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‘TRANSACTION COST AND THE VIABILITY
OF RURAL FINANCIAL INTERMEDIARIES*

by

Teodoro S. Untalan and Carlos E. Cuevaskx

I. JINTRODUCTION
1, RATIONALE AND OBJECTIVES OF THE STUDY

Transaction cost of banks s the cost incurred as banks
perform the role of intermediator among savers and users of
funds! This - result from their operations in 1lending, 1in
mobilizing funds, as well as from other operations, e.g.,

investments. Transaction cost includes administrative costs,

*Paper presented during the ACPC-PIDS-0SU sponsored seminar-
workshop on “Financial Intermediation 1in the Rural Sector:
Research Results and Policy Issues” held on 26-27 September 1988
at the Cuaderno Hall, Central Bank of the Philippines. This 1is
part of a larger study on comparative bank analysis jointly con-—
ducted by the Agricultural Credit Policy Council (ACPC), Philip-
pine Institute for Development Studies (PIDS), and Ohio State
University (0OSU). The project was coordinated by Dr. Mario B.
Lamberte (PIDS) and Dr. V. Bruce J. Tolentino (ACPC).

**Respectively, Research Associate, PIDS and Professor, QSU.
The views expressed in this study are those of the authors and do
not necessarily reflect those of the Institute.



T.e., personnel and fixed cost, as well as risk-related costs
that are normally encountered in dispensing and keeping thése
funds. Transaction cost 1is a vital aspect of the formal
- financial system because this affects the bank’s operational
_capabi11ty and largely determines the bank’s viability as an

intermediary.

i

The process of 1intermediation is the result of banks’
comparative advantage in bringing about a market mechanism for
the efficient transfer of.claims on resources from shrp]us units
to deficit units. High transaction cost runs againsﬁ this
rationale and impedes the intermediary’s efficiency in resource

allocation and distribution.

Against the backdrop of the increasing need to provide
credit to the agricultural sector, the continhued existence of
intermediaries in the rural sector is necessary. The present
thrust of Philippine economic development of uplifting the income
of 'rura1 families through the growth of the agricultural sector
6n1y serves to highlight the need for a continuous supply of
credit to rural households. Over the years, the share of
agricultural credit to total credit has substant1a11y declined
and yet agriculture has remained to be a very important source of
livelihood for most Filipinos considering that about 81 percent
of Filipino families in the lowest 30 percent income class

derive their income from agriculture (Tolentino, 1987).

In the past, attempts were made to infuse cheap funds into

the rural sector through the formal financial system with thef



hope that the availability of credit could stimulate the
development of the agricultural sector. While the intention of
providing cheap credit is noble, it overlooks its adverse
effects on the transaction cost of banks. Banks’ cost of
administering . donor-scurced loans could be high, thus affecting
their operations and compromising their viability (Cuevas, 1984),
The recognition of this probiem has recently led to some policy
changes. Apart from ensuring the continuous flow of c¢redit to
the. rural sector, the new set of policies also seeks to protect

banks from incurring unnecessarily high intermediation costs.

This paper attempts to examine the transaction cost of

banks. Its specific objectives are:

(1) to develop a method of estimating transaction cost
for each bank activity, 1.e., Jlending cost, funds.

mobilization and general administration:

(2) to explain the differences and the composition of
transaction cost among commercial banks (KBs), private

development banks (PDBs), and rural banks (RBs).

Recognizing the need to continually introduce improvements
for the efficient functioniﬁg of the formal financial system as a
sector vital to economic growth, knowledge of banks’ transaction
cost 15 important. It can serve as a policy benchmark on
which future changes and 1morovements in the financial system can
be based. These may 1n turn induce banks to assume a wider role
in the whole financial process ensuring a stable flow of credit

to the rural sector.



.2, ORGANIZATION OF THE STUDY

Section II discusses the components of
detailed presentation of the methods and
estimating the transaction cost of banks and
the sources and limitations of data are given

Section IV presents the empirical findings

bank cost. A
procedures of

a description of

in Section III.

of the study.

Finally, Section V summarizes the results and discusses some

policy implications.



II. CONCEPTUAL ISSUES

A bank 1hcurs costs in the process of mobilizing and lending
funds. These costs may be grouped into three categofies; - First
is the interest cost paid to its depositors, or its inkerest
cost. Second, are the incidental expenses 1incurred  such as
insurance for its deposits, insurance premia for its Tloans, as
well .as fines and penalties. Finally, banks have administrative
costs:tsuCh‘ as the salaries and depreciation cost to bank

premises, furniture, fixtures, and equipments, etc.

These costs together with the 1interest cost ~of funds

determine the overa11‘oosts or total cost of intermediation for a

bank.
The bank’s transaction cost can be summarized as,
TCost = LCost + FCost + GCost + OCost
where,
TCost = transaction cost of the bank
LCost = 1lending cost
FCost = funds-mobilization cost
GCost = general administration cost
OCost = other operational costs, e.g. investments

1, COST OF FUNDS

The bank incurs financial expenses in the form of 1interest
payments paid to depositors. Similarly, the bank pays interest

on funds obtained from the Central Bank rediscounting window,



borrowings from other banks, and/or special 1lending programs.

These are the bank’s pure cost of funds or interest cost.
2. INCIDENTAL EXPENSES

.In its lending operations, the bank 1nqurs risk-related
costs for its loan delivery and recovery. These may at times
come in the form of guarantee fees or insurance premia applicable
to particular loans in the bank’s portfolio when it participates
with the special lending programs. These are necessary costs for
the banks as a form of additional security against defauits .or
bad debts. In addition, banks also incur costs {n the prov1s1oné
for bad debts, or loan default itself as well as litigation

expenses associated with the foreclosing on loan collateral.

The bank also 1incurs incidental expenses 1in 1its funds-
mobilization such as deposit  insurance, and the fines and
péna1ties paid by the bank when it cannot meet the reserve

requirements.
3. ADMINISTRATIVE COSTS

In pefforming its funds-mobilization and lending operations,
banks incur variable and fixed expenses. On the funds;
mobilization side, variable expenses correspond to the salaries
paid to personnel involved in the bank’s deposit-taking and
borrowing operations. Fixed costs associated with funds
- mobilization are its share of depreciation costs on buiiding}
fixtures and equipments used in the bank’s operation and oﬁhéf

overhead expenses.



Similarly, administrative expenses such as salaries for
personnel 1involved in loan processing, supervision, monitoring,
and collection activities are incurred in the bank's lending
operations. These also have their counterpart in the
depreciation costs of the building, fixtdres and equipment as

well as overhead expenses.

There are administrative costs of the bank which are clearly
identifiable in terms of costs to its lending operations and cost
to its deposit-mobilization activities. Where other costs cannot
be directly or specifically associated with any of the bank?s
major activities, then these are considered as general
administration costs whieh are incurred in other operations by
the bank. In the same manner as funds-mobilization and lending
costs, these include salaries for personnel involved in general
administrative work, and depfeciation cost for the building,
fixtures and equipments and other expenses related to such

operations.
4, OPPQRTUNITY COST OF FUNDS

Imputed costs of funds result from the opportunity cost of
funds locked in loans overdue. Similarly, opportunity costs may
be imputed by some banks due to the differences in the required
reserves for these banks. Computation may be based on the market
cost of funds applied to the total volume of funds under
consideration, However, this cost is not considered in this

study.



IIT. METHODS AND PROCEDURES

This section presents the methods and procedures used in
estimating the transaction cost of banks from the set of primary

. data.
1. TIME-ALLOCATION AND TRANSACTION COST

A table of time-allocation for the different functions in a
bank was completed by each bank staff. Each staff was asked
- to give, in percentages, the time allocated to each of the pre-
identified bank activities (Appendix 1). A correéponding
personné] compensation table was-completed vwith the monthly

salary for each bank staff.

From these 1initial data, estimation eof the values for
transaction cost for each bank is done by first, giving we1ghts
to Qbe”pércentage of time allocated by.each personnel by using
the fsa]ary of that_personne] from the personnel compensation
table (Table 1). This 1is done by multiplying the time

allocation of one personnel for the different bank activities

(Table 1-A) by his corresponding salary (Table 1-B).

In order to feduce the number of variables needed 1in pro-~
cessing the data, bank personnel or positions were grouped' into
classes having the same or simi]ar‘functions and were assigned
one'Qariab1e (Appendix 2). The Quide1ines followed are given' in

Appenhdix 3.

From the weighted percentages of time-allocation provided by

s

each bank personnel for the different bank functions, a horizon-



Tab]e 1

A. Time-Allocation Table

Bank Activity/

Bank Personnel

3. Teller - B 500

Functionx ‘ e — ———— e
Manager "Accountant Teller
A. Lending (1-10) _ 50% 70%
B. investments
C. Trust
D. Funds-Mobilization (1-5) 50% 30% - 100%
E. Gene. Administration |
Total: 100% 100% 100%
X
See Appendix 1 for breakdown.
B. Personnel Compensation Table
1. Manager - 21,000
2. Accountant g 700
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tal summation for each function across all bank personnel was
made. Using this weighted time-allocation for. each bank
activity, the percent share of each function was taken from the

total (Table 2-A).

Columns (1), (2), and (3) show the weighted time allocation
in pesos for the diffgrent positions. Summing up the weighted
time allocation for each bank activity across all %pank
personnel, this total is given in column (4). The percentageswin
column (5) -are then derived by taking the share of each:'bank

activity to the total as given in column (4).

" The resulting shares in percentages were used to allocate
personnel costs 1.e., salaries, and nén—pérsonne1 éosts, i.e.,
depreciation from the bank’s income and expense statements
(fab]e 2<B). For other expense items appearing in the income
and expense statements which are clearly identifiable with
specific bank activities, e.g., deposit insurance or guarantee
fees, these are immediately allocated to that particular bank
activity (Table 3). Column (1) gives the share of each bank
activity in the total expenses on personnel, i.e., salaries,
benefits, bonuses for each bank activity. 1In this case, column
(1, item A) is the share of the bank’'s lending operations in the
total expenses on bank personnel. In the same manner, the share
of each bank activity in the bank’s non-personnel expenses, i.e.,
depreciation, taxes are given in column (3). Column (2) is the
direct . allocation of costs specific of a bank activity. For

example, insurance premia is directly attributed to lending cost



Table 2

A. Weighted Time-Allocation Table

Bank Personnel Total
Bank Activity/ T T T e e e e

Function Manager Accountant Teller _

(1) (2) (3) (4) (5)
A. Lending B500 B490 R990 45%
B. Investment
C. Trust
D. Funds-Mobilization BR500 B210 BP500 R1210 55%
E. Gene. Administration
Total: B1000 R700 R500 R2200 100%

B. Bank’s Income and Expense Statements

A. Salaries and Wages (Personnel)
B. Depreciation/Other Operating Expenses
(Non—-Personnel)

1"
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Table 3

Transaction Cost

Bank - Personnel Cost Non-Personnel. Cost

Total
Activity/ 000 —emmmemso———ssmc——se——o——s Soossee
Function Exclusive Non-exclusive P %
(1) (2) (3) (4)_(5)_
A.Lending R insurance B A %
premia
B.Investment =] ﬁ‘ B %
C.Trust g . ] C %
D.Funds-Mobi. R deposit R D x
insurance
E.Gene.-Admi. B B E %
Transaction Cost = 100%

since these are costs related to lending. The sum of both

personnel and nhon=personnel costs for each bank activity 1is given

in column (4). The corresponding shares of each bank

from the total is given in column (5).

Thus, from the foregoing:

activity

Transaction Cost (TCost) = A+ B+ C+ D+ E.

where,
A is the total cost of lending by the bank;
B is the total cost for investment operations;
C is the total cost ﬂor trust operations;

D is the total cost fbr funds-mobiiization; and

E is the total cost for genera]_administration.
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The allocation or breakdownh of the transaction cost for each
major bank activity can then be derived by taking the shares of

these activities in total costs.
2. SQOURCES AND DESCRIPTION OF DATA

This study used a sample of 64 banks out of the total of 66
clasgified according to type. location, and class. Two of the
total number of banks did not give any information related to the
aspects which were considered in this study. Of this sample, 22
are rural banks, 17 are private development banks, and 25 are
commercial banks. A1l of the banks sampled are located outside
Metro-Manila or are considered as operating in a rural or sub-

urban setting (See Appendix 4).

Thé data . gathered were qualitative and quantitative
responses to the survey guestionnaire augmented by supporting
documents such as income statements, calance sheets, and job
descriptions. The data was from a single year from January to

December 1986.

Raw data were obtained on the time-allocation of each
personnel sfor the'different functions of a bank. Each bank
personné] was represented as everyone is made to respdnd to the
time—allocation table. The basic information obtained was the

percéntage of the time of each perscnnel allocated per function.
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3. LIMITATIONS OF THE DATA

Quantitative responses from the set of primary data
cp]]ected maybe partly qualitative in nature as these may depend
on the respondent’s interpretation of the question at hand and
the time-f}ame. This maybe particularly true where the
respondents were asked about the allocation of their time to the
different bank activities. Nevertheless, their responses maybe

considered as best estimates.

In addition, answer to such questions as loan as a
percentage of collateral, and number of repeat borrowers serviced
were based on best estimates by the respondent in - cases where

bank records were not readily available.

Lastly, data on bank expenses although T1ifted straight from
the banks’ income and expense statements, may not exactiy reflect
actual costs incurred for some bank activities. This is
particularly true for KBs and PDBs where Tloan processjng costs
may be' undervalued éinoé part of‘ activitﬁeé of pﬁocessing a
loan are done at the head office but these costs may .not be
proper1y. abcounted for by the branch. These might have produced

biased estimates.



15

IV. EMPIRICAL RESULTS

This section discusses several sets of resuTts. First; sub—:
section IV.1 provides an overview of the transactions costs and
the different composition of these costs among KBs, PDBs, and
RBs. The next sub-sections, IV.2 and IV.3, %ocus.on the 1lending
costs and funds-mob11izat10n costs, respective1y; among - the
different bank types. These sub-sections present the composition
of the costs of lending and funds—mobi1ization; two of the'_banks
major operations, and attempt to explain the differences in this

composition across the three bank types.

SUb—sections IV.4 and 1V.5 relate the costs of lending and
funds mobilization to the respective numbef and value of Tloans
and deposits, 1in order to determine the per unit cost of
providing these ‘services. The costs per lcan and per deposit
provide indication of the comparative advantage-of different bank

types in providing these services to their customers.
1, TOTAL TRANSACTION COST: A COMPARATIVE ANALYSIS

. Forty-nine of the 66 banks and bank branches in the sample
reported time-allocation tables and income statements. Of these
49 banks, 16 are rural banks, 14 are private development banks

and 19 are commercial banks.

Total transaction cost for the overall sample of forty

nine banks _coMbined are due primarily to funds-mobilization
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activities, 49.8% (see Table 4). Transactioﬁ cost associated
with lending operations account only for 27.9 percent of the
total. Bank activitieé related to administrative and general
services account for 20.9 percent of the total transaction cost,
while the rest corresponds to other bank operations such as

investment, 0.71 percent, and trust, 0.70 percent.

Transactions with bank depositors and clients represent
almost one-haif of the cecsts of funds-mobilization activities for
these banks. This indicates that an important proportion of bank
resources 1is allocated to raising funds from the public for
their operations. Activities rg]aped to transactions between
these banks and the Central Bank (CB) and other banks account
for onfy 2.1 percent of total transaction cost. The dis-
parity in these shares in costs Qndé}11nes the preference by
these banks to source their fynds from the public rather than
from other sources. However, the cost of mobilizing funds from

the Central Bank is not negligible, as is usually assumed.

In their 1lending operations, activities related to loan
nrocessing account for 8.5 percent.of total transaction cost.
A larger proportion (11.5%) of their costs is attributed to loan
recove?y efforts . The latter suggests a cautious attitude

towards * lending and the banks’ greater effort to recover funhds.

It is noteworthy‘that banks incur minimal costs in promoting
ite lending activities. This suggests that banks do not really
exert effort to attract prospective borrowers. Banks, on the

‘other hand, incur higher costs relative to their total
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Table 4. TRANSACTION COST
- (in thousand pesos)
AL BANKS 44 PhBs _ Ris
Pesos ) Pesps i Pesos i Pesps i
TOTAL LENDING COSYS: 2069447 7085 950533 1972 580150 3855 S780.68  AT.G3
Pianning & Prograsaing 1348,17 1.98 902,52 i.87 233.83 1,67 331.82 2.74
fds & Promo .33 .59 - -182.58 0.34 §35.45 0.83 th2, 10 1.34
Di sbur seaent 1054, 80 §.42 412,44 .86 286.98 2,95 355,51 .94
Unspecified 2884.99 .87 1128.10 2.4 477,85 4,84  1081.04 8,93
Loan Processing: A
Interview of Applitants 146,16 .22 $93.84 1.44 444,38 Ly 505,94 4,18
fredit Investigation 2356.23 317 H18h04 2.48 709,32 5.06 440,87 3.8l
Evaluation ¥ fnalysis 2303.38 L 27 2,55 382,44 .73 £93.7¢0 573
$307.760 8.49 3!69.15 5.4%  1538. 41 14,98 16480, 50 13,72
Loan Recovery:
Monitoring 1054.95 §.42 $41.08 L33 212.43 152 201.44 1,68
Collection 1525.89 2.6 518,33 1.08 560,98 4.00 447,60 378
Record-keeping/Report-nriting  2886.19 .88 1148.%4 .38 £80.99 .29 836,75 7.08
Hgt. of bad debis 3068.59 4,13 1480.9¢ 3.07 894.79 5,39 692.89 .77
8336.63 11,45 3788.86 7.86  7349.08  1B.19  1198.68  1B.14
INVESTNENTS 569.49 8.77 83,74 9.17 272.89 .1.9% 212,59 1.76
TRUST GPERATIONS : 522,7% 0. 70 402,09 0.83 112,18 .80 8.46 .07
TOTAL FUNDS-MORILIZATION COSTS: 37010.21  49.81 27240058 56,53 514621 3673 462295 38.19
Transactions with £8,other banks 2335.82 3.14  1330.52 2.60 274,40 1.95 810.90 8,70
Transactions with Depositors 17636.44 © 23,74 1422377 .51 250.75 16,07 1181.92 9.40
Record-keeping 8589.83 1156 A443.3% $5.37  1293.56 9.5 852,68 7.04
Funds-Transfer - 1529.49 .06 1098.31 2.28 355.90 2.58 73,48 0.62
Ads & Promo 2256.03 3,03 15876 3.22 380.58 2.72 316,79 2,482
Unspecified 4663.480 5,28 267477 5.54 586.75 4,19 1405,27  {1.8!
BENERAL ADNINISTRATION/SERVICES 15502.65  20.87 10954.44 2273 3077.32 20,97  1470.88 1215
TRANSACTIONS COSTS: 74299.23 100,00 4B184.s61 100,00  14010.1 100,00 12104.31 100,00

Source: Comparziive Bank Study,1987,
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transaction cost in its deposit mobilization . activities,
indicating that banks make a more serious effort in attracting
depositors than borrowers. This is shown by the relative shares
in total transaction cost of advertising. and promotions cost
specifié to loans (0.6%) agajnst advertising and promotions cost

-specific to deposits (3.0%).

. Among types of banks, transaction cost 6h the average are
highest among KBs, R2.5M, followed by boas, PiM, with RBs having
the lowest trénsaction cost, R.79M, (see TabTe 5)., There is a
greater dispersion 1in transaction cost amoﬁé KBs, followed by
PDBs then RBs. About 36.8 percent of the commercial banks
surveyed have transaction cost above B2.5M. Most PDBs and RBs
have transaction cost of B1M or less, respectively. This is to
be expected since KBs have bigger operations than Pst and RBs.
They have more pérsonne? allocated to providing various Servicés
to their clientele. A typical KB has on the average a staff of
22 with PDBs having 16 and RBs 16 including officers and
management personnel (Table 6). KBs_glsd have higher fixed
costs, i.e., depreciationlfor their bui]ding- and equibmenﬁs.
Another  important centributing factor is  the relatively
higher salary scale of KB personnel than ei1ther PDBs and RBs.

This only serves to underscore that the size of the bank ‘has a

bearing on the magnitude of its transaction cost.

when the composition of transaction cost is compared among
bank types (Table 4), it ié found, more than half (56.5%) of

transaction cost of KBs come from funds-mobilization, Only 19.7
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Table 5. COMPARATIVE TRANSACTION COST
(in thousand pesos)
KBs PiBs RBs KBs PDRs RBs
TRANSACTIONS i --- RoW ----
£ast - Nusber 1 Nusber 1 Number 1 TeTAL X 1 [
00 & less ¢ 0.00 Iona I 7 & 0.0 50,00 50,00
1000 & less { 5.26 & 42,86 8 50.00 13 6.67 40.0¢ 53,33
1300 & less ! 3,28 2 W 5328 8 1250 25,00 52,50
2000 & less i 2105 2 Uy ¢ 0.00 & 8667 FTI 0. 00
2500 & less & 3158 9 0.00 g 6.00 - & 100,00 0.00 ¢.00
' 2500+ 7 384 $ 7.4 it 0.00 8 8.%0 12,% .00
T0TAL: 19 100 14 100 18 100
ANG: 2536,432 1000,724 798.582
sD: 1020,332 £40,038 345,788
VAR: 1041078 409649 - 119569

Source : Comparative Bank Study,1987.
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Bote: P - strictly funds-telated activities
L - strictly loans-related activities

PCode® - gee personnel classification code for description (Appendix 2).

Source : Comparative Bank Study,1987.

Table 6. PERSONNEE DISTRIBUTION
s 1 Rbs Bs M I
: ' Rov
PCode*  Inder Mamber 3 Fenber % Besber ¥ Toetal 3fotal H ] 1

1 0 0.00 5§ 1.9 12 L3 n L9 0.00 29.40  70.%9

2 0 0.00 5 1.9 10 3.6 15 138 000 3.3 6.6

j 0 0.00 w9 5 18.25 0 645 0.00 28,57 M.

. 0 0.00 5 1.9 12 W38 1n 1.9 6,00 20.M  70.59

5 [ % 16 6.3 6 5.8 56 5.6 42,86 2857 8.5

b 1 3.0§ 5 1.9 ) 1.46 6 2.40 65.38 1923 15.38

1 T 5 59 010,98 1 666 350 2088 U@

8 17 3.08 1 KT 0 1.3 55 500 W9 N 3636

9 L § 0% (1 § 219 LS We B2 By

W r 121 21,68 RN 12 Wi 166 15,30  72.89 19.88 1.2

" r % 5.0 T 040 ! un o086 9032 XA 648

12 ¢ 6 1.2 830 16 5.8 100 922  63.00 21,00 16,00

13 ¢ T 9 3.5 0 0.00 ¥ NN . nar o 0.0

i L W 358 1 6.3 A 1.66 51 5.5 3509  28.07  36.M

5 L 115 13 i S (S N || 39 3% 0 Nn 5.9

1 L 0 0.00 1 0.40 5 15 .38 0.00 6.67 9333

n ¢ 119 IO ¢ 0.0 i 129 857 M4 0.00

18 2 0.3 {040 5§ 1.8 8 0% 2500 12,50 62.50

19 17 3% 8 189 19 69 NS .58 7265 19.59 1.6

0 L 2 0.3 ¢ 15 5 1.8 1101 1818 3636 45.45

4] L 0 0.00 5 1.9 ¢ 1.46 9 0.83 0.00 55.56  Ak.b4

2 0 0.00 0 0.00 1 0.3 (K 0.00  0.00 100.00

B L 0 0.00 0,40 0 0.00 0.0 0.00 100,00 0.0

% {01 ! un 0.3 & 0.7 2500 50,00 25.00

% 6 1.08 0 0.00 0 0.00 6 055 10000 000 0.00

2% 0 0.00 0 0.00 0 0.00 0 0.00 0.00 0.0 0.0

- T0TAL: 558 100.00 553 100.00 74 100.00 1085 -100.00
AVG: 2 16 16
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percent of their transaction cost comes from lending operations.
RBs, on the other hand, have a greater bulk of their transaction .
cost 1in lending, 47.8 percent, against only 38.2 percent for
their funds-mobilization activities. PDBs have almost the same
transaction cost for its lending operations, 38.6 percent, and
deposit mobilization activities, 36.8 percent. Kés being only
a part of a nationwide bank network act as collecting stations by
mobilizing and raising funds for theif head offices (see
"Relampagos [1988]). Obviously, the emphasis is to generate as
much funds from the pubiic for their head offices. 1In contrast,
RBs being unit banks perform a fu11y‘dua1 operation of funds
mobilization and 1endingvoperations with emphasis on the Tlatter.
Furthermore, RBs rely more heavily, than KBs or PDBs, on funds
from the Central Bank’s rediscounting window and from special
lending programs. This is shownh by a bigger percentage of KBs
traﬁsaction cost coming from acti?ities related to dealings with
bank depositors and clients, 29.5 percent, against RBs 9.6
percent only. On’the other hand, RBs have a higher percentage of
their transaction cost in activities dealing with the CB, 6;7
perceﬁt, compared to KBs only 2.6 percent. PDBs like KBs, incur
substantially more costs on deposit-mobilization from the pub]iq

than in obtaining rediscounted funds from the Central Bank.

The above finaing is further supported by the percentage of
time—allocation of personnel of the different bank types between
funds-mobilization and lending activities (see Table 7). About
60 percent of total personnel time by KBs are devoted to .funds-

mobilization against only 15.6 percent for lending operations.
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Table 7. PERSONNEL TIME~ALLOCATION

(percentage)
ALL BAMES Ik s ik
weighted weighted  weighted veighted
shates It st shares It fst  shares it st shares !_ct st

TOTAL LENOTNG: nis 3.9 fo0 HNY 1557 100 175612.0 .17 100 2263725 St.N 160

Plannizg & Progrannisg 58014.60 1.9 LM 3508483 .15 1,22 9039.119 - 46 515 1309065 2,99 S.78

Ads § Promo _ 19330.42  0.66 2,68 1661925  0.37 240 S5109.205 0.9 291 6567.229 1.50 2.9

Interview of Applicants 03090.10 212 .88 28031.9 136 10 16099.06 3,10 917 t9159.46 452 4.1

Credit Investigation OoNuwe.e .56 10.70 39664.30 .93 1280 123,77 LM 10,09 1985255 456 A7

Bvaluation & Amalysis 82047, 54 9 IR K Y G2082.92  2.05 1315 1963092 2. 6.62 7.6 658 M

Ditbursement : 556,97 15 603 1634157 0.80  S.11 12734.60 245 .25 fR480.68 3.3 640
. Honitoriag 3%58.63 1.3 5.47 62150 1,20 1.0 - 7699,025 1.4 438 1M38.100 1.6  3L1§

Collection 61279.30  2.03 . 849 6.1 1.06 678 M1 419 4240 17822.00 O 1M

Record-keeping/Report-sriting  111525.2 .70 ~ '15.45 352,50 206 13,87 32107.63 617 18.28° 3%065.06 801 15,49

Ngt, of bad debts 50836.83 169 T.06 . WI32.47  0.69 G2 1637238 315 932 2033197 &5 8.

Uaspecified 114010.9 379 15.80 4537900  2.21 1619 2532210 487 hA2 A3I10.06 9.9 19.%4

TIVESTMBITE 18661.81 0.62 $AS 016 V 1687.65 l.i‘ 1684.049 1.5

TRUST OPERATIONS 1. 061 13311,  0.65 V.55 0.9 2719.5498 0.06‘

T0TAL PONDS-MOBILIZATION 1’51807, 5.9 100 mzm; §9.53 100 210675.1 0.5 100 143539 92.99 100

Transactions with CB,other banks 108687.6  3.61 4.8 00356 LW 579 1305879 .66 650 2408531  5.50 16,6

Transactions with Depositors 7377883 .50 4676 607130.7  29.56  A9.65 95340.32  18.33  45.25 ISAMLA1 . 007 2.4

Record-keeping mm.s 1.3 1.9 200563.4 1615 23,76 53091.58  10.21  25.20 27629.61 6.3 9.0

Pends-Transfer 79859.79 .65 5.06 65379.52 348 5.35 1185043  2.28 5.6 2629.035  0.60  1.82

Ads & Promo 1013674 331 642 15365.49  3.67 606 16769.72 3.2 1,96 . 922,212 11 638
. Unspecified . ' 118568.3 5,93 11.%2 113568 5.3  9.29 19519.62 325 9.2 MMM 10.39 3184

ORNERAL ABRINISTRATION/SERVICES 675018.1  22.44 .0 24,09 1213%0.5 23.33 58910.52 13,46

Srand TOTAL 3011638, 100.00 2053991, . 100 520093.0 100 £37554.5 100

fote: gt - grand total
st: sub-total

Soarce : Gum_atlu Bask Stady, 1987,
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In contfast, RBs have only 33.0 percent of total personnel time
in-tfunds-mobi1ization but 51.7 percent of total personnel time
in lending operations. PDés also have a greater portion of .
their personne] time allocated to funds-mobijization (40.5%) fhan

to lending operations (33.8%).

In terms of personnel distribution (see Table 6), KBs have
moré of their total personnel in funds—mob{1ization activities,
44 .2 percent, and only 7.0 percent 1in lending activities.
But RBs have bn1y 11.0 perdent of their personnel involved ih’
funds—mobi1fzat10n activifies against‘V23§4 percent of their

personnel in lending operations.

In summary, RBs concentrate more in tHeir lending activities
compared to KBs. This is supported by RBs’ personnei time
a1106étion and distributioh in favor of their ]endiné
operations. PDBé have a more ba1anced operations between' funds-
mobilization and lending operatiops as evidenced by their equal
share in costs between these two operations. For KBs and PDBs,
their lending operations and activities are shared with_the- head
officeé to the extent that théy are.given only a certain level of
amount of authority in 1endin§ béyond which oh}y their regional
or head offices already assume the decision. RBs are unit banks
performing both funds-mobilization and lending perhaps with a
strong emphasis on thevlatter. This is explained by the role of
RBs as conduits, and' to some extent PDBs, for .the various

. special-lending programs of the Central Bank.
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2, TRANSACTION COST OF LENDING

The transaction cost of lending by a bank may be decomposed
into two major components: loan processing cost and loan
recovery cost. Considering the composition of the total Tending
costs (see Table 8) of the 49 banks in the sample about
41,3 percent of 1eﬁddng cost comes mainly from loan recovefy
eﬁfofts such as mohitoring .of loans, collection, récord—
keeping and management of bad debts. Loan processing activities
from interview of c¢redit applicants, credit investigation,
evaluation and ana]ysis. and Tloan disbursehent account for

30.5 percent of total Tlending costs.

- By bank types, the contribution of Toan preccessing
activities to total lending cosf is 28.5 percent for PDBs and
28.7 percent for RBs, noting almost no difference in their loan
processing costs in relation to their total lending costs. Oon
the other hand, about 32.7 percent of KBs’ lending costs are
accounted for by loan processing activities. This contrast
indicates that KBs devote more resources to loan processing

before approval and disbursement.

It is important to note, however, that despite RBs and PDBs
having the same loan processing costs relative to their
total lending cost, there is a difference in their costs arising
from credit investigation and evaluation/analysis of loans.
Compareq to RBs, KBs and PDBs have their 1loan processing costs
accounted more by credit investigation, 12.5 percent for KBs

-and 13.1 percent from PDBs, against only 8.0 percent = for
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Table 8. LENDING COSTS
(in thousand pesos)

ALL BANKS KBs PDRs f/Bs

Pesos 1  Pesos % Pesos H  Pesos %

TOTAL LENDING COSTS:. 20694.47 100,00 9503.33  100.00  5801.50 160.00  5789.84  100.00

. Planning & Prograssing 1468.17 7,09 902,52 9.50 233.83 4.33 334,82 573

* Ads & Proso _ 440,33 .13 162.58 .7 115,63 2.14 162,10 2.80

Disburzesent 1054, 60 3. 10 412.14 4,34 285,98 5.3 355,51 6.14

Unspecified 2886.99 13.9%  1128.40 41,87 877.85 12,55 1081,04 . 1B.47
Loan Processing: _ :

Intervien of Applicants 1546, 16 7.95 $93.84 7.3 444,38 8.26  505.94 8.74

Credit Investigation 2336, 23 11.39 1186.04 12,48 709.32 13,13 450,87 7.9

Evaluation & dnalysis 23035, 38 11,14 1229.27 12.94 382.41 7.08 i-3.70 11,98

8307.76 30,48 I109.4% 3272 1538.11 28,48 1860.50  28.48

Loan Recovery:

Monitoring 1054.95 510 841,08 6,78 212,43 L% 201.44 3,48
Collection $526.89 7.38 318,33 5,45 0.96  10.39 447,60 7.73
Record-keeping/Report-Writing 2886.19  13.95  1148.54 12,09 880,90 16,34 856.75  14.80
Hot. of bad debts 3068.59 14,83  1480.91  15.58 894,79 16,57 692.8% 41,97

8uis.63 4125 3788.86  39.87  2549.08  47.19  2198.48  37.98

Source 3 Cosparative B