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Case module 10 (a): Building Trust and Assets After the Khmer 

Rouge 
CARE Community Savings Microfinance in Cambodia 

 
Decades of war have taken their toll on Cambodia’s human and economic development.  
High levels of government spending on defence have resulted in low public spending on 
education and health.  In turn, economic development has been badly affected and contributes 
to poverty among the largely (approximately 85%) rural population.  Approximately 36% of 
Cambodia’s population was living below the poverty line in 1997 and Cambodia’s real Gross 
Domestic Product (GDP) per capita in 1999 was US$260. 
 
With funding from the Australian Agency for International Development (AusAID), CARE 
Australia and CARE US, the ‘Savings Mobilisation Project’ began in January 1998.  The 
project started as a CARE Small Economic Activity Development (SEAD) Pilot in the 
Battambang Province in Northwest Cambodia, where CARE had worked in relief activities in 
the aftermath of the conflict.  The Pilot’s specific purpose was to promote economic security 
in low-income households by encouraging the mobilization of savings in those households. 
At the time of the Project’s implementation, a number of microcredit programs had begun 
operating in Battambang Province however none were promoting or encouraging voluntary 
savings mobilization nor using savings-based approaches to microfinance. 
 
The Pilot Project proved to be remarkably successful on many levels but most particularly for 
demonstrating that poor people could save if 
given the opportunity and that they were keen to 
develop capacity within their own communities to 
strengthen their economic security.  
 
Methodology 

 
Mobilisation of villagers’ savings has always been the focus of the Project.    Active members 
contribute compulsory savings every month and are encouraged to make additional voluntary 
savings deposits.  Since inception, no external cash funding has been contributed to the 
Savings Banks. The lending fund 
for each Savings Bank is therefore 
made up entirely of member’s 
contributions in the form of 
members’ savings, membership 
fees, share purchases, and interest earned on loan repayments. External assistance has only 
ever been provided in the form of technical and operational assistance. 
 
The methodology begins with the formation of community-based organizations, savings 
banks owned by poor rural populations. They elect management committees to organize and 
manage the day-to-day operations.  As the 
village savings and loan groups grew in 
membership, funds and most of all 
experience, they began to coordinate more 
among savings groups.  Joint capacity 
building, exchange and the inter-group 
lending began and with it the steps to form a permanent federated structure to support the 

“The Project has destroyed the myth that poor 

Cambodian people cannot save.” 

Not surprisingly, a common thread underlying 

the success of the Savings Mobilisation Project, 

has been obtaining the initial and ongoing 

support of village heads and the local 

authorities in each village. 

 

Why Savings Banks? The Khmer words for “cooperative” 

and “credit union” are associated with the terror and forced 

collectivism of the Khmer Rouge.  No one wants to hear those 

words now. 
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groups while fostering growth and services.  A remarkable aspect of this Project has been the 
highly successful transfer of skills to Savings Bank members. 
As the scale and scope of the saving banks grew members elected a Board of Directors and 
Supervisory Committee.  The Board then hired employees, an Account, Cashier, and 
Promoter/Collector.  The Savings Bank’s employees come from the members of the saving 
banks and have experiences as group leaders. The banks employees are managing the day-to-
day operation of the saving banks.    
 

Beyond the Project to Independence and Sustainability 
 
The leaders of the Savings Banks, under the guidance of CARE and with assistance from the 
Asia Confederation of Credit Unions, established the Cambodian Community Savings 

Federation (CCSF) in 2003. The CCSF is owned and 
governed by the Savings Banks. The CCSF 
intermediates funds between Savings Banks, as well as 
providing them with additional wholesale funds.  The 
wholesale loans average US$3,750 per Savings Bank at 
an interest rate of 
2% per month and 
the Savings Banks 
lend to their 
members at an 
average of 
$125/loan at rates 
of 3-3.5%/month depending upon the type of loan.   The 
CCSF has also begun providing micro-insurance to 
members in order help families cover costs in times of 
crisis.  In addition, the CCSF continues to provide 
training and technical assistance to the Savings Banks in 
areas such as management, operations, and leadership.  
 

Currently the CCSF has over 13,532 members (66% women) in 1,165 groups in 38 Savings 
Banks.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

In Cambodia, the CCSF has 

learned that stable rates of return, 

and a secure place to deposit 

money are the necessary 

components to build trust among 

the rural poor. 
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Case module 10 (b): Thai Village Funds – Case Example With 

Recommendations 
 

1. Background 

 
Rural village funds were established in 2001 by the government in order to help poor rural 
people earn extra income from productive activities.  There are reported to be 74,881 village 
funds (end 2004) and each fund was capitalized through a grant of one million Baht 
(approximately USD 25,000) per village fund.  The project is executed through three 
government owned banks, the Government Savings Bank (GSB), the Bank for Agriculture 
and Agricultural Cooperatives (BAAC) and the Krung Thai Bank (KTB), a commercial bank.  
The project originated from an election promise.  There also is a new pilot project executed 
by the Bank of Thailand (BoT) and financed by the World Bank to provide computerization 
to 50 village funds and is a chance for capacity building at the grassroots level and sharing 
hardware and scarce human resources (scarce in terms of accounting and computer skills) at 
village level. 
  

2. Findings and conclusions 

 

2.1 Membership, organizational structure 

In a visit to sample village funds, the following was found:  For most, the main activity is 
rice, only part of which is irrigated.  Membership of the village fund is by household.  The 
house registration number is used to define the household.  All households qualify for 
membership and each member household designates a person as member.  An elected 
committee, with a recommended size of 15 persons, half of which must be women, approves 
the loans.  Rules and procedures, interest rates, loans schedules and amounts to be 
compulsory saved are decided by a 75 percent majority of members and future changes need 
a 75 percent majority as well.  All the above rules are according to the guidelines that were 
“recommended” by government officials at the time when the scheme was started.  At this 
stage the funds have no legal entity and are not registered except in the records of the 
government agencies implementing the project. 

 

2.2 Share, saving and loan products 

 
Villagers have to buy shares to become a member.  In both villages, almost all members bought only the 
minimum amount of shares, Baht 100.  In both villages members struggled with the dividend calculation.  In Ban 
Nong Mael, each member received an equal amount of dividend, but what the members actually want is a 
dividend based on the business volume by member.  Because nobody knew how to do the calculation an equal 
amount of dividend was paid to each member.  In Klong Pra Udom dividend (here named “patronage refund”) 
was calculated on the basis of business volume.  The actual formula could not be explained because the only 
person who knows the calculation (a teacher) was not present.  Shares cannot be withdrawn as long as the 
member has an unpaid loan. 

 
Both villages implemented a contract savings scheme, one of the guidelines from government 
officials.  In Ban Nong Mael the members are required to save one Baht per day which is 
collected every three months.  In Klong Pra Udom the amount was set at 100 Baht per month, 
collected monthly, considerably higher than in Ban Nong Mael, reflecting the higher standard 
of living in this area.  The deposits cannot be withdrawn as long as the loan is unpaid.  The 
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BAAC deputy manager explained that members, also in other village funds, have difficulty to 
understand the difference between the contract savings account and the shares, because in 
effect, neither can be withdrawn as long as the member has a loan, and neither pay interest. 
 
The two village funds received one million Baht in September (Ban Nong Mael) and October 
2001 (Klong Pra Udom).  The transfers were made by crediting the savings account of the 
village fund in one of the three designated banks.  After the elected village fund committee 
has approved each individual’s loan, village members then receive their loans into their 
individual saving account of the same bank.  Membership in Ban Nong Mael was 160 
members out of a potential 268 households while in Klong Pra Udom the membership was 
164 out of a potential 180 households.  All members make use of the loans.  The maximum 
loan amount is Baht 20,000 in both funds. 
 
In both village funds the loan term is one year, without installments, and carries a very low 
interest rate for microfinance standards, of 6-10 percent.  After repayment of the loan (after 
one year), the borrowers are supposed to be debt-free for a few days before they receive the 
next loan.  It was mentioned however that for the few days gap between the two loans, 
villagers often borrow from relatives, money lenders or other informal sources, thus 
remaining in debt on a continuous, year-round, basis.  Members are not expected to pre-pay 
loans (repay before the due date) as this would upset and complicate the interest calculations. 
When asked about the use of the loan funds, the standard reply was that the loans were being 
used for rice production.   
 

2.3 Other sources of funds 

 
Aside from the one-time grant that all village funds have received in 2001, the two funds that 
we visited had also borrowed from one or more of the three government banks supporting the 
scheme.  Both funds had borrowed one million Baht from KTB (in Ban Nong Mael) and 
BAAC (in Klong Pra Udom).  These bank loans carry a low interest of 5.25 percent and 5.50 
percent respectively and the funds are on-lent at rates from 6 to 10 percent.  The rate of 10 
percent means that some members will have to pay 10 percent while others pay only 6 
percent.  The committee decides who will receive a low rate and who a high rate loan 
depending on the need of the member. 
 
The funds mobilized by the compulsory savings scheme are also used for on-lending.  In 
Klong Phra Udom this has become a substantial amount of about half a million Baht.  Loans 
from this source were charged the highest rate, at 10 percent. 
 

2.4 Plans for the future 
 
The government has a plan to upgrade strong village funds to become village banks.  So far 
there is however no regulatory or supervisory framework in place.  There is also no legal 
entity under which “village banks” can register.  Under the current legislation, the credit 
unions probably come closest to what village banks should look like in future, as most of the 
rules and regulations used in the village funds are similar to the regulations used by credit 
unions and savings cooperatives.   
 
For the financial year 2005, the government aims to provide additional grants to the village 
funds.  These new grants are not to be used for loans to individuals but to finance community 
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projects.  The amount of grant will range from Baht 200,000 to Baht 300,000 depending on 
the size of the village.  This will require further skills in terms of recordkeeping and 
accounting, skills which are scarce at village level. 
 

2.5 Conclusions 
 
The village fund scheme suffers from a number of weaknesses that are typical of a 
government initiated microfinance scheme.  The village fund scheme in Thailand is a special 
case because it was launched as the direct result of an election promise.  The following are 
some of the conclusions: 
 

• Although the objective of the initiative was to reduce poverty in the countryside, all of the 
more than 70,000 villages in the country participated and all households within each 
village are entitled to participate.  There are no provisions and no mechanism in place to 
specifically target poor villages, neither is there a mechanism to target poor households 
within a village.  

 

• There is no evidence of funds being allocated for specific anti-poverty, income generating 
purpose.  Loans have been disbursed to all borrowers on the same day, and disbursements 
were not timed on the basis of production needs or cash-flow requirements.  Because the 
loans are disbursed into the borrowers’ savings accounts in the participating government 
banks, it would require access to these savings records to study the actual moment of the 
use of the funds by the borrowers, to determine if there is any correlation with the 
agricultural or other production cycles.   

 

• In-depth research would be needed to determine the actual use of the funds disbursed 
under the programme.  But from the brief interviews with committee members it looks as 
if “paddy production” is used as the common purpose for all loans to technically meet the 
requirement that the loans must be used for production.  Local newspapers report that 
many of the loans are actually used for consumptive purpose and include such items as 
mobile phones and other goods that are considered luxuries at village level.   

 

• What is certain is that the disbursement and repayment structure of the loan encourages 
consumptive use of the funds as the disbursement and repayments dates bear no relation 
to the production cycle of rice, or any other production cycle.  Moreover, if prudent 
members would use the funds for production then they would loose out on interest during 
the period that the funds are idle in their savings account.  This is because they would pay 
between 6-10 percent on the loan for a full year, but they would receive only 1 percent (or 
less) per year on the idle savings balance in the participating banks.  This is because they 
are not supposed to repay before the due date. 

 

• A positive aspect of the programme is the compulsory savings component which, if 
consistently implemented could in future lead to increased levels of self-financing.  
However, it is doubtful if this component is sustainable in the long term and at zero 
interest as is the current practice.  Experience from similar projects shows that members 
become reluctant to continue saving at zero interest long before their savings balances 
start approaching the amount that they can borrow as loan.   
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• One thing that is certain is that members have increased their indebtedness by up to 
Baht 20,000 per household.  It is much less certain if and how their assets have increased 
and if and how much their income earning capacity has increased.   

 

• Automation of the funds would allow the loan cycles to meet production cash flow 
requirements and would allow more sophistication and professionalisation of interest and 
dividend calculations, as well as generation of proper financial reports and member 
statements.  The most practical and cost effective way of automation would be by 
outsourcing the automation tasks to mobile service providers who are equipped with a 
laptop computer and who visit each village on a weekly or so basis.  This would minimize 
the transaction cost for the members and make most effective use of computer equipment, 
software and scarce record-keeping and accounting skills. 

 

• It is the objective of the Government of Thailand to later upgrade successful village funds 
to "village banks".  However at the moment there is neither a legal framework for this, 
nor the regulatory and supervisory bodies necessary to make this work. 

 

• If the village funds are to be upgraded to banks then their software will need to be a 
proper banking system and they should have the key regulatory controls and reports built-
in.  At the moment the village funds seem to follow guidelines which do not necessarily 
result in healthy village banks.  In the sample village funds, members maintain only the 
minimum share capital needed to qualify for a loan, so capital adequacy through share 
capital can not be achieved.  And the suggested interest rates are so low that these will 
also not help to build up capital. 

 

• The transaction volumes and number of accounts at the village funds are very low 
indeed.  Also, the transactions are totally concentrated in a few days each year.  Loans are 
structured to have only one repayment, exactly one year after disbursement, without 
instalments, and all borrowers receive their loan on the same day and repay their loans on 
the same day.  The disbursement, and therefore the repayment one year later, is 
determined by the moment on which the village funds received their first one million 
Baht grant from the government, and the timing of the disbursements and payments are 
therefore unrelated with the cash flow requirements of the villagers.   

 

• If many village funds are eventually supposed to share one and the same software then 
there is an urgent need for standards.  Yet the funds observed have differences, for 
example in the actual and desired method of computing and sharing the dividend. As time 
goes by, many of the 70,000 funds will have produced rules and regulations of their 
own, with likely hundreds or even thousands of variations in rules, interest calculations, 
instalment schemes and other procedures which will make standardization much more 
difficult. 

 


