 

maintain their intermediation functions during the economic crisis. 

There is a unique pattern of the deposit rush (see note below Table 9-1) that happened 

in six BPRs, of which all of them are situated in the capital city of their regency, except PT. 

BPR Ambarawa Hartasarana. Big depositors, who put their money in BPR as an investment 

driven by business motives rather than liquidity needs, made huge deposit withdrawals. It 

means risk and return considerations were a driving force of their investment portfolio 

placements. 

Big depositors are normally city residents, who have much money and are 

knowledgeable about investment alternatives. They diverted their deposits from BPR to 

commercial banks, which offer higher interest rates and lower risks because of government 

protection through deposit blanket guarantees, while BPRs did not (see Chapter 5). PT. BPR 

Ambarawa Hartasarana is not situated in the capital city of the regency, but their big 

depositors were from the capital city – Salatiga, but this BPR still experienced a large amount 

of deposit withdrawals. A solution for the deposit shortages came through different 

relationship channels, ranging from shareholders, commissioners, and institutions like micro 

credit programs from ADB, Bank Indonesia, among others, and loans from PT UKABIMA, 

PT. Mitra Dana Jimbaran, etc. In principle, credit tightening is the last option because they 

were aware that credit is the only source of income. Shareholders, commissioners and 

directors have reputations (good historical character) that provide implicit guarantees to fund 

parties against potential default. PT. BPR Gunung Kawi, PT. BPR Guna Daya, and PT. BPR 

Ambarawa Hartasana have long relationships with PT. UKABIMA – a wholesale funding 

institution. PD BPR Temanggung and PD BPR Klaten have long relationships with local 

government institutions and government officials through their shareholders (the regency 

government). PT. BPR Kridaharta did not depend upon these institutional funds but rather 

depended on parties that have close relationships with the director and shareholders. The 

director is well-known in the city because he is involved in some business and 

social/humanitarian organizations. His involvement in many organizations and other activities 

facilitates him to establish close relationships with deposit holders regardless of the size. 

Therefore, he did not hesitate to call deposit holders and persuade them not to withdraw all of 

their money from BPRs. His personal approach had prevented some of the depositors from 

switching to commercial banks. He had utilized his social relationships with them to affect his 

business dealings.  
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The BPR offices that did not experience deposit rush are situated outside the capital 

cities of the regencies, except for PD. BPR BKK Ungaran. PD. BPR BKK Bringin, PD. BPR 

BKK Tulung, and PT. BPRS Iksanul Amal are situated in district towns, where only a few 

commercial bank branch offices are present. This local specific condition limited clients’ 

options about where they could put their money, leading to stability of deposits in local BPRs. 

During the economic crisis, they maintained close relationships with deposit clients under the 

direct monitoring of the directors. The directors actively negotiate with their clients, either 

through face-to-face contact or by phone. The director of PD BPR BKK Tulung takes 

advantage of his relationship with the BPR association to access micro credit programs funded 

by ADB through Bank Indonesia. However, the director of PD. BPR BKK Bringin prefers to 

utilize his good relationships with his director colleagues of other BPRs around his office. By 

keeping a close relationship with his colleagues, he can ask for inter-bank deposits. In fact, 

during the economic crisis he could utilize this source of funds at an affordable interest rate. 

Meanwhile, the director of PD. BPR BKK Ungaran has a good relationship network through 

his wide range of involvement in some organizations (social, business, and sports). His 

reputable name and good relationships with funding parties prevented potential deposit rush. 

He also keeps in close contact with the owner – local government, BPR association, and key 

contact persons of private and government institutions. This relationship maintenance is 

importance for him because through them – as an influencer, he can gain assess to funding 

sources easier. 

From the asset side, especially loans, only four BPRs did not tighten their credit during 

the crises, while the other nine BPRs did tighten their credit for different time spans, ranging 

from two months to 24 months. Even in one group, in Table 9-1 it shows that each director of 

PD BPR BKK has the autonomy to set the loan tightening policy. The lengths of the loan 

tightening policies of PD BPR BKKs in the case study are 2 months (Ungaran), 8 months 

(Tulung), and 24 months (Bringin). It is generally assumed that the length of the tightening 

policy has a strong association with deposit availability, therefore about assets (loans) and 

liability (deposit) management. PD BPR BKK Bringin is less fortunate in terms of location, 

since its region is less developed than the other two. Regional development has a direct 

impact on fund availability and loan absorption. The Ungaran and Tulung regions have better 

growth opportunities, since these two cities are close to economic growth poles, i.e., 

Semarang city and Klaten city (or Yogyakarta) respectively. The loan tightening policy of 

BPR implies that BPR was facing funding constraints leading to the loan disbursements 
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having to be restrained. The longer the duration of the loan tightening is a direct implication 

of the longer funding constraints. Loan tightening in commercial banks means they will stop 

granting loans to new loan applications. Although BPR still welcomes new applicants, their 

approvals, in term of availability and time, depend on the availability of deposits. The BPR 

financial data from 1996 to 2003 shows the real rate of loan growth has steadily increased 

since 1998. During the hardships of the economic crisis, the director learned about the 

importance of maintaining relationships among members of a value chain relationship: 

funding clients, BPR (“middlemen”), and borrowers had to cooperate with each other. Some 

studies in contingency contracting (e.g., Stiglitz and Weis, 1983) give a robust model to 

prevent defaulters by denying them future loans or threatening to terminate the bank-borrower 

relationship rather than raise interest rates that a defaulter would be obligated to pay. The 

directors expressed their resistance to apply this model at face value. Generally, the director 

will scrutinize the source of the defaulter’s problem. After investigating during the monitoring 

stage, the director and loan officer may determine that the client is facing a temporary cash 

flow problem rather than a strategic (intentional) default. Then the BPR will approve 

additional funds if it deems it necessary. In the case of client bankruptcy, the loan officer 

and/or the director may approach a close client relative (or another immediate family member) 

to ask them to repay the remaining balance of the loan rather than sell the pledged collateral. 

Occasionally, this approach works for some clients but not all. This reveals that imperfect 

loan contracting that is difficult to implement can be solved through negotiating within a 

relationship framework. Some directors also voice their concerns over issues related to local 

economic shocks from natural disasters like flooding, droughts, monsoons, fires that can burn 

market buildings into rubble, or other sources2. These kinds of disasters may paralyze most of 

the local economy, which can directly affect small local business and in turn BPRs. This is an 

implication of location-dependent relationships, where their clients tend to cluster close to 

BPR offices. 

To sum up the discussion about the implementation of relationships between BPR and 

its clients, there are at least two important fronts. First, the BPR director takes full and direct 

responsibility to prevent big funding shortages, hence preventing client exit or clients from 

withdrawing their deposits. It is about how to convince the funding clients they are not only 
                                                 
2 There were some incidents where fires demolished market buildings e.g. in Salatiga, Ambarawa, Wonosobo, 
Karang Jati, etc. that directly increased non-performing loans (NPL) to some BPRs nearby, because some of their 
clients lost their business offices. Natural disasters that may occur cyclically can also raise NPL, particularly to 
BPRs nearby. Floods, monsoons, and droughts normally have severe effects in the southern and northern parts of 
Java Island. 
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getting a fair interest rate (return) but also of the mutually beneficial relationship between 

them. In such a way, clients can assess the inner workings of BPR to get a clearer insight 

about the risk and return profile of BPR as a basis for them in deciding to invest (deposit). A 

management by exception policy lets BPR’s top management take care of big clients, while 

funding AOs take care of smaller depositors. However, for funding client gathering events, 

such as in prizewinner drawings of savings sweepstakes or for BPR anniversaries, the 

directors will deliver opening speeches3 to express their appreciation to their clients for 

entrusting their funds in BPRs and their hope for a long lasting relationship. Besides that, the 

location of the office is a mediating factor related to customer loyalty behavior. As opposed to 

“rural” depositors, most depositors from capital cities have more investment alternatives that 

induce them to maximize their investment portfolio by switching from one bank to another. 

Second, there was a low interest rate volatility of both loans and deposits in BPRs despite the 

interest rate hike in commercial banks during the crises (see section 5.3.2). A close 

relationship between a bank and borrowing clients may create mutual understanding. Raising 

interest rates for existing borrowers will push the borrowers on the verge of bankruptcy. The 

directors knew that client bankruptcy would result in the bankruptcy of BPRs. The directors 

did not want to kill their future sources of income by giving their clients increasing burdens 

beyond their ability to handle. This way of thinking turns out to be true as shown by the 

amazing steady real loan and profit growth in the aftermath of the crisis. Despite the fact there 

is no single best way in using the relationship approach on deposit and loan clients, the 

directors do use the relationship approach to mitigate their assets and liability management 

problems. 

Moreover, the following section is about the relationship dynamics (processes) 

between members of a value chain of personal relationships or networks within the context of 

BPR and client relationship exchange. In order to minimize the duplication of previous 

discussions (e.g. in Chapter 5) and to achieve better insight of the unit of analysis, direct 

comparisons will be made between BPRs in the case study by exposing some unique and new 

knowledge only. The focus will be on the relationship elements of the three main constructs of 

this study. 

 
 

                                                 
3 Several customer prize giveaway events were observed at PT. BPR Gunung Kawi, PT. BPR Guna Daya, PD 
BPR Klaten, PD BPR BKK group organized per regency (Semarang and Klaten), and some BPRs outside the 
sample and case study. 
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9.2 Cases: Old Style of Bank Perkreditan Rakyat 
 

The old-style BPRs are classified into three ownership categories. The first category of 

BPRs is privately owned, i.e. Gunung Kawi, Kridaharta, and Guna Daya. These PT BPRs are 

urban based as shown by their office locations in the capital cities of Semarang, Salatiga, and 

Boyolali respectively. The second category of BPRs is owned by the provincial government, 

regency or municipality government, or the Central Java regional bank. These PD BPR BKK 

offices are in the district capital towns. However, some of the district capital towns are within 

the capital city like PD. BPR BKK Ungaran. Finally, the third category of BPRs are owned by 

the local regency/municipality government, i.e. PD BPR Temanggung and Klaten. They are 

situated in the capital cities of Temanggung and Klaten regencies respectively. 
 
 
Table 9-2: Comparisons between private and local government owned old style BPRs based 

on selected indicators as per June 2003 

Gunung 
Kawi Kridaharta Guna 

Daya Ungaran Bringin Tulung Temang- 
gung Klaten

1
1.1. Directors 2 1 2 2 1 1 1 2

      a. Credit 15 21 17 4 3 11 9 90
      b. Fund 2 4 7 4 3 3*) 9 5
1.3. Front/Back Office 13 2 15 6 1 3*) 16 69
1.4. Security, etc 14 3 16 5 1 3 6 14
Total 46 32 57 21 9 18 41 180
Shareholders 37 3 81 3 3 3 1 1 

2

      a. Individuals  3.910 1.339 7.720 2.033 1.039 1.244 6.072 24.607
      b. Groups  106 0 724 0 7 75 0 42
Total 4.016 1.339 8.444 2.033 1.046 1.319 6.072 24.649

      a. Individual 20.090 3.918 25.929 14.355 1.289 4.107 31.212 30.472
      b. Group 770 0 2.068 0 3 60 0 50
Total 20.860 3.918 27.997 14.355 1.292 4.167 31.212 30.522

3
3.1.Borrower/AO 268 64 497 260 349 120 675 281
3.2. Credit (Rp 000)/AO 1.390,7 186,6 1.646,9 3.588,8 430,7 378,8 3.468,0 3.391,4
3.3. Credit (Rp million)/client 5,2 2,9 3,3 7,1 1,2 3,2 5,1 1,2

4 Established Aug-71 Mar-69 Mar-69 Aug-70 Nov-70 Mar-76 Feb-82 Aug-51
Age (2003) 32 34 34 34 34 27 21 52

Average 

PD BPR BKK PD BPR 

Credit
2.1. Account (acc or person)

No Components
PT BPR

2.2. Credit Nominal (Rp million)

Human resource 

1.2. AO

 
Source: BPR financial reports 
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The old style BPRs serve a unique segment of the loan market, namely employees of 

both state and civil services and private institutions. These types of borrowers are estimated to 

be from 50% to 80% of the outstanding loan portfolio4. They focus on trader and vendor 

borrowers as well. Except for PD. BPR BKK, the old-style BPRs of the first and third 

category are known as Bank Pasar (market bank). The name implies the original focus of the 

operation was for market traders/vendors. Although the ages of these BPRs are relatively the 

same and all of the members of the board of directors are of Javanese ethnicity that have 

harmonious relationships with their clients, their performances are different. Through 

organizational learning, each BPR has learned from their experiences about the dynamics of 

life, such as through the New Order and Reformation Order regimes, and have experienced 

economic-political crises in the 1970s, 1990s, and 1997/1998. The three PT. BPRs have 

courage and persistence, which differs from one another, which resulted in the variations as 

shown by the selected indicators in Table 9-2. There is a smallest old style, PT. BPR  

Kridaharta that has less than Rp. 5 billion in outstanding loans. Although it is located in the 

capital city, PT. BPR Kridaharta has experienced several internal crises and external crisis  

that hamper its loan growth During the development of Kridaharta, there were five crises 

internally related to internal matters – ownership conflicts, fraud, and external matters, i.e. the 

1998 monetary crisis. In contrast, PD BPR BKK Bringin and Tulung have small outstanding 

loans, because they operate in a less developed area, in small district towns.    

As a complementary incentive, some BPRs offer prizes (sweepstakes) to saving 

deposit that generally offer lower interest rates than the standard ones. PT. BPR Kridaharta 

and PD. BPR Temanggung do not offer prizes, while the rest do  

PD BPR BKKs collectively organize the prize distributions by administrative region – 

the regency. PT. Gunung Kawi and PT BPR Gunadaya organize the prize distributions 

individually. PD BPR Klaten has TARA5 prized saving, a collective savings between 29 BPRs 

in Central Java and Yogyakarta province. Once, on  February 16, 2004, PD BPR BP Klaten 

was a host for the drawing with the grand prize was a minibus car.  

Therefore, the differences in the deposit interest rates (Table 9-3) are most likely 

because of the (a) local competition factors; (b) reputations of each BPR, and (c) the 

availability of the sweepstakes.  

 
                                                 
4 Estimate confirmations were received from the director of PD. BPR BKK Ungaran and PT. BPR Kridaharta 
during the third visit in March 2006. 
5 TARA stands for Tabungan Rakyat 
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Table 9-3: Interest rates for savings accounts, time deposits, and credit, and the availability of 
sweepstake - June 2003  

(% p.a.) 
PT. BPR PD BPR BKK PD BPR 

No. Entity Gunung 
Kawi 

Krida-
harta*) 

Guna 
Daya Ungaran Bringin Tulung Temang- 

gung*) Klaten 

1 Savings  8,4 10,0 4 to 8 11 13 12 10 10,92 
2 Time deposits  

1 month  11,4 14,0 11,0 14 14 14 14 12 
3-month  12,0 15,0 12,0 15 15 15 16 12 

  

6-month 2,3 16,0 14,0 16 16 16 15 13,05 
3 Credit  1,7 2,0 2,5 1,62  2,5 2,75  2 1,5-2,8 
Note: Interest rates of savings deposits and time deposits are in % per year (per annum, p.a.), while credit is in 

% per month (p.m.). Only  BPR Kridaharta and Temanggung  that do not offer prized saving. 
 

In general, savings deposit interest rates are lower than time deposit interest rates. BPR 

Kridaharta offers higher savings interest rates than Gunung Kawi and Guna Daya. This 

difference may be from the fact the last two BPRs offer prizes to savers. However, in the case 

of PD BPR BKK that collectively offer prizes to savers, the different savings interest rates are 

probably from local competition. 

 

The relationship dimensions 
 
All directors unanimously express their strategic intent of relationship marketing. They 

have strong intentions in maintaining long-term relationships with their good clients. 

However, at the operational level they act differently. They normally claim to have close 

relationships with clients; however, there is no supporting system available to monitor client 

specific data such as the duration of the relationships and the retention rate and defection rate 

in preventing clients from defecting. The computers are available mainly for accounting 

reports and deposit and loan transactions. In most cases, the BPRs provide invoices for loan 

collection repayments. The directors of Gunung Kawi and Guna Daya have an estimated 

retention rate of 75% and 90% respectively, while the director of Kridaharta does not. The 

other old style BPRs provide their own estimates of retention rates ranging from 60% (BKK 

Ungaran) to 80% (BKK Bringin and BPR Klaten). Regardless of the differences in their 

estimations, they do have similarities in believing that perception and confidence are the 

underlying reasons of client exit. They figure that client exit is because they do not need credit 

anymore and are lured by commercial banks and other BPRs. They also believe a very small 

portion may be dissatisfied with BPRs. Gunung Kawi estimated the reasons of client exit, 

among other : 25% of clients are lured by BRI units, 25% of clients are lured by other 
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commercial banks, and 15% of clients are lured by other BPRs. Their answers reflect that 

local competition is more severe than those BPRs in capital town of district. The durability of 

a relationship between BPR and its client is threatened by competing banks. Interestingly, 

BPR BKK Tulung and Bringin mentioned that around 10% to 15% of client exit is because of 

graduation – the BPRs cannot fulfill bigger loan size since it is beyond their legal lending 

liability as the percentage of paid up capital. These two BPRs are in the capital towns of 

districts. 

It can be inferred from the interviews that they are concerned with exit prevention, yet 

they do not have systematic instruments to deal with client intention to switch. Occasionally, 

clients may give a clue of their intention to switch such as – by complaining, comparing 

advantages of competing banks, trying to negotiate with loan officers, etc. As long as loan 

officers or directors consider the signals serious, they may take prevention measures through 

negotiations. However, in some cases the clients have already switched to competing MFIs. 

The directors can mention some clients’ exit to competing MFIs but they do not have 

comprehensive lists. Their actions are justified by the fact that they prefer to monitor the 

progress of the number of clients with outstanding loans on a daily or weekly basis rather than 

monitor client exit. As long as these two figures (outstanding loans and accumulated clients) 

are increasing, they feel safe regardless of the client turnover (retention and switching rate). 

They are also confident that client exit will rejoin in relationships. However, they do take 

preventive actions to prevent client exit if they know their high-grade clients want to switch, 

which will likely decrease their outstanding loans. 

As mentioned in Chapter 5, loan officers devote much of their time to delinquent 

clients during the loan monitoring stage. The monitoring consists of scrutinizing their track 

records of loan repayments and on-site visits to encourage punctual repayment. For the 

delinquent borrowers, loan officers visit them ranging from two times (BPR Klaten, BPR 

Kridharata, BKK Bringin), three times (Gunung Kawi, Guna Dyaya), and more than three 

times (BKK Ungaran and Tulung) per loan repayment cycle (weekly and monthly). For high 

quality clients, loan officers may only visit them once or even not visit them at all for each 

repayment cycle. Some of these clients repay directly to the BPR office or transfer their 

repayment through a commercial bank. Information collection is a by-product of the 

monitoring stage. During the course of a relationship, it is likely that loan officers forge close 

social and  face-to-face relationships with clients. Loan officers accumulate client information 
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in their minds on a daily basis, since they make frequent face-to-face communications with 

clients and have less time to write it down. 

Screening between creditworthy and non-creditworthy loan applicants is a crucial part 

of the credit granting (decision) process of any bank in order to minimize credit risk6. On 

average, client character (“reputation”) and repayment capacity are given almost equal weight 

by banks i.e. 31.9 % and 27.8% respectively, while the weight of the physical collateral is 

17.5%. The total weight of these three criteria is 77.2 %, and the weight of the remaining two 

criteria is 22.8%.However, there is variation between BPRs and loan types. For example, 

Kridaharata, Guna Daya, and BKK Tulung place the most emphasis (more than 40%) on 

client character. Old BPRs put the highest priority on repayment capacity to consumer loan to 

employees (“fixed income earners”) – because the treasurers (“independent channel”) will 

collect loan repayments by deducting their monthly salaries. For example, for this type of loan 

PD BPR Temanggung puts the weight repayment capacity at about 60%, while character is 

given a weight of 10%. The screening process starts with a credit investigation, in which loan 

officers collect relevant information. On average, BPRs estimate 23.8% of new clients have 

basic information for a credit evaluation, and 34% of them make overstated loan proposals – 

regardless of whether it is intentional or unintentional. Because of this asymmetric problem, 

55% of their loans are rationed. The directors actually face difficulties to estimate whether a 

loan proposal is overstated or not, because they have limited or incomplete information to 

judge the right loan size of a new client.  Information about client character is collected 

subtly, because loan officers cannot collect it directly from new clients. The loan officer may 

collect it from a reference person – such as their suppliers, business partners, neighbors, or 

village head.            

Repeat borrowers have more advantages because as a relationship progresses, loan 

officers learn about their characters and other relevant information during loan monitoring. 

For repeat borrowers, there are sources values of a relationship. All BPRs mention two 

sources of value in a relationship, i.e., (a) fast credit decisions and (b) progressive lending and 

credit availability. Only a few BPRs offer lower loan rates, longer tenor and less collateral 

Progressive lending is an implication of several preconditions, such as (a) the longer the 

duration of a relationship, the less asymmetric the information will be, the more confidence of 

BPRs in making loan decision and (b) an increase in the demand of loan size as the client’s 

business grows.   
                                                 
6 See the misclassification error in Chapter 2. 
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Relationship marketing in a bank relationship does not explain everything about BPR 

performance. The sluggish performance of BPR Kridaharta behind the other urban old-style 

BPRs has been affected by five crisis related internal matters – ownership conflicts, fraud, and 

external shocks, i.e. the 1998 monetary crisis. However, the director of BPR Kridaharta is 

very confident the close relationship with clients is part of the answer of BPR’s survival7. He 

has been serving the BPR  for about 30 years in mostly managerial positions. Service 

excellence is based on the Javanese philosophy to respect clients by adapting to the local 

traditions and language. Employees are trained to be polite, greet clients warmly, such as 

greeting Moslem clients by saying Assalamu’alaikum and using a local dialect. He also 

believes the culture of reciprocity (“balas budi”) and the reluctance to do bad things are still 

upheld in the society. Although consumptive credit is less recommended by Bank Indonesia 

than the productive ones, the director is assured that consumptive credit is to pay the cost of 

sick family members, death, or education, and may encourage productive activities and 

support people to pay debts, because they are helped in time of need (reciprocity). He also 

formulated a differentiation loan strategy and translated it into a credit policy. The credit policy is 

spelled out in a unique term MMCC: Murah, Mudah, Cepat dan Cukup – cheap, easy, fast and 

enough, while properness on KM2B: Kecil, Mungil, Mentes, dan Beruntung – small, concise 

and  lucky. This term is easy to remember by small clients and loan officers. 

The previous discussions on organizational learning (sections 5.6, 7.3, and 7.4) 
covered some basic elements of learning about BPR through both an exploratory and 
explanatory analysis. In addition to that, additional insight was gained into the relationship 
element in organizational learning during the in-depth analysis. All BPRs have meeting rooms 
to facilitate learning, such as in-house training and regular and incidental meetings to share 
information and skill development. The focus of a daily “meeting” is on repayment collection, 
credit evaluation, and credit screening. The meeting is actually more of a consultation session 
between loan officers and their superintendent or director. Normally, the meeting is held in 
the morning, but for practical reasons it can be in the afternoon. However, little has been 
found about discussion transcribing of the meeting in such a systematic way for further 
information sharing among loan officers. This may be part of the answer to the puzzle in 
Chapter 7 – in which information codification has an insignificant impact on information 
sharing. Information sharing does not have a significant impact on relationship marketing as 

                                                 
7 Only one example of Kridaharta is quoted. In fact, each of the directors has his/her own art to manage their 
respective BPR’s survival through bank-client relationships. Kridaharta is a unique BPR because it has been 
struck several times by almost unbearable internal crises and has still managed to survive.   
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well. It cannot be assumed that BPRs do not learn from the field. They do learn to adapt and 
improve their performance under some constraints. To improve learning capacity, BPRs have 
to know and be able to relax the constraints. One of the important constraints is the time 
allocation of loan officers as explained in Chapter 5. 
 
9.3 Cases: New Style of Bank Perkreditan Rakyat  
 

To minimize repetition, the four new-style conventional and sharia BPRs (Table 9-4) 
is focusing on additional new insight on the top of section 9.2. discussion.  

 
Table 9-4: Comparisons of several selected indicators for the new-style BPRs: 

conventional and sharia 
PT BPR BPR Syariah 

No. Components 
AHS BMMS S6D Iksanul 

Amal 
Asad 
Alif 

1 Human Resource           
  1.1 Directors 2 2 2 2 1
  1.2 AO         
        a. credit 9 7 5 3 2
        b. fund 1 0 7 2 2
  1.3 Front/Back Office 5 6 3 2 3
  1.4 Security, etc 4 0 1 0 1
  Total 21 15 17 11 12
  Shareholders 24 3 3 2  3 
2 Credit         
  2.1 account (acc)         
        a. Individual (person/acc) 762 500 1.15 310 267
        b. group (person/acc) 265 70 0 0 0
  Total 1.027 570 1.15 310 267
  2.2 Total credit (Rp million)     
        a. Individual 2,814 1,200 5,300 769 795
        b. group 299 300 0 0 0
  Total 3.113 1.500 5.300 769 795
3 Average          
  3.1 Borrowers/AO 136 81 230 103 133
  3.2 credit (Rp. 000)/AO 345,9 214,3 1.060,0 256.3 397,5
  3.3 credit (Rp. million)/client 3,0 2,6 4,6 2,5 3,0
4 Established  Aug-93 Jan-98 Jan-94 Sep-95 Sep-98
  Age in 2003 (years) 10 5 9 8 5

    Source: BPRs’ financial reports 

In reference to the regulations before 1999, all BPRs were only allowed to establish 
their offices in capital towns of districts and so do these five BPRs. Recently, some BPRs 
have migrated to establishing new BPRs in capital cities of regencies or provinces.8 

                                                 
8 Since mid-1999, BPR can be established in any place as long as it fulfils the minimum requirements of paid up capital, 
which is much higher than before. 
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PT. BPR Ambarawa Hartasaran (AHS) is located in the capital town of Ambarawa 

district, which is within Semarang regency. PT. BPR Sinar Enam Delanggu (S6D) is in the 

city of Delanggu, Klaten regency. Delanggu is situated close to the second largest city in 

Central Java, the cultural city of Surakarta. PT BPR Bina Masyarakat Mandiri (BMMS) is 

located in the town of Jogonalan within Klaten regency, bordering another cultural city, 

Yogyakarta. BMMS, as the youngest BPR, has the smallest number of staff and an OSC of 

Rp. 1.5 billion. Sinar Enam Delanggu is as old as AHS, with smaller human resources but the 

biggest OSC of Rp. 5.3 billion.  

By the time of the study, there were only two sharia BPRs. BPRS Iksanul Amal is 

located in Gombong district of Kebumen regency. Both BPRSs are located in the capital town 

of their districts. Since both BPRSs have been in operation for less than 10 years, they have 

not been able to extend financing for up to Rp. 1 billion. For financing, Iksanul Amal and 

Asad Alif are respectively at Rp. 769 million and Rp. 795 million. The average amount of 

outstanding loans for each bank is Rp. 2.48 million and Rp. 2.98 million per client. 

 
Table 9-5: Credit interest rate and the availability of prized saving June 2003 

PT. BPR PT. BPRS 
No.  Entity 

AHS BMMS S6D Iksanul 
Amal Asad Alif 

1 Savings 12 11 17 to 19 75/25 40/60 
2 Time deposits        

  1- month - - 16 65/35 45/55 
  3-month 14 12 17 - - 
  6-month  15 14 18 - - 

3 Credit  2.5 2.25 2.25-2.5 Mark up Mark up 
    Source : BPRs’s financial reports 
    Note : Only S6D offers prized saving. 

 
 

The AHS has higher loan interest rates than the other two BPRs (Table 9-5). On the 

other hand, BMMS is able to attract funds with the lowest interest rates. There is an 

“anomaly” with BPR S6D, which offers the highest interest rates for savings accounts but also 

offers prizes for savings account holders. Since 2001, the loan expansion of S6D has been 

increasing dramatically. Up to mid-2003, the loan expansion increased by 430% in less than 

two years. The other two BPRs have had good reputations among fund-holders, who deposit 

considerable large funds. Their good reputations are built due to their amicable relationships 

with shareholders, the board and directors, as well as fund holders. As in the composition, 

AHS and BMMS almost do not need fund AOs. One fund AO in AHS deals more with 
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administrations. Meanwhile, S6D needs seven fund AOs. It is because S6D still encounters 

relative funding problems rather than  credit demands. 
 

PT BPRS Asad Alif faces deposit constraints, which is different from the other BPRs, 

where the main problem is in the distribution of credit. The available deposits can only 

finance 55.4% of the loans, and they consist of savings deposits only. Both BPRSs do not 

offer any prizes to savers. They offer profits / revenue sharing under the sharing ratio between 

clients and BPRS. In terms of financing to clients, BPRSs tend to apply the pattern of buy-sell 

with a mark up on returns. 

In comparison with the old style BPRs, the new style BPRs have to penetrate in microfinance 

market that have been occupied for along period by their predecessors – old style BPRs, BRI 

units, etc. The following arguments will start with possibility of penetration of new style 

BPRs in order to survive in competitive microfinance market. 

 

1. As new entrants to the banking sector, new-style BPRs face the risk of granting loans to 

applicants that may have defaulted from somewhere else because of the presence of 

asymmetric information and the absence of cross information among players in the 

microfinance market.9 

2. To survive, these BPRs have to be able to develop relationships with new clients of a 

specific market niche, i.e. clients beyond those already in contractual relationships with 

existing players (including old-style BPRs, BRI Units, etc.). Old-style BPRs have been 

serving clients in surrounding offices since 30 years ago. Fortunately, the new-style BPRs 

are able to attract numerous clients within their coverage areas (see explanation in section 

9.5). The new-style BPRs also use their pre-existing social relationships (friends, 

neighbors, colleagues, etc.) to help develop their business relationships (see also section 

9.4).  

3. Sidang Iwari, the chief director10 of BMMS, has a unique point of view about the art of 

information gathering. He sees the problem of asymmetric information as being real and 

serious and should not be fully delegated to loan officers. The chief director and director 

take part in data collection of new loan applicants to monitor and determine the right 

methods of information gathering, processing, and utilization in making credit-granting 
                                                 
9 For example, a defaulter of BPR S6D’s client has been taken over by new entrant  – the DSP (Danamon 
Simpan Pinjam – Danamon savings and loan) with bigger loans, leaving the default risks to the new entrant– the 
DSP.  
10 The director is Ignatius Sumarno. Both directors have experience working in commercial banks. 
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decisions. Prospective debtors may not answer systematically when a loan officer 

interviews them. While talking about marketing, they may mention their sick child or 

make idle conversation about their neighbors. It would be impolite for the loan officer to 

cut them off right away; so the loan officer needs to ease his/her way back to the original 

purpose of the visit, e.g. by asking about the marketing or the production. The chief 

director believes that upcoming visit by repeating same questions, debtor will also learn 

how to answer the question  more systematically and consistently. Also, the loan officer 

needs to re-check information as client recall memory may not be accurate. The loan 

officer learns to correct a credit investigation or analysis by mastering the business 

processes for each industry and the data collection methods trained by the director. In such 

a way, the loan officer can overcome asymmetric information faster. This approach can be 

seen as “on-the-job” training for loan officers. 

4. Both AHS and BMMS have the biggest proportion of group lending among the BPRs in 

the case study. The explanation about group lending is presented in section 9.4.1  

5. Based on the 2000 population census11, around 95% of Indonesians are Moslem. The 

proportion is also valid for the locations of BPRS Asad Alif and Iksanul Amal. The 

problem is that do these BPRSs can widen their relationship not only through calculative 

(“business oriented”) relationships but also affective relationships from the predominantly 

Moslem community. According to the BPRS directors, it is difficult to expand their 

business through the affective relationship approach. Their clients are simple people who 

prefer simple calculations; for example, they only want to know how much money they 

will receive for a loan and what kind of a payment plan they have to abide by. It means 

that, implicitly, they use a benchmark of competing MFIs in the service area that mostly 

use a conventional mode of operation. The directors are also aware that they face a bigger 

risk of moral hazard when they use profit sharing for financing. This condition may lead 

to them setting up a mark-up type pricing for financing, while they offer profit sharing on 

deposits. They make careful moves in using the affective relationship approach on clients 

to avoid conflicting events that risk the reputation of BPRS. Yet, these BPRs do not 

receive a linkage program from a sharia commercial bank, the Bank Muamalat, although 

they may expect that. The director of Asad Alif is dismayed because the affective 

relationship is not working well for his business. In contrast, both of directors believe that 

most clients, regardless of their religion, prefer a calculative relationship where their 
                                                 
11 Central bureau statistics 2004 
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decisions are based on business considerations: risk and return or financial costs and 

benefits. 

 
Summing-up this section, the relationship development processes between BPR and its 

clients disclose some complex dimensions. BPRs tend to maintain close relationships with 

clients in their market niche. So far, there is little evidence that BPRs optimally use an 

idealized bank relationship, relationship marketing, and organizational learning. Probably, by 

nature BPR has different characteristics with commercial banks, in which these three concepts 

are being developed. This may also be the answer to why organizational learning has an 

insignificant impact on relationship marketing, and relationship marketing has an insignificant 

impact on BPR performance. However, the directors do admit that these concepts contribute 

to their businesses, but the ways in which the concepts are implemented in daily operations 

differ from one BPR to another.  

Within the dual banking system, conventional and sharia BPRs compete in the same 

marketplace. Most conventional BPRs face more loan demands than deposit constraints, while 

sharia BPRs likely face both constraints. Ideally, in a predominantly Moslem population, they 

can enlarge their market through both calculative and affective relationships. Yet, they seem 

to be unable to covert their affective relationships into business relationships to expand their 

businesses. 

 
9.4 Account Officers and Client Relationships 
 
9.4.1 Group lending 

 
Bank Indonesia and GTZ promoted group lending through PHBK (Proyek Hubungan 

Bank dengan Kelompok Swadaya Masyarakat-Project Linking Banks and Self-Help Groups). 

De Wolff had introduced the notion of group lending to MFIs in Indonesia in the early 1900s. 

The joint liability of credit was adapted from Javanese culture “tanggung renteng stelsel ”,  

that the term “tanggung renteng ” is the Javanese language,  which simply means joint 

liability (see Steinwad, 2001). The striking question is why doesn’t this loan product, group 

lending, attract more BPRs to develop it. Some BPRs in the case study have deleted or are 

phasing out the group lending sponsored by Bank Indonesia (e.g. PD. BPR BKK Ungaran, 

PT. BPD Gunung Kawi) for practical reasons – the group leader embezzled funds or it is not 

profitable. 7 out of 13 BPRs in the case study have group lending. The proportion of 

outstanding loans of group lending to the total loan portfolio of the seven BPRs is: (1) private 
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owned BPRs - BMMS (20%), AHS (9.6%, Guna Daya 7.9% Gunung Kawi (3.7%), and (2) 

local government-owned BPRs i.e., BKK Tulung (1.4%), BKK Bringin (0.23%), and PD 

Klaten (0.16%). 

In this subsection, group lending from two BPRs, BMMS and AHS, will be covered 

for two reasons: (a) they have big proportions of group lending outstanding loans and (b) both 

directors have been involved in short field visits and training for group lending in Bangladesh, 

sponsored by PT. UKABIMA. However, the NPL of group lending in AHS is more than 10%, 

while in BMMS it is almost zero. The point of view of the discussion is within the framework 

of relationship development (process) between BPR and other members of a value chain of an 

individual and network relationship. 

 
PT. BPR Ambarawa Hartasarana 

 
Boyolali is the capital city of Boyolali regency, which is 50 km from Ambarawa town. 

There is an NGO, LBKUB (Lembaga Bakti Kemanusiaan Umat Beragama, Boyolali), which 

involves itself in rural community development projects in Boyolali regency. LBKUB 

accommodates people’s suggestions about fund provision for productive activities in farming 

and trading. It does not provide credit. Actually, there are many banks and microfinance 

institutions in Boyolali, like BKK, BKD, KSP, BPR, and commercial banks. The people even 

know BRI units. The people probably expect soft loans from the NGO, instead of commercial 

credit from banks or cooperatives. The leader of LBKUB is well acquainted with  the former 

chief commissioner of PT. BPR Ambarawa Hartasarana, Jacob Sardi Karjorejo. They first met 

during an SME research project conducted in Boyolali by Jacob Sardi K., a lecturer in the 

Economics Faculty of Satya Wacana Christian University in Salatiga. The NGO then tried to 

work with PT. BPR Ambarawa Hartasarana in 2000 first by discussing the memorandum of 

understanding, which was then followed up by Tony, the head of the credit unit and Cucuk, a 

loan officer. When Cucuk resigned, he was replaced by Dany. Groups have been formed with 

mostly female members. They have routine meetings every on the 7th day of every month. At 

the beginning of the cooperation in 2000, each member received credit of Rp. 500,000. Today, 

each member receives between Rp. 1 million and Rp. 2.5 million. 

The leader and members of the group sign a credit agreement on the last page. The 

required documents are identity cards, family member household card, and an official letter 

stating the husband’s approval. The funds will first be delivered to one individual’s house in 

the village as a central point and then directly distributed to each member. The next month 
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after the first distribution of credit, a loan officer and the head of the credit unit will start to 

visit the village for repayment collection. In August 2004, the chief commissioner12 

accompanied to visit the location. It was the fist time in the ± 5 year duration of the 

relationship between BPR and the group lending coordinator that the loan officer visited with 

his/her superior. BPR’s director has not visited the area so far. 
 

 
Figure 9-1:  One relationship pattern between PT. BPR AHS and group lending 

 
 

Dany, a loan officer, was in charge of taking care of customers’ needs in the area in 

2000. Initially, the NGO dealt with the social aspects, while PT. BPR Ambarawa Hartasarana 

handled the economic aspects. However, the NGO felt its programs were neglected by PT. 

BPR Ambarawa Hartasarana, so they ended the cooperation. PT. BPR Ambarawa Hartasarana 

then worked alone in business.  

                                                 
12 Although loan officers knew me as the chief of commissioner – with formal role as supervisor and advisor, but  
my real role during the visit was as a researcher. The loan officer introduced me to the coordinator as a new loan 
officer. 
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In 2001, Dany the loan officer was rotated to Ambarawa, while Boyolali was handled 

by Wisnu, and sometimes accompanied by the head of the credit unit, Tony. Routine visits to 

Boyolali are done on the 15th of every month for the purpose (a) credit disbursement and (b) 

collection of loan repayments. It takes 1.5 hours from Ambarawa to the farthest location when 

it is not raining. The meeting point is the house of the coordinator or sometimes at the house 

of an informal leader, Mr. Darno (72), the leader of a farming group. The meetings are rarely 

held at the group leader’s house. 

Per August 2004, there were 28 groups with 165 members between them, or there was 

an average of 6 persons/group. The total outstanding loan was Rp. 281.450.000 – as described 

below:  
 

No. Coordinator Location Groups Members Loan (Rp. 000) 
1 Sumastopo Dlingo village, Mojosongo district 9 65 111.900-
2 Sumadi Krasak village, Teras district 12 54 82.900-
 Sub-total 22 119 194.800-

3 Widodo Boyolali city 4 31     51.150-
4 Ny. Mulyadi Boyolali city 2 15     35.500-
 Sub-total 6 46   86.650-
 Total 28 165 281.450- 

 Source: Loan officers of AHS 

 

Credit without physical collateral is for micro borrowers, i.e. Rp. 2 million. The exact 

number for 165 borrowers was an average of Rp. 1.905.000 - (€ 165) per debtor. The loan was 

for 1 year, with a flat interest rate of 2% per month. For those borrowing more than the group 

lending limit, it is treated as individual credit with an interest rate of 2.25% per month and a 

duration of 1-2 years. In visits, Tony started the conversation by talking about their families. 

Sumastopo was the coordinator and one of the individual borrowers. He talked about how he 

bought a gamelan13 with the credit he received. His father-in-law, a junior high teacher and 

expert in playing gamelan, became a gamelan tutor for the village, which made his house 

noisy every evening. He has a big house on a wide yard, which is located on a main village 

street. Sumastopo plays a role in the collection of loan repayments. In other words, he is an 

“extended account officer” or “independent channel” and receives a monthly fee (0.25% of 

the principal). There was no written agreement, only a gentleman’s agreement. He said 

whenever a member has not paid, the payment was taken from the fee. Members were seldom 

                                                 
13 It is a Javanese traditional musical instrument. 
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late, the leader was late instead. In the 4-year duration of the relationship, there were no 

delays in payment.  

The coordinator knew the members of the group, their families, and activities, since he 

was the field coordinator. The visits were informal with jokes, and his wife provided the 

snacks. About 15 minutes before saying good-bye, Wisnu and Tony counted the money and 

made simple bookkeeping notes. While talking, the loan officers did not take notes about their 

clients’ progress, but they could remember the points of the conversation. Then, they moved 

to Krasak. 

On the way to Krasak, both staff members visited three individual clients at their 

business sites in a newly built market (less than 2 years old), which was occupied by 20 

vendors. By 12:00 PM, there were no buyers but the kiosks were still open. The next meeting 

point of  another group lending was in the house of Mr. Darno (72), Krasak village. The 

leader of the group, Sumadi, could not pay at the time in Krasak, so he gave the money to the 

account officer at a meeting point in Boyolali town. Meanwhile, Sumadi was applying for 

individual credit. A problem arose when the land certificate was not in his name. It was a long 

negotiation. Loan officers know that Sumadi had had a shady past, but after coming clean, he 

proved to be a trustworthy person through his ± 4-year relationship with BPR. After he 

finished, the loan officer went to Boyolali. 

In Boyolali, the loan officer collected loan repayments from borrower whose business 

is a cattle trader and glass products, aquarium, for display fish. His son-in-law wanted to 

apply for new credit. Wisnu, as the loan officer, visited the prospective debtor and did credit 

evaluations for about 45 minutes. The loan applicant managed a Playstation game rental 

business and his wife had a small restaurant. The loan officer asked the potential client what 

he wanted to use the loan for, his main source of income, collateral, and other relevant 

information. By the end of the interview, the loan applicant asked to have an interest rate 

similar to that of a BRI Unit. He knew that a BRI unit gives interest rate discounts when there 

is no delay in payment during the duration of the loan. Since the Rp. 25 million proposal was 

considered beyond his ability to pay, BPR did not approve the credit. Actually, there was 

another source of income, which the loan officer did not ask about, i.e. a boarding house, 

where the tenants pay at the beginning of each month. Unfortunately, the prospective client 

did not mention it and the loan officer did not ask about it. 

In Boyolali, loan officers visited two other credit coordinators, who were organizing 

the money while they were waiting. In that house, they talked about politics and the direct 
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presidential election. They spent time talking from 9 AM until 6 PM. Luckily, Mr. Darno had 

asked them to have lunch. Even at 3 PM they were asked to have another meal in the house of 

the prospective clients, although it was not time for dinner.  

AHS has 59 groups, most of which are in Boyolali. At the start of group lending, AHS 

did not demand physical collateral. Later, when the number of groups increases, the default 

rate starts to emerge and the director imposes additional collateral to protect possible default 

risks in the future. The collateralized loans accounted for 69% of the total outstanding group 

loan.  

  

PT. BPR Bina Masyarakat Mandiri Sejahtera (BMMS) 
 
 PT UKABIMA (hereafter, UKABIMA) declares that  Kusuma loan was initially 

launched in BMMS  Klaten, Central Java. The product was highly successful and reached the 

break-even point in 15 months14.  KUSUMA – Kredit Khusus Masyarakat (Perempuan) Tanpa 

Agunan – is a financial and developmental service designed for low-income economically 

active women with a vision to improve the quality of life for herself, her family, and her 

community. UKABIMA is the majority shareholder of BMMS. The development of profitable 

(non-subsidized) group lending may be a trademark of UKBIMA group lending. Recently, 

UKABIMA replicated the group lending to five BPRs, and 65% of the group belongs to 

BMMS. Sindang Iwari15, the Director of BMMS, worked in a commercial bank but then 

joined BMMS in May 1999 to develop group lending. According to him, the development of 

profitable group lending is an art of management in terms of: (a) blending social relationships 

and business relationships among members of a group, (b) being between a group and a loan 

officer, and (c) being between a loan officer and the director of BPR. The most difficult task 

of BPR is to find out a loan officer characterized as having a social and business spirit. Five 

loan officers manage 200 groups, which are above the minimum requirements to achieve a 

break-even point of 150 groups. It means about 60% of loan officers are devoted to managing 

around 20% of outstanding loans. The formation of group lending is costly to both parties – 

BPR and clients, but BMMS has proven that during 18 months the group lending reach to 

BEP. In other words, the group lending that has been in operation for more than 5 years is far 

beyond the BEP. 

                                                 
14 http://www.ukabima.com/en/kusuma.php  
15 Since May 2006, he has been appointed to develop group lending in Aceh province. 
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 During the development of group lending, there are three relationship elements 

involved; i.e. (a) geographical proximity that facilitates low transaction costs of face-to-face 

communication through regular meetings. Communication is an important dimension to 

enhance close relationships and in turn reduce asymmetric information problems. In this case, 

the distance among group members is about 5 to 10 minutes traveling distance by foot or 

bicycle, (b) they have a pre-existing relationship (friend, neighbor, colleague), so they are 

acquainted with each other, and (c) they have a good lateral relationship with others. 

Therefore, there is a balance of power, so that no one party dominates to avoid coercive 

decisions and facilitate transparency.   

As a laboratory of group lending for about 6 years, BMMS is confident about their 

future. The director sees group lending to be promising. Two types of group lending are 

available in BMMS. The first type is Kesuma I, which has 11-20 members with Rp. 300,000 

to Rp. 500,000 loan disbursements per member in the first round. The second type is Kesuma 

II, which has 5 to 10 women with Rp. 500,000 and over in loan disbursements per person in 

the first round. The basic policy of group lending of UKBIMA says the average initial loan 

principal is US $35. 

 The value of a bank relationship in terms of progressive lending in BMMS works as 

follows. As mentioned above, in the first round each group member receives the loan 

principal in even disbursements. As the relationship progresses, each member receives 

different loan sizes. Succeeding loan amounts increase based on need, savings, repayment 

history, and business performance of that member that make sure that member has the 

capacity to repay. The last publicly available data (2005) from UKABIMA shows the average 

loan per member is US $173.40. Assuming the average duration of the relationship is five 

years, then the average loan per member increases from US $35 to US $173.4 or 4.9 times 

over five years. According to the director, some of the BMMS group-lending members have 

received between Rp. 2 and Rp. 3 million (around US $325). However, none of them switched 

to individual lending until recently. 

From these two cases of BPRs in managing group lending, some insights can be 

disclosed:  

(1) BPR AHS uses an independent channel and group lending coordinator within the value 

chain of relationship with clients. However, BMMS uses a direct channel to a client of the 

group. 
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(2)  Joint liability loan contracts as part of the screening mechanism are implemented more 

consistently in BMMS, while they are not fully implemented in AHS in terms of 

formation process, monitoring, and regular meetings directly with group members. 

(3) The default rate is much higher in AHS than in BMMS. AHS imposes additional physical 

collateral to members of group lending to protect credit risk, while BMMS does not 

require any additional physical collateral.  

(4) BBMS has a better chance to reduce asymmetric information problems than AHS because 

BMMS has a relationship pattern that facilitates a timely and higher quality of information 

flow from the client to loan officer or directors. 

 
9.4.2 Individual16 lending and deposit clients 
 
Souvenir shop  
 

An old borrower of BPR Ambarawa Hartasarana has a family souvenir shop business. 

First, the shop got credit in Feb 2001 for Rp. 1 million with a 1982 Honda Supercup 

motorcycle as collateral, which was valued at only 80% of the credit. Based on the objective 

criteria, the applicant should have been rejected, because the collateral was only valued at 

80% of the desired principal credit. However, Jumery, the loan officer, was convinced that the 

debtor would pay, based on his knowledge on debtors’ traits. The loan officer has known them 

for a long time. They sold gasoline when they applied for the first credit. Before 2001, 

debtor’s transportation and wood business had just gone bankrupt, cheated by their business 

partners and employees.  

Before working for BPR Ambarawa Hartasarana, Jumery was an assistant to a shop 

owner, Suratman, in an old business-minibus transportation. Jumery resigned in 1995 because 

he wanted to get a bigger salary and did not want to be tempted to cheat as he often saw in 

that transportation business. Accidentally, Jumery met Suratman in Feb 2001. Knowing that 

Suratman went bankrupt, Jumery told him to try to apply for credit for his small gasoline retail 

business. 

Three years later, Suratman has his business back. With his wife, he has a souvenir 

shop in Banyu Urip, which is near the waterpower electricity generator in Jelog, and it is a 

spiritual site where the water is believed to cure many diseases. The name Banyu Urip itself 

                                                 
16 For the client’s privacy, the real name of the client is concealed.   
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means living water. Every weekend, many tourists visit the place, and he provides small 

plastic water containers17, a public toilet, and a parking lot, which is his main income.  

Every year, the family borrows credit from BPR Ambarawa Hartasarana. The last 

amount of credit was for Rp. 7 million and was used to widen his shop, and some was lent to 

his friends who needed a shot-term loan.  

The distance between the BPR office and Suratman’s shop is 15 km. Jumery does not 

have a routine schedule to visit Suratman since the visits are always casual. When visiting, 

they have snacks and chat about politics, not always business.  

Jumery does not have to ask for payment from the shop, since the wife will go to the 

BPR on her way to work as a kindergarten teacher in Delik. She was taught by BPR to be 

disciplined in managing the credit funds and to carefully calculate how she allocates the 

money. Suratman wants to apply for another loan to build rooms for Banyu Urip’s visitors, 

after repaying his current loan. This is an example of a pre-existing relationship that makes 

the bank-client relationship easier. 

 
Farming Shop  

 
Siti and Aman are a couple who have been credit clients since 1997. They knew BPR 

since their shop is in front of BPR’s old office. The first credit was used as capital in 

establishing the shop. Previously, they rented the place, but they own it now. It is located on 

Jendral Sudirman St. in Ambarawa. Their house is in Demakan Banyubiru village, about 4 km 

from the shop. They sell fertilizers, insecticides, seeds, plastic, and other farming equipment. 

Up to 2004 they received progressive lending six times, i.e. (1) Rp. 5 million, (2) Rp. 10 

million, (3) Rp. 15 million, (4) 15 million, (5) 25 million, and (6) 30 million. There were 

initially only 3 similar shops, but now there are many (15) competitor shops. Now they have 2 

employees, in addition to family members who work there. 

Since it is close to BPR’s office, only 500 m, they put savings in it every day, and by 

the due date the bank will do an auto debit. Daily savings is taken by the loan officer in their 

shop. Although the last interest rate is 30%, they can afford it. Besides using the funds for 

working capital, they also use them to invest in buying another shop and rent a warehouse. 

They have a close relationship with Dany, the loan officer 

 
 
                                                 
17 to fill up with water to cure diseases 
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Used-motorcycle trader  

 
Sudarman is an active government employee having a side business of used-motorcycle 

trading. In 1991, he started by selling 3 motorcycles. In 1995, in one month, he could sell an 

average of 10 units with the assistance of two employees. Now, he has 2 houses, 1 land 

property, 3 cars, 2 motorcycles, and 5 employees. 

Aware of the good prospect of second hand motor bike, in 1998 he applied for credit 

from BPR Ambarawa Hartasarana. From time to time, his credit increased. As of 2004, he 

manages two shops in a strategic location near a railway museum, a bus station, and a market 

in Ambarawa. The shops are about 1.5 km from BPR Ambarawa Hartasarana. He received 

progressive lending from 1998 to 2004 in the amounts of (1) Rp. 5 million, (2) Rp. 25 million, 

(3) Rp. 30 million, (4) Rp. 25 million, (5) Rp. 30 million, (6) Rp. 30 million, and eventually 

(7) Rp. 60 million. He pays directly to BPR. Although the loan officer seldom visits him 

formally, communication runs well. 

He is aware of the increasing number of competitors in Ambarawa, including the 

presence of new motorcycle dealers with simple and fast credit financing, as well as 

individual sellers. 

The competitive elements he utilizes include warrantees for the motorcycles, original 

documents, and a repair workshop to improve motor quality assurance. He also helps 

mutations of vehicles or extending police number of the vehicle as well as paying vehicle tax. 

Danny, as the loan officer, relates well with his debtors and employees. Visits are done 

casually and unscheduled. 

 
9.4.3 A look at PT BPR Phidectama Abepura clients and PT BPR Phidectama Biak 

clients 
 

Papua is an eastern Indonesian island as big as Japan. It takes six hours of flying time 

or eight hours of traveling time including a stopover from Jayapura, the capital city of West 

Papua province to Jakarta, the capital city of Indonesia. As per 2003, there were only six 

BPRs in Papua, three of which belonged to Phidectama Group. However, in terms of market 

share, the total assets of the three BPRs of the Phidectama group was 8.8% (± Rp. 4.5 billion), 

outstanding loans or credit (OSC) of 7.4% (± Rp. 3.1 billion) and deposits of 6.5% (± Rp. 2.7 

billion).  

Two of the BPRs are PT BPR Phidectama Abepura, established in 1994 and PT BPR 

Phidectama Biak, established in 1996. The number of loan officers is relatively fewer than the 
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number of fund loan officers with a ratio of 2:3. At BPR Abepura, on average women have 

more savings than men, i.e. Rp. 129,000 and Rp. 116,000. While in Biak, on average men 

have a savings of Rp. 235,000 higher than women at Rp. 205,000. 

The OSC for men in Abepura was Rp. 1.825,50 million and for women it was Rp. 

733.3 million. Meanwhile, in Biak, the OSC for men was Rp. 427.70 million and women Rp. 

320.6 million. The average credit in Abepura for men was Rp. 5.65 million/debtor and women 

Rp. 3.51 million/debtor. In Biak, the average credit for men was Rp. 2.13 million/client and 

women Rp. 1.9 million. 

Observations and interviews of directors, loan officers, funding officers, and some 

clients of these two BPRs18  were conducted twice in 2004 and 2005. Information regarding 

client-loan officer relationships of both BPRs is covered below.  

 
Clients19 at Paldam Morning Market, Jayapura 
 

Paldam traditional morning market in Jayapura is about 20 km from PT. BPR 

Phidectama Abepura. Anni Soro, a fund AO is in charge of 20 clients in Paldam market, two 

of whom are debtors, while the other 18 are savers. Clients may deposit or withdraw their 

money in their business location.  

 

  
A client withdrawing her money from a fund AO Annie, the fund AO, is  counting money of client’s 

deposit  
She walks around the market taking money from and giving money to clients. For 

savers, liquidity and security of the money is important. Anni can finish in 30-60 minutes for 

savings and credit collection and disburse savings withdrawals. Although she has no official 

                                                 
18 Appreciation is given to Mr. Agus Rumansara, Mr. Stephen Kakisina (deceased), and YPPWP, which assigned 
me to be a team member to conduct the monitoring and evaluation of the three Phidectama group BPRs. They 
gave me an opportunity to visit their clients as well.  
19  The real names of the clients are concealed for their privacy. 
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ID card, clients believe her. While she is with a client, the client will serve the customers first. 

The market is an emergency market where vendors use the pedestrian area to sell, and the 

traders hope the government does not close it down. 

Mrs. Elisabeth Sonia and her neighbour trader state that they deposit most of their 

money, about Rp. 10,000 to Rp. 20,000 per day, depending on their income. Only when 

school is about to begin they withdraw her saving or borrow money from PT. BPR 

Phidectama Abepura when saving is not enough. The clients sell vegetables on a mat that is 1 

m2 from 6 AM to 9:30 AM. She is a loyal old client and the AO keeps in contact with her 

often, as they have become like family. 

 

 
 Mr. Kadir uses the credit for a coconut milk extractor 

machine.  
 
 

Near her, Mr. Kadir, a migrant from Buton, prefers credit (investments and working 

capital) to expand his business. He once received Rp. 2 million in credit and then another Rp. 

3 million for a coconut milk extractor machine and one motorcycle for rental business. He is 

also a night security officer in a government office, and each morning with his wife, they 

manage the business in the market. 

 
Clients at Abepura Market 
 

Mr. Bernadus, a Flores migrant, with his wife sell their goods in a kiosk strategically 

located at the entrance of Abepura market. The credit received from BPR Phidectama 

Abepura is used as working capital to sell vegetables, spices, and fruits. Communication with 

the credit AO and funding AO from PT. BPR Phidectama Abepura with the clients looked 

friendly, in Indonesian language with an eastern accent. The next visit was to Mrs. Susy Yeni 

with Waropen women, who sell vegetables. As her house is near the location where she sells, 
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she is attentive in waiting for customers. Despite being 60, she can deposit up to Rp. 

30,000/day. From her savings, she can send as much as Rp. 500,000/month to her children, 

who are university students. Once she protested to the AO of PT. BPR Phidectama Abepura, 

because they rejected her credit application of Rp. 5 million, in spite of her assurance in her 

ability to pay. Eventually she received a loan from a savings-loan cooperative that had higher 

interest than PT. BPR Phidectama Abepura, and she was able to completely repay the credit. 

Therefore, PT. BPR Phidectama Abepura lost a business opportunity since their credit AO 

was not recognize  to the customer’s needs. Serving small vendors is indeed the mission of 

BPR and YPPWP: “serving more female clients”. Or, at the time of evaluation, the 

prospective debtor was judged not feasible. Whatever the answer, customers are valuable 

sources of income. Their complaints are valuable inputs. Thus, lessons must be learned and 

complaints should be followed up. 

Mrs. Eliana and Mrs. Reny are jackfruit and young bamboo market sellers. Mrs. Eliana 

received Rp. 10 million in credit from PT. BPR Phidectama Abepura and used it to invest in a  

Chain Saw which is rented it to someone else. The income was then used to pay the credit and 

for disposable income. Besides that, she also has pig farm. Both women are from Papua, 

whose struggle for their survival in business reflect their need for achievement. They are seeds 

of entrepreneurs who believe in the business principle of diversification. The AOs of PT. BPR 

Phidectama Abepura maintain their business relationships, so that if a client’s business 

expands, the client will still be a client of PT. BPR Phidectama Abepura.  

 
PT BPR Phidectama Biak 
 
Chili Pepper Farmers 
 

Mr. Mathius, a farmer in Sundey – is an old client of PT. BPR Phidectama Biak. 

Although he cannot recall when he became a client for the first time, he remembered 

approaching the BPR by the time of its establishment. Sundey village is about two km from 

BPR. His field is 1.5 km from his house, and he goes to his field on foot and works from 6 

AM to 5 PM. He employs a 55-year-old Buton migrant man. He plants chili peppers on his 

1.5 ha of land for his rain fed crop. Unfortunately, at that moment, March 2004, most or 2/3 of 

his crop got diseased. The chili peppers are sold in a market in Biak city – one-hour traveling 

distance by public transportation. He has received capital credit several times for his business 

from PT. BPR Phidectama Biak, increasing from time to time. However, he deposits his 

income in BRI-UD in Biak, since it is close to his kiosk and he trusts the BRI-Unit. 
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Considering his track record of loan repayments, BPR Phidectama Biak clasifies him as a 

good client. Basically, he needs a capital loan for his business when his savings are depleted 

up to a level of what he considers as a minimum amount to support his family’s basic needs – 

especially food. According to local standards, he is a bright farmer who acts as a farmer 

entrepreneur having a business frame of thinking. It is rare to find a person like him in west 

Papua. 

 
Fisherman  
 

Ismael Rocky is a fisherman from Pai village in Paedaedo island, which can be seen 

from the front of PT. BPR Phidectama Biak. He arrives in local fish market from sea at 9 AM 

with some fish in his motor boat ready to sell in the local fish market, which is only an open 

area where fishermen and fish traders meet. The location is nearly 0,5 km from PT. BPR 

Phidectama Biak. Once he received credit of Rp. 1.5 million and then Rp. 2 million. However, 

when he gets many fish, he can deposit more than required for loan installments. In other 

words, he has a big potential to save. Once, he had Rp. 5 million in his saving for a couple of 

months ago (early of 2004). 

 
9.5 Geographic and Social Relationships 
 

This section is an elaboration of section 5.2 about the social and location-dependent 

relationship between BPR and its clients.  

In section 3.1, it also discusses general aspects of location because location choice is a 

strategic element for a financial business. In addition to these, the location also plays a role in 

naming a BPR, whenever the owner has difficulties to select a unique name. The Department 

of Justice decides a unique name for a BPR or other businesses name as long as it is under 

limited liability entities while approving a corporate charter, and it will provide a guarantee 

that no one else can use the name later. A name with only a single word is likely to overlap 

with an existing name. By adding the location of the city name, the overlapping risk is 

lessened and the Department of Justice is likely to approve. Rejection of the name results in 

additional costs to BPRs in term of out-of-pocket costs and opportunity loss – since the 

owners have to apply for the next chances. Table 9-6 shows that 9 out of 15 BPRs have 

location embedded names. 

 

 



249                                               Chapter 9 

 

Table 9-6: Location embedded names of BPR as a reflection of the locality characteristic of 
the micro bank  

No Name 
Location 

embedded 
name 

Regency/Municipal 
city 

City of BPR 
location Urban 

1 PT. BPR Gunung Kawi - Semarang, City Semarang 1
2 PD BPR BKK Ungaran L Semarang, Regency Ungaran 1

3 
PT. BPR Ambarawa 
Hartasarana L Semarang, Regency Ambarawa 2

4 PD BPR BKK Bringin L Semarang, Regency Bringin 2
5 PT. BPR Kridaharta - Salatigya, City Salatiga 1
6 PT. BPR Guna Daya - Boyolaly, Regency Boyolali 1
7 PT. BPR Sinar Enam Delanggu L Klaten, Regency Delangu 2
8 PD. BPR BKK Tulung L Klaten, Regency Tulung 2
9 PD BPR Klaten L Klaten, Regency Klaten 1

10 PT. BPR BMMS - Klaten, Regency Jogonalan 2
11 PD BPR Temanggung L Temanggung, Regency Temanggung 1
12 PT. BPR Asad Alif - Kendal, Regency Sukorejo 2
13 PT. BPR Iksanul Amal - Kebumen, Regency Gombong 2
14 PT. BPR Phidectama Abepura L Abepura, City Abepura 1
15 PT. BPR Phidectama Biak L Biak, Regency East Biak 2

Note: urban 1: capital city of province/regency; urban 2: capital city of district 
 

Some BPR’s names are not using location names like some old BPRs: Gunung Kawi, 

Kridaharta, Guna Daya or sharia BPRs with Arabic names such as Asad Alif and Iksanul 

Amal. Shareholders and directors of BPRs with location embedded names feel happy since 

they are aware that their BPRs are local in nature and the selected names become brand names 

of the business. 

 
9.5.1 Geographic coverage, proximity, and pre-existing relationships 
 

In section 5.2, a hypothesized spider web of geographic coverage of one BPR was 

detailed. Figure 9-2 shows an empirical pattern of a location-dependent relationship that 

discloses some points: (a) the limits of geographical coverage, (b) the cluster of clients, and 

(c) the clues of pre-existing relationships. Data was collected of the estimated physical 

distance between the client site and BPR site from nine loan officers20 out of 1,142 borrowers. 

The estimated distance of an individual client is a point estimate of a distance. Geographical 

latitude or a coordinate position of a client cannot be determined to mimic the hypothesized 

spider web (section 5.2). The available data can be used to estimate the longest distance as a 

proxy for radius. Assuming the longest distance is the proxy of the radius, the empirical 
                                                 
20 Given a list of names of a loan data file from BPR AHS (as per 31 December 2005),  each loan officer 
estimates the distance from a borrower’s home to the BPR office, In the loan file, one lending group is treated as 
one borrower client. 
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distance (Figure 9-2) is divided into two parts, resulting in region A (“big web”) and region B 

(“small web”). Every web has its own center i.e., (a) the big web has a real center – the BPR 

office, and (b) the small web has an imaginary center. 

 
Figure 9-2:  Distribution of clients and client-loan size by distance (km) as provided 

by PT. BPR Ambarawa Hartasarana 
 
 

 
a. number of clients and distance b. client-loan size  and distance 
 

 
The imaginary center is important to mention because it may be an embryonic of 

potential cash post or a new potential branch office. In this case, the imaginary center is the 

home of the loan officer, Hernowo, that is by coincidence far away from the BPR office in 

Temanggung town. He has loan clients around his home. In fact, there are some BPRs nearby, 

but Hernowo has better knowledge of some clients from pre-existing loan relationships. The 

pre-existing relationships with his clients are in the form of social relationships as his 

neighbors and friends. 

The big web shows a geographic coverage region with a radius of roughly 50 to 60 

km, and the small web has an estimated radius of 20 km. The big web also discloses a cluster 

covering more than 90% of the clients, that is, 1,108 clients (Figure 9-2). This cluster consists 

of 932 clients within a 0 to 20 km distance, 143 clients within a 20 to 40 km distance, and 33 

clients within a 40 to 60 km distance. The rest of the clients are in the small web.   

This empirical evidence provides an addition insight into the relationship complexity 

between BPR and its clients. Geographic proximity facilitate frequent face-to-face 

communication and the development of strong relationship ties (Ganesan et al., 2005). 

Existing studies of distance are concerned with commercial banks where clients visit the bank 
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e.g., (Berger and DeYoung, 2002; Degryse and Ongena, 2005; Petersen and Rajan, 2002), 

while in this study the loan officers mostly visit distant clients that make microfinance 

difference for commercial banks, in terms of transaction cost implications and the relationship 

pattern.  

9.5.2 Geographic distance and competition arena 

 
It is inevitable that overlapping geographic coverage areas among BPRs create new 

competition arenas among them.  

 
Figure 9-3:   The estimated distance and travel time among 13 BPRs in the case study 
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(28')
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(29')
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(15')

 
Note: The estimated distance may be more accurate than the estimated traveling time. Based on experiences 

about real traveling time, it takes approximately two times longer than the estimated figure. For example, 
the estimated traveling time from Ambarawa town to Temanggung town is 29 minutes; in fact, though the 
real time on the same road takes around 45 minutes to 60 minutes. Traffic congestion contributes to the 
longer traveling time. 

 
More importantly, the geographical arena of competition is not limited to BPRs but all 

of the players in a certain region, including all types of MFIs and commercial banks that have 
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recently penetrated this MFI segment. Given that each BPR has its own geographical 

coverage area and an empirical proxy radius of one BPR, Figure 9-3 gives extra insight into 

the distance among BPRs that can show imaginary overlapping regions among them. Take, 

for example, PT. BPR Kirdaharta, PT. BPR Ambarawa Hartasarana, and PT. BPR Guna 

Daya. They have overlapping geographic areas that can potentially create spatial competition 

regardless if a real line cannot be drawn over an overlapping region. 

  

Table 9-7: Some selected BPRs in Semarang and Klaten Regencies, their outstanding credit/loans 
(OSC), perceived competition with commercial banks and subsidized loans and their 
reactions, and the number of MFIs in their working region  

No. Name 
OSC  
Rp. 

million 

Competition from commercial 
banks and subsidized loans 

Competing 
MFIs (units) 

A Semarang Regency    
1 PD BPR BKK Ungaran 14.62 Obvious, not bothersome 18 
2 PT. BPR Ambarawa Hartasarana 3.11 Obvious, bothersome 15 
3 PD BPR BKK Bringin 1.29 Not obvious, not bothersome 5

     
B. Klaten Regency    

1 PT. BPR Sinar Enam Delanggu 5.34 Not obvious, not bothersome 13 
2 PD. BPR BKK Tulung 3.63 Not obvious, not bothersome 15 
3 PD BPR Klaten 30.52 Obvious, bothersome 76 
4 PT. BPR BMMS 1.42 Obvious, bothersome 5

Note: The rest of the BPRs in the case study operate independently in separate regencies.   
 

An examination will be made into how the selected BPRs in the case study define their 

competitors in their geographic coverage region. The BPRs are situated in two administrative 

regions – Semarang and Klaten (Table 9-7). Two phenomena can be seen from the table: (a) 

their operating coverage areas go beyond their administrative regions, and (b) their geographic 

coverage areas likely overlap with each other when they operate in close proximity. 

 

The Case of Three BPRs in Semarang Regency 

 
Semarang regency has a 946.9 km2 area or 17.9 x Salatiga area. The population per 

2003 came to 879,800 people in 17 districts or the density reached 929 people/km2.  

Semarang regency is home to 35 micro banking institutions in the regency, 13 BRI units, and 

the rest are BPRs.  

As seen in Table 9-7, BKK Ungaran has 18 rivals, while BKK Bringin has five rivals, 

and Ambarawa Hartasarana has 18 close rivals. The scale of business (e.g. outstanding loan 

size and OSC) reflects how big the geographical coverage area of BPR is. The bigger the 
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business scale of BPR, the larger its geographic coverage area and the more competing MFIs 

it will face.  

According to new entrants from commercial banks and the flow of subsidized loans in 

microfinance market, the director of BKK Ungaran clearly sees this penetration, but he is 

ready to face the challenges head on. At the same time, the director of BKK Bringin does not 

see any new entrants, neither commercial banks nor subsidized loans, and therefore does not 

worry about them. The director of Ambarawa Hartasarana is aware of the move of new 

entrants and finds this disconcerting. 

Ungaran is the capital city of Semarang regency, where BKK Ungaran faces more 

competitors than the other two BPRs. The biggest competitor is the branch office of PT Bank 

Jateng21, while competition with the other MFIs remains at an average level. The Bank Jateng 

branch and BKK Ungaran serve the same market segment, particularly government officials 

and market traders. BKK Ungaran offers service, especially credit, to up to 40 districts mostly 

in Semarang regency and Salatiga, with the outermost region is being Kaliwungu (around 50 

km away) in Kendal regency, which is adjacent to Semarang regency. To serve the areas, each 

of the four loan officers uses BPR-owned motorcycles. BKK Ungaran, as the pioneer of BPR, 

most likely has the biggest assets compared to other relatively new BPRs in Ungaran. The 

director is confident that BPR has a competitive advantage in terms of (a) credit interest rates, 

i.e. 3% lower than competitors’ rates and (b) credit decisions are quickly processed, in an 

average of 3 workdays.  

The BKK Bringin competes with five MFIs in Bringin district with the biggest 

competitor being a BRI unit. BMT is an average competitor, and KSP/USP and pawnshops 

are light competitors. The BPR serves clients as far away as Ungaran with three loan officers 

and three fund officers, who use six BPR motorcycles and have fixed operational costs for 

each officer. To compete, BPR applies a 1-day credit disbursement and a 2.5% yearly interest 

rate lower than its competitors. 

The heaviest competitor for Ambarawa Hartasarana is BPR Ambarawa Persada, which 

is located in the same town. BRI unit, Bank Jateng branch, and BPR BKKs are average 

competitors, while other finance institutions like Swamitra, BMT, etc. are light ones. There 

are nine BPRs and three big savings and loan cooperatives in Ambarawa. Including Semarang 

regency, the coverage area reaches 60 km away from BPR, crossing other regencies like 

                                                 
21 It was a regional bank legal entity and converted into a limited liability commercial bank – regionally based 
operation in Central Java since April 28, 1999. PD BPR BKK Bringin became one of its branches. 
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Semarang city, Boyolali, and Temanggung. BPR provides 10 motorcycles to facilitate loan 

officer traveling.  

It can be concluded that (a) these three BPR offices are in the same administrative 

region but do not consider they are competing head on with one another, and (b) as mentioned 

above, they do have overlapping geographic areas and two of them, PD. BPR BKK Ungaran22 

and PT. BPR Ambarawa Hartasarana, operate in overlapping administrative boundaries.  

 
The Case of Four BPRs in Klaten Regency 

The Klaten regency consists of 26 districts covering a 655.6 km2 area or 134 x the size 
of Salatiga. Per 2003, the population was 1.12 million with a density of 1,709 people/km2. 

In its service area, PD BPR Bank Pasar Klaten (in short, BP Klaten) competes directly 
with 50 BRI units, which are considered as its heaviest competitors. Besides BRI Units, there 
are 26 PD BPR BKKs and one branch office of Bank Jateng. The bank Jateng branch  is 
serving the same market target, especially market vendors and government officers. 
Meanwhile, 10 other BPRs are average competitors,  and six pawnshops as well as other 
micro finance institutions are low competitors. In 2003, BP Klaten served almost 25,000 
debtors in 26 districts and 390 villages, while the outermost areas were Wonosari and 
Manisrenggo ± 60 km away and these areas are close to Yogyakarta city. The BP Klaten is 
supported by six motorcycles owned by BPR and 120 by loan officers. The presence of 
commercial banks in the micro credit market is threatening for BPR. Microfinance market 
distortion occurs since subsidized credit may attract good clients. Placing itself in the micro 
and medium scale segment, BP Klaten also competes with commercial banks. Towards this 
peer group, the directors consider themselves to be in the 4th ranked position, which if 
compared to other BPRs in the area, BP Klaten is in the 1st place. 

PD BPR BKK Tulung competes with 15 MFIs, i.e. two BRI units, one Bank Jateng 
branch, three BPRs, three pawnshops, three KSP/USPs, and thee BMTs. Operationally, BKK 
Tulung  covers 4 districts comprised of 36 villages. The outermost is Musuk district in 
Boyolali regency. Three credit AOs use three motorcycles, where one belongs to BPR and 
two belong to the loan officers. The presence of commercial banks in the micro credit market 
segment it serves is not disturbing yet Even the subsidized credit programs in BPR’s service 
area do not bother the director.  

PT. BPR BMMS considers to compete with five MFIs and the heaviest competitors 
are the other 2 BPRs. The BPR does not compete directly with BRI units and pawnshops. The 

                                                 
22 Per February 28, 2005, the Bank of Indonesia has give permission to merge 9 PD BPR BKKs. Per May 31, 
2005, the total assets as a result of the merger is Rp. 68.2 billion. PD BPR BKK Ungaran is the head office. 
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presence of commercial banks in the micro credit market is not a threat for BPR, but the 
subsidized credit from state enterprises, local government, etc., creates unfair competition and 
distortion in the microfinance market. BMMS uses relationship marketing and quick credit 
processing as elements to compete. The key personnel are seven loan officers without any 
fund officers. The directors are in charge of collecting funds. The loan officers are equipped 
with seven motorcycles owned by BPR for the entire service area in Klaten regency. 

PT. BPR Sinar Enam Delanggu has 13 competing MFIs, i.e. 2 BRI units, 7 BPRs, 1 
pawnshop, 2 KSPs/USPs, and 1 BMT. The level of competition is average with the other 
BPRs, since the positioning of Sinar Enam Delanggu is similar with those six BPRs. 
KSPs/USPs and BMT are light competitors. According to the directors, BPR Sinar Enam 
Delanggu is in the second place based on assets among BPRs in Delanggu. The five loan 
officers and seven funding officers with three motorcycles own by BPR. The operation area 
includes the regencies of Boyolali, Surakarta, Yogyakarta, and Salatiga. There are many 
customers from Salatiga, since the chief director is a resident of the town, which is 50 km 
away from the BPR office. The penetration of commercial banks into the SME segment is not 
significant, so it does not bother the directors. He is doubtful whether subsidized credit may 
create unfair competition and distract interest rate and supply of credit in the microfinance 
market.  

The outcome is similar to that in Semarang regency: (a) these three BPR offices are in 
the same administrative region but are not considered to be competing head on with each 
other, and (b) as mentioned above, they do have overlapping geographic areas between each 
other and PD. BPR BKK Tulung, BPR Klaten, and PT. BPR Sinar Enam Delanggu, which 
operate in overlapping administrative regencies. Therefore, these BPRs are likely to have 
overlapping geographic areas with other BPRs outside the case study. 

The remaining six BPRs in the case study are from six different administrative 
regencies. Regardless of how they operate in different administrative regions, in terms of 
social and location-dependent relationships they have similar patterns with those seven BPRs 
above. As a result, a generalization across these cases can be drawn as follows:  

(a) Social and location-dependent relationships mediate the span of radius of geographic 
coverage. Pre-existing23 social relationships such as between friends, neighbors, and 
colleagues contribute to the geographic area. 

(b) The expansion of geographic coverage creates an overlapping area, resulting in 
spatial competition. However, each of the BPRs defines its limited close rivals out of 
the number of MFIs in the coverage area.  

                                                 
23 In a commercial bank, a pre-existing loan relationship can be a deposit relationship (e.g. Hogeman, 1991, see 
also Ongena, 2000).  



Case Studies: The Process of Bank-client Relationships   256
   

 

 
The following section elaborates some possible implications of geographic 

enlargement  of BPRs market in an overlapping area (competing arena) of their geographical 
coverage area based on the following illustration.   

 
Figure 9-4:   Illustration of two BPRs in a competition arena, one of them has expanded 

its geographic coverage 
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Note: Each bank can either enlarge or reduce its geographical coverage area. 
  

The overlapping area between the two BPRs (Figure 9-4) is a potential arena of spatial 
competition between them. Researchers have given little attention to spatial competition in the 
banking industry. However, among rare evidence about this subject there is a relevant 
quotation (Hoppe and Lehmann-Grube, 2000) about why geographical space has special 
importance to banking competition. Assuming two BPRs are expanding their coverage area 
given each of BPR has it monitoring cost function. The monitoring costs depend on 
transportation costs (‘distance”) and costs of serving clients. An incumbent BPR (B1) can 
expand its geographic coverage economically by acquiring more clients in the distance area – 
in such a way, a unit’s cost of service per client will decrease. This move will create 
additional pressure for a competing BPR (B2), as long as the incumbent BPR (B1) lures clients 
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of this rival (B2) and induces client-switching behavior. However, BPRs in the case study do 
not express their rivals each other. It signals that BPRs can expand their geographical space 
without increasing tension of competition. Related to existing spatial competition (e.g. 
Dell’Ariccia, 1999; Ganesan et al., 2005), a competing bank (B2) has its own information 
advantage compared to a new entrant (e.g. B1) because of its geographic proximity to local 
clients. As mentioned earlier, the geographic proximity enhances frequent face-to-face 
communication and the development of strong bank-client relationships. Some possible entry 
points for the incumbent BPR are (a) the BPR caters to those clients, who have not been 
served by a competing bank and the new clients have product preference provided by the 
incumbent BPR, and (b) the BPR serves those customers that have been rejected by the rival 
bank (B2). According to the decision under risk study (section 2.4), each of these options 
carries its own risks. The second entry point implies that the applicants have failed the credit 
worthiness test of a rival bank, but they passed that of the incumbent BPR. Two possible 
outcomes can happen: (a) they turned out actually be creditworthy clients, or (b) they are truly 
bad clients that create lost sales (bad credit) for the incumbent BPR. 

From this reasoning, it can be concluded that a genuine response BPR that it can 

enlarge its geographic area without necessarily hurting the loan market of other BPRs in the 

overlapping areas.  

 
9.5.3 Knowledge about local and individual client character 
 

Through field visits and observations with loan officers in some places, the loan 

officers know about the individual characteristics of clients and specific “black list” areas by 

heart24. They know the track records of clients and some “black list” areas without any written 

documents about these phenomena. It means loan officers have valuable tacit knowledge 

stored in their minds. Most directors acquire this information through information sharing or 

non written reporting. The director of PD. BPR BKK Ungaran mentions two “black list” areas 

in his service area. First, the area that most clients who finally the defaulters provide fake 

motorbike certificates as loan collateral. Second, the area that creates heavy losses due to 

exorbitant NPL. The director of BKK Ungaran responded by issuing loan risk prevention 

policies: (a) BPR does not accept any type of motorbike or car certificate and only accepts 

land title certificates for physical collateral with notary arrangements, and (b) BPR avoids 

lending to mass defaulters area. The BPR Sinar Enam Delangu has the same experience, but 

                                                 
24 Some loan officers of one BPR in Yogyakarta were also asked about this. They gave the same response. The 
“black area” is meant that the majority of inhabitants tend to be rebellious clients that are likely to create 
strategic default originating from their bad character. 



Case Studies: The Process of Bank-client Relationships   258
   

 

the director can recoup a loss by hiring independent professional debt collectors. The director 

issues a policy that this “black list area” should be avoided for the time being until a new 

prospect occurs in the future. The head loan officer of PT. Ambarawa Hartasarana has a 

different experiences, whereby he collects information about the collective behavior of a 

certain region first before proceeding to individual applicants. By heart, he has a list of the 

“black list” area. The director accommodate this information into the BPR policy. One 

striking idea is from the director of PT. BPR BMMS. He does not completely ban the black 

list of a certain region, although most of the people exhibit bad characteristics. He strongly 

believes that there are some creditworthy clients among them. The key is vigilance, patience, 

and making critical data analyses of loan applicants. It may take a longer time to investigate, 

but BPR should not punish good clients without doing a thorough screening process. In this 

critical area, he will be involved in client investigation along with the loan officers. This view 

is also in line with the experience of the director of BPR Kridaharta. However, the director 

does not get involved in the field investigations.  

From this short review, it can be concluded that loan officers have knowledge about 

local (“general or collective characteristics”) and individual character that contribute in 

investigating one’s credit worthiness. BPR directors can accommodate this information for 

more a thorough evaluation of clients from the “black list” area to avoid rejecting good 

applicants.  

 

9.6 Conclusion 
 

The focus of this case study has been based on three frameworks: (1) the value chain 

of a social network and personal relationships of many transactions, (2) principal-agency 

relationships, and (3) social and location-dependent relationships. By adopting these 

frameworks, they allow researchers to know more about how the relationships among parties 

work. 

Within the framework of a value chain, external shocks have disrupted the funding of 

BPRs and, in turn, the availability of loans. It is likely that urban BPRs and BPRs in district 

towns with urban depositors are hurt more by deposit withdrawals than BPRs in district towns 

with local depositors. Depositors from the city have more investment alternatives and are able 

to divert their deposits from BPRs to commercial banks that offer higher interest rates and 

lower risks. Moreover, section 9.2 through 9.4 reveal a spectrum of relationship dynamics and 
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their complexity among channel members. Members of a channel act on their own roles to 

contribute to the value of relationship exchange. However, there are possible disturbances in a 

long-term relationship in both upstream and down stream relationship that may emerge from 

increasing spatial competition and external shocks, through both nationwide and local shocks. 

Furthermore, within the framework of principal-agency relationships25, there is a way 

of viewing the pattern of relationship involving delegation of authority and monitoring. By 

using this framework, the common view between a bank and clients should be seen as a series 

of relationships: (a) between a manager and loan officers, (b) between loan officers and clients 

directly, and/or (c) between loan officers and clients indirectly through an independent 

channel. In such a way, the researcher can see more vividly, for example, about a potential 

bottleneck in the flow of tacit information and be able to pinpoint the weaknesses or 

advantages of a certain member of a value chain. This view will enrich a simplified 

relationship in previous bank relationships and relationship marketing, in which relationships 

occur between a bank and its clients directly. The relationships among members of a value 

chain relationship within the principal-agent framework disclose the complexities in the 

relationship process. 

The explanation of social and location-dependent relationships discloses some points 

that show that BPRs have real differences compare with commercial banks. This concerns 

with spatial competition, growth strategies, and ultimately BPR survival. Unfortunately, the 

geographic boundaries of the BPR operations do not match the administrative regions; 

however, but the regulatory body, Bank Indonesia, still imposes restrictions (regulations) 

based merely on administrative boundaries. As a local bank, BPR maintains its clients through 

social and location-dependent relationships and utilizes up most of pre-existing relationship 

with prospective new clients. BPR directors can accommodate any information for a more 

intensive evaluation of clients from any region, including those who are from the “black list” 

area, to avoid misclassifying good applicants as being non creditworthy. 

The complexity and dynamics of the bank-client relationship explanation can also give 

a clearer understanding about the occurrence of the puzzles (e.g. low impact of relationship 

marketing and bank performance). Although the directors all have strategic intents – that is 

                                                 
25 The principal-agent theory, or simply agency theory, is a general model of social-economic relations 
(cooperation) involving the delegation of authority to maximize the value of stakeholders, and generally resulting 
in problems of control to agent, which has been applied to a broad range of contexts or disciplines. The 
relationship is characterized by the presence of an asymmetric information problem, in which the principal and 
agent have different goals and risk preferences.  
 



Case Studies: The Process of Bank-client Relationships   260
   

 

they believe it is important to maintain a long-term relationship with high-grade clients, in fact 

it is not easy to implement in daily business operations. Therefore, further research needs to 

incorporate this complexity by adding or modifying some measurable variables in the model. 

It also gives new insight into the organizational learning of BPRs. Given a limited time to 

codify and share information, directors have alternatives to facilitate the absorption of the 

underutilized mounting tacit information in the minds of the loan officers. Future research 

should incorporate more appropriate measurable variables by considering the relationship 

complexities that are absent from the hypothesized models of this study. 

 

 
--x End of chapter 9 x--- 
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