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This paper is written based on practical experience of Bank Purba Danarta in working with micro entrepreneurs in Semarang. Like business incubation, Bank Purba Danarta was founded with one mission to help micro and small entrepreneurs to start and expand their businesses. Unlike business incubation, Bank Purba Danarta can not afford to build a center for the micro businesspersons to open their ventures and receive services to facilitate the growth of their enterprises.  What we can do is to train and employ a group of small business consultants who will visit the small and micro entrepreneurs at their business sites, and guide the startup company owners in the management of their ventures. 

As a private institution that should sustain its own life, Bank Purba Danarta can not afford to create a protected environment to “incubate” small and micro enterprises. With a mission to empower the small economy, Bank Purba Danarta should find a way of “helping” small entrepreneurs to grow without having to arrange expensive environment. That is the main reason why Bank Purba Danarta approach is

not

Providing friendly environment to help micro enterprises to grow,

but

Encouraging the small entrepreneurs to grow on their own strength

 in whatever environment they are living.
Our experience so far shows us that this approach does help small entrepreneurs to grow and become stronger. Since we do it on a sustainable basis, we believe that it could be an alternative to empower the small economy through the involvement of the private sector, thereby using less of government limited resources. 

A sustainable approach

There was a story about a cocoon hatching to be a butterfly. A little boy saw it it and feel sorry for the little creature that was struggling to get out of its bundle. He tried to help it out of the strap by tearing up the wrap. The butterfly happily moved out of the cocoon, and grew into a crippled little butterfly.

We in Semarang design our approach towards the empowerment of micro entrepreneurs from a standpoint that might sound a bit extreme.  We believe that micro entrepreneurs do not need help. They do not need aid or capital injection. 

Illustration: 

Pak Ngudi family and their saving.

Pak Ngudi works as a tricycle driver. The family was so poor it is very difficult for them to pay tuition for their two children to go to the nearby elementary school. Thanks to the help of one charity foundation, they could have a scholarship of Rp. 180 000 per annum (US $ 20) so that the kids can have proper education. 

Late in 2001 Bu Ngudi knew Purba Danarta from her children who happen to have a saving account at their school and saved about Rp. 100 a day (US $ 0.01) to purchase stationery. From Purba Danarta field worker Bu Ngudi learned about household planning and budgeting. As a result of the calculation, Bu Ngudi set aside Rp. one thousand a day. By the end of the third months Bu Ngudi was very surprised to know she could have more money than what she received as scholarship for the kids. She learnt that she actually is capable of paying the tuition fee herself. The fact increased her dignity, and made her eager to save more. She persuaded her husband to join the saving program. Looking at the good result, Pak Ngudi stopped his gambling habit and started saving Rp. 10 thousand a day to purchase a plot of land so that they can have a house of their own. They have just purchased the plot last month. Bu Ngudi is still saving Rp. three thousands a day to purchase a blender so that she can start selling ice juice.

What they need is a challenge and someone who will always tell them: “ You can do it! ”. The micro entrepreneurs will ultimately receive loans and assistance in financial management, but it will only happen after they show – to us but especially to themselves - that they can face the challenge of starting a new business.

A lot of people are coming to us with a dream of having their own business. Many of them are businessperson with a dream of managing an ever-growing business. Not those many will wake up and make the dream a reality. We in Semarang make it our duty to wake people up and push them to make the first step into reality. To wake people up does not only means making them know the reality but more importantly, drive them to face it and fight in it.

Successful entrepreneurs will become our valuable asset – as they also a valuable asset of the community – because they will become the buyers of our services such as loans and financial management assistance.

First step, financial planning and management

If we ask a micro size business owner what is the main problem that avoid them from getting bigger, the uniform answer would be the lack of capital. It is true that many small enterprises suffer from cash flow problem. It usually arises from “emergency situation” where they suddenly need to expend large “unexpected” expenses. The only resource for these emergency expenses is the working capital of their small enterprise that is already very tight. Decrease in working capital will reduce the company’s ability to expand. Unfortunately, emergencies are coming over and over again leaving the micro entrepreneurs with no chance of growing. 

At a closer look, we can see that most of emergency expenses that disturb a small enterprise’s liquidity are not a real emergency. Many cash flow problems arise from expenses such as automobile repair, renovation of a leaking roof, birth of a baby, even payment of a house rent and school expenses. These kinds of expenses can be and should be planned in advance. 

Bank Purba Danarta has designed a very important savings product to give entrepreneurs a chance to avoid this problem. The product is also intended for non-businessperson such as employees, housewives and school children. The feature of the product is designed to instill a planning and saving habit among the ‘poor’. We see that a lot of people can plan their expenses better with the help of this product. For the bank, this product will create a loyal customer base who will save regularly and be the bank’s source of liquidity.

This product requires the entrepreneur to identify their future expenses, set the target amount and start saving routinely to achieve it. Our famous formula to support this product is Expenses equals Income minus Saving. Many people with a small income have an understanding that they are too poor to save. Even without saving, it is very difficult for them to make the ends meet every month. We work to make people understand that the less we have, the more important it is to save for future expenses and re arrange current spending because some expenses in the future are indeed unavoidable. If we do not save for it now, in the future we will have to borrow it from whatever sources at whatever cost.

In another words, we tell our clients that we should not save the excess of our income, because there is no such thing as an excess of income. The fact is, our lifestyle will change according to increases in our income. To free ourselves from the annoying emergency needs, we have to set aside a certain amount of our income for saving, and adjust our expenses accordingly. 

For ‘the poor’, ability to fulfill a need with own saving will increase dignity that will give them courage to enter into new ventures. We have seen some successful clients that start their business because of this experience. For the bank, having clients with a habit of saving regularly is very beneficial. This habit will make it easy for the clients to set aside whatever is needed for loan installment payment. To encourage clients to have these kind of planned savings, we charge no administration fee for this type of savings. There are fieldworkers to train potential clients about household economy planning and collect the savings regularly at client’s business sites.

We can not help them all

While collecting savings, our field workers will know the depositors better and be able to sort out the ones that has some traits of an entrepreneur. We all know that not all traders in a market place or shoemakers in a shoe industry cluster are entrepreneurs. Some are just copying what seems to be accepted in the market and wait for passers by to drop by and purchase their goods. Ahead of these followers are the entrepreneurs who know what to produce and how to sell it. They have some specific traits that our field workers should be able to detect, because they are the ones who set the trends and create new jobs. 

Rather than attending to everybody who comes to our office, we can achieve more with less resource (in our case, the field worker) if we can pick a hand-full of the right ones. We have set a guideline that we only work with businessperson that has something to sell and know how to sell it. Without these two main components no one can call themselves a businessman, let alone an entrepreneur. Since our target market is a small and micro entrepreneurs, we target only those with the two components and to some extent, those that are working towards it.

To these entrepreneur, we offer banking services that are designed to support the size and nature of their business, assistance in household planning and budgeting, and assistance in financial planning and management of the small enterprise. We will also be the sounding board to listen to their problems. Quite often the entrepreneur can find solution to their problem just by telling it to somebody. 

Funding for business expansion: from loan, saving or other resources?

Some small businesses need additional funds for expansion. Some need short term additional working capital for seasonal surge in sales such as sales of cloths during holiday season or stationery at the beginning of a school year. Some need to replace old machinery. Some other entrepreneurs assume they need loan for expansion while the real problem might be somewhere else.  

With a mission to support the development of micro entrepreneurs, we in Purba Danarta make it our commitment not to provide loan if it does not improve the condition of the enterprise. No approval can be obtained if the loan officer can not support a loan proposal with enough evidence about the impact of loan to the growth of the enterprise, even if the entrepreneur have the capacity to repay the loan and the value of the collateral is much higher than the loan. We believe that sometimes, declining a loan is a help for the entrepreneur. When receiving a loan request, our loan officer should dig further to know whether the need for funds arise from potential business expansion or mismanagement of assets. 

While bank loan in most cases is considered as the cheapest and fastest source of funds, entrepreneurs should also look at other sources of funds such as the customers in the form of advance payment, suppliers or family and friends. A lot of entrepreneurs rely on their accumulated profit and family savings to build up the enterprises. The main advantage of using own funds is the peace of mind. We all know that there are many other sources of funds intended for small and medium enterprises, all bearing different prices in terms of time, money, control and some intangible costs.

Looking that there are so many sources of funds to finance an enterprise, we conclude that helping SME in obtaining additional capital is not necessarily means providing loans. We may help them built their own asset, one way or another. We may help them improve the management to be able to utilize resources more efficiently. We may help them see opportunities in their buyers or suppliers. We let them know the many alternative sources of funds and its cost and benefit. Most important of all, we help them know how much money they need and how to prudently use whatever resources they may have. 

For enterprises at the very early stages of development, we usually suggest the entrepreneurs to initiate the enterprise using their own resources first, to prove to themselves that the initiative is feasible, that investments injected into the company will result in a good reasonable profit. 

Illustration:

Many years ago, while we are new in this entourage, we fell into the trap of helping people in their dream, with a tragic result as happened in the following occasion:

Pak Suparno is a government employee in Semarang. He has an ideal of becoming an entrepreneur. Reading in a magazine about shrimp farming, he decided this is what he wanted to do. On his free time in the office he wrote his business plan, complete with all necessary calculation about statistical supply and demand, costs and expenses, projections, break even point and all the things a bankers would want to know. He obtained a loan to start a shrimp pond in Jepara, about 80 kilometers from his hometown, Semarang. He never realizes that running a business is much more than just making financial calculation. He face problems in finding and retaining good employees, in finding good post larvae, in finding a buyer. The most important thing, he can not start a new business from a distance. To make the story short, the business fail, the shrimp are all dead, the loan is growing and bearing interest over interest over interest.

Not just providing loans

A loan is just one aspect that may help a micro and small enterprises to grow. There are many other aspect in a business that need improvement. Choosing not to be a generalist, we decide to specialize in financial management. Our client can ask our assistance in financial management.

Most small and micro scale businesses are run without proper bookkeeping.  The business owner already too tired to raise a pencil and do not need the hassle of taking records. They remember all details about the cash inflow and outflow: prices of the goods purchased, direct and indirect expenses etc. The businesspersons monitor the progress of the venture through accumulation of assets that they have. 

The above is true as long as the business expansion is funded by the owner. In that case, there will be only one item exists on the right hand side of the balance sheet that is the owner’s capital. This means all assets of the company are funded by the owner and thereby belongs to the owner. Accumulation of the company’s assets equals to the accumulated wealth of the owner.

Things will be different once a loan from third party comes into the picture. Additional funds from the loan will increase the assets and revenue of the business. Without proper accounting, the business owner can have a wrong impression that his personal asset is growing. The business owner may assume that – as before - he/she can extract the same percentage of the revenue as their personal income, change the lifestyle to be more expensive, and caught by surprise that they can not repay the loan when it is due at the end of the year. 

Even a good borrower with no intention of increasing their personal expenses can suffer from mismanagement of loan. Additional funds from loan will give the borrower a leverage to buy more inventories and extend more credit. Without proper planning and monitoring, it gives more harm than good to the borrower. To avoid this kind of problem, our field workers regularly visit their assigned clients to discuss financial management problem of the enterprise and design the simplest financial administration to keep track of the financial condition of the company.

Illustration:

Ibu Sutiyem produces handbags. She produces handbags based on orders. She had a steady business with enough revenue to support her life with her three kids. Ibu Sutiyem always wish to have larger business so that the kids can have a better life. As if her wish answered, she received a loan from a foundation.

Ibu Sutiyem had twice as much money to run the business. She could purchase twice as much inventories, she did not have to collect receivables as often. She could sell more bags on credit. Life indeed becomes easier because of the loan. 

It did not take too long before the receivables turned out sour. Some of the inventories became obsolete, and sales did not increase as expected. As a good citizen, Ibu Sutiyem paid all installments on time, but the three kids do not have a better life.

Informal lenders – we usually call them loan sharks – approach the problem by direct collection. For ventures with daily income, the lender requires daily payment. Same thing applies for ventures with weekly, monthly or seasonal income. The installment should be paid at the time the borrower sells the product. This way, the borrower’s revenue is directly deducted with the loan installment and its interest (the cost of the additional assets), leaving the borrower with net income that he/she may use for personal expenses. 

Learning from informal lenders, we avoid providing eternal loans. All our loans – also for working capital loans – are installment loans with regular payment of principal. This way, at the end of the period, the entrepreneur will have been repaid all his/her loans, and free to acclaim that all the additional assets belong to them. They will then arrange for further expansion.

This approach only solves one problem. A businessperson should attend to a lot of other issues. We can only help them with a tool to manage some of it. To allow the entrepreneur to know the exact condition of their business, we introduce the importance of financial administration for the entrepreneurs to monitor their ventures. With simple administration, the micro entrepreneur can learn about the growth of the business and problems that may arise. With bookkeeping they can be sure about their payables, they can also detect problems in inventories or receivables before it is too late. Practice on financial record is given in stages, from the very simple to the more sophisticated one, according to the business owner capability and the size of the business. Our field worker coming to the business sites regularly to check for the progress and discuss about the result.

A well-managed financial record not only helps the entrepreneur in managing their enterprise. It also let other parties to know how the business is run. Enterprises with good financial record will have no difficulty in looking for a loan. They will face problem in declining loan offerings. As the lender, having clients with good financial record reduce the credit risk because lenders as well as the borrower can detect problems before it become a threat to the company. 

One very important result of the business administration is the separation of business assets from personal assets. The entrepreneur will know how much the business earn, how much is taken for the entrepreneur’s own “salary”, and how much is reinvested to expand the business. This learning is very crucial in the process of empowering the micro entrepreneurs because one problem that make small businesses stays small is the common practice of taking out all business revenue for personal expenses. 

Conclusion

From our experience, we learnt that we can do business with micro entrepreneurs that brings benefit to both parties. In our association with the poor we see that with a bit of encouragement and some practical guidance they actually have the capacity to help themselves to grow. In our approach, we start with introduction of household financial planning and saving followed by assistance in financial administration of their micro enterprise. With our assistance, the micro entrepreneurs can learn to manage the enterprise better and obtain a loan to expand the business. Having growing micro enterprises in our portfolio, we can sell our products at market rate and expand our business in accordance to the expansion of our clients’.

We consciously choose to specialize in financial management only. There are other fields where the micro entrepreneurs can tap a help, such as personnel management, tax accounting, information technology etc. Some other institutions provide services in these fields. We can actually collaborate or at least change experience to enrich our service to the micro entrepreneurs.


