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ABSTRACT

The government of the Philippines has long 1implemented
policies to reduce the urban bias of the financial syBtem and
expand financial %services i1nto rural areas Much of the effort
during the past couple of decades was focusked on expanding
agricul tural lending The performance of the banking kystem 1in
mobilizing rural deposits, however, 15 a better indication of the
extent to which viable banking Bservices have penetrated rural
areas This paper reviews trends 1n rural banking during the
past téen years with an empha%1is on deposit mobilization Data on
rural 1ncome, expansion of the rural banking network and costs
of alternative funds are prebented az key determinants of rural
deposits The rebults 5how a Steady increase in rural deposith
throughout the period, but the proportion of total rural to urban
depok1ts reveals only a s5mall increase Rural 1loan3 exceeded
rural depositr through 1983 but, due to a decline 1n rural
lending, beginning in 1984 deposit3 exceeded 1loans 1indicating
that the urban to rural flow of funds had been reversed The
urban deposit to GDP ratio ha% been roughly ten times larger than
the rural ratio (6 8 compared to # ©28) suggerting a Bubbktantial
scope for rural deposit mobilization Surprisingly during the
post 1981 decline in GDP per capita, the urban deposit to GDP
ratio fell while the rural ratio remained conitant and even rose
in 1986 Thik suggesth that rural depositors held a larger hhare
of assets 1n a financial form during the recelB5ionary period of

the 19803 than during the growth period of the 19765
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WWRAL DEPOSIT MOBILIZATION IN THE PHILIPPINES,
1977 - 1986*

by

Rhenee Blanco and Richard L Meyer#**

INTRODUCTION

Government attempts to develop rural financial markethk
(RFM5) 1n the Philippines began in the early 19¢9%, apparently ab
a corrective rebBponbe to the urban orientation of the c¢colonial
private banking b5ystem (Lamberte and Laim, 1987) The 1long
history of RFM development includeb a *eries of governmen t=
initrated fainancial inktitution3, some of which exiht today,
while others have been dissolved and their functions abkorbed by
other, newly created, 1institutions A 1n many low 1ncome

countriey, Bkeveral government financial 1nstitutions underwent

*Paper prebented during the ACPC=-PIDS-0SU kponhored heminar-
workshop om "Financial 1Intermediation 1n the Rural Sector
Research Rekults and Policy Is3ues” held on 26-27 September 1988
at the Cuaderno Hall, Central Bank of the Phalippineh The
project wab coordinated by Dr Mario B Lamberte (PIDS) and Dr
V Bruce J Tolentino (ACPC)

**Rebpectively, Ph D (Candidate) and Professor, Ohio State
University (O8U)

The views 1n thi%s %tudy are those of the authorks and do not
necebkbarily reflect those of the Institute
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"institutional recycling”™, the procesk of capitalizing highly
 bubkidized agricultural lending inktitutions which eventually go
bankrupt, renaming them and/or merging them with another inktitu-
‘tion provided with fresh capital for the rebumption of operationi

(Meyer, 1985).

A major turning peoint in the approach fo RFM development in
the Philippines occﬁrred in the 195065 when rural private
entrepreneurs were encouraged to enter banking throhgh government
incentives provided for the creation of Rural Banks and private
development banks. Through the 605 and 705, a target walb purbued
of one rural bank for each municipality.> A5 part of government
éffortb to increake food production in the early 76%, - thiks
network wab utilized in the expanbioﬁ of rural lending ubing

governmenf and external funds.

Ultimately, however, the ehtablishment of banking inhstitu-
tions in rural areas and their uke ak channell for government and‘
donor funds does not necebbarily indicate progresis in the
reduction of thé urban bias of financial development. Ak the
phenomenon of institutional recycling indicates, certain bhort-
comings, in this approaéh to RfM development frustratéd the
efforts to increake the access of the rural population' to a

‘Bustained, dependable flow of financial bervices.

The urban biak of financial development, 1i.e., the con-
centration of banking offices and financial services in urban

areak that occurb in many low income countrieh, mubt be viewed in
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conjunction, with the overall urban blas of economic development
(Gonzalez-Vega and Camacho, 1988) Governmental bubsidization of
the cokt of building up the rural bahking network may hardly
compensate for the bmall Bhare the rural kector receives of other
publaic 1nves tments Becaube of the abskence of rural
infraktructure and the wide geographical dibpersion of economic
units, transaction costhb tend to be high in rural areak for both
banks and their clientele 50 the development of the financial

bytem 15 conbtrained

Thub, tranbBaction cost-reducing innovations, including the
realization of 3scope economies by financial inbtitutions 18
crucial to the process of generating the expected payoffs from
governmental subsidies Unfor tunately, the Bchemes adopted
during the firbt half of the 19703 emphatized the role of the
rural fainancial intitutionb as conduits of kubsidized funds to
agricul ture Az government targeted loank grew 1n i1mportance 1in
the portfolios of theSe inbtitutions, i1ntermedirated funds in the

liability 51de of their balance sheets deciined correipondingly.

Rather than develop true financial 1intermediarie: that
realize gcope economies by offering an increabBing range of
financial service%, a dualibtic Ltructure of rural-based banking
institutionk emerged under the regime of subsidized credat On
one hand, government and quabi-government bank3s and bubkidized
Rural Bankb emerged primarily as lenders 1in rural areas on the

A

other hand, private commercial and bavingk bank branches emerged

a5 net borrowers, 1 e , they generated more depobits than they
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lent to, the community (PBAC-UPBRF, 1981). When the prebence .of
more ptofitable lendiqg oppor tunitiek in prbah areah‘cauBeh- the
rural to urban flow of funds, then the urban biak.. of overall
economic development accentuates the biab of financial  develop-
ment (ak dibcubsed by Gonzalez-~Vega and Camacho). \ Fur thermore,
the c¢riticibmd fregquently made about bpecialized agricultural
lenders, ebpecially government-owned inbtitutionb, alko applies.
Not only do theke institutions fail to realize cobt .reductionb
through the 5imul taneoub provision of lending and deposit
Serviées, but they albo forego opportunitiebs 'to develop the
Bkillk of bank managemént in matching and Bynthonizing resource
inflows 'with credit traﬁbactions and to involve’ the depobiting
community abk an additional source of preissure for bank accoun;,

tability (Bourne and Graham, 1984),.

To obtain a better perlhpective of the impact of governmént-
intervention to reduce the urban biak of financial development in
the Philippineﬁ; therefore, it ibvimportant'to examine depobit
mobilization performance, The progrebls made in rural deposit
mobilization ik alkey indicator of the exfent to which financial
bervices have effectively penetrated rural areak., It alko
indicates the progress made in the development of genuine
financial intermediariels, including the bucceks of formai
financial inbtitutions in . gaining the confidenﬁé of rural
dwellerk, .reducing the cobts of financial bervices, and providing
more debirable alternatives to traditional financial arrangements

Buch as direct finance (a5 exemplified by informal moneylending)
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and bkelf-finance Fur thermore, the number of clients kerved by
depo%it facilities 1n a bank 15 ubBually several times the number

that get loans

The objective of this paper, then, 15 to document and
describe rural depohit mobilizagtion in the Philippines 1n 1light
of recent government attempti to reduce the urban biak of
financial development The period covered in thil analysis 135
1977-1986, a particularly intere.ting period to Btudy rural
financial developments The mid 19765 reprebented the high point
of governmental concern for rural finance, eLpecially for farm
loan+ typified by Masagana 99 and other Lpecial loan programs
Thir period alko includes the downturn of the economy 1n the
19863 and the related contraction of financial kervices, the
extreme financial stre' . experienced by many financial 1nbtitu-
tions, and the political turmoil and eventual change 1n govern-
ment These developments provoked uncertainty about finance 1in
general and could be expected to have a negative impact on rural

finance aks well

The 1977-1986 per.vu 15 ars0 one 1n which published data can
be used to try to distinguish rural from urban banking opera=~
tions, but 1important limitations must be kept in mind The
National Capital Region (NCR) 15 defined here ak the “"urban"
area, while the rest of the country 15 considered "rural" The
official Philippine definition of "urban" 1includes regional
centerk, chartered cities and other municipalities outBide of the

NCR, but the available financial data cannot be dibaggregated to
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this 1level This implies, therefore, an upward bias 1n some
measures attributed to rural areab buch abs deposits and mumber of

banking offices

Another problem 15 that the published data apparently
include, but do not dibtinguish, inter-bank/inter-brranch/head
office=-to=-branch tran"actlonbl/ 1deally, the*e transactions
should be analyzed “eparately because, during periods of Substan-
tial vyield differentials between depobit in®ttrument} of varyina
denomination~, bkmall retail depobit i1nstitutions 1in rural areas
may take advantage of arbitrage oppor tunities by making depobit
placements with larger banks A placement by a rural banking
office with, say, a commercial bank branch in a neighboring rural
town would double~count deposits 1n favor of rural areas, while a
placement with a bank 1in the NCR would credit both rural and
urban depos1ts In the case of loant, the 1location of the
banking office that books the loan 1! not necebbarily the
locality where the proceeds are wutilized Large enterpriies

ljocated 1n the hinterland may have their credit operationbs

1/

~ The Central PBank of the Philippines  periodically
(annually, 5semebtral, quarterly) publikhebt the Regional Profile
of Bankb at a bupplement to the Factbook Philippine Financial
System Asi1de from the number of banking offices, by type of
bank 1n each region, belected balance sheet 1tem’ (asheth, loanb,
depos1ts) and - beginning 1in 1983 = i1ncome statement 1tems are
repor ted Hence, the basi' of the meaburebL used here are end-of-
guar ter loans outstanding Depos1ts 1nclude demand, kavings,
time, NOW (Negotiable Orders of Withdrawal) and truit accountjs
The origin (houkeholds, firms/organizations, government, other
banks) of depobits 15 not dibtinguished, and the data series do
not 1ndicate how the balance sheet 1tems of foreign banks angd
overseak branchet of domestic bankks are reported




7

headquar tered in Manila Thub the rural=urban distinction of
banking Bervices uhed here must be interpreted ak only a general
indication of comparative financial development and performance

of rural relative to urban areabs

The next bBection of the paper contains a brief review of the
key determinants of rural depokit performance Section three
describes those aspectt of the Philippine rural economy that
could have been moLt important in 1nfluencing rural depo 1t
mobilization performance during the 3tudy period rural 1income,
accebsibility of bhanking offices, and the relative attractivenety
depobit instruments considering inflation and the availability of
alternative bourceb of funds for rural depokitory 1inStituiion’s
Rural depoklt performance 1 analyzed 1in 5section four, and

Lection five concluder the paper

DETERMINANTS OF RURAL DEPOSIT PERFORMANCE

The factors conkidered important 1n determining rural
deposit+ may be ubefully categorized into the following (1)
thoe that determine the 5cope of opportunities for financial
asLbet holding. (2) thobe that influence the 1incentives for
bavers and (3) those in-titutional factor:, that 1impinge on
oppor tun1 ties and i1ncentives to bave The availability of data
conktrains the analyhbis to the factor® of 1income, accest and

avallability of alternative bource of fund*



In a monetized economy, houbeholds are expected to demand
depo%ité ab part of their efforth to create a balanced portfolio
of abkheths. Ak incomes rise, a larger proportion vof household
abheths is‘expécted to be held in a financial form to facilitate
the larger volume of trankactionbk undertaken by thev houkehold.
Moré impor tantly, Ehe nonsynchronization of income and expendi=~
ture flows provide the baéis fbr holding financial akbkets in
- order to' manage - conksumption pbsbibilities optimally through
timegf. At a given level of income, the incentive’ to hold a
growing proportion of wealth in a financial form are conditionéd
by the relative ribks and returns of financial askets, which may
be implicit or explicit, pecuniary or otherwike. 1In thik regar&,
factors buch as inflation and the trankaction cokth ashociated
with, say, a savings account caﬁ bé viewed ah neégatively related
to the demand fdr depokits bince they tend to reducé the real
returns of the abbet. The accessibility of a banking office to
the houkehold 1is relevant for at leabt two reakonk: firsf, in
éffering deposit bservices to the community, the houkehold's
oppor tunity Bet i5 broadened in that the option to save/hold
financial akbeths i5 made available; and secondly, when accek«
3ibility improves convenience and reduces the rebkources expended

in cdnducting'bank transactions the incentive to kave with = the

bank ik increabed,

2
“See Niehans for a dikcubhion on the utility maximization
based model of demand for financial abbketh.
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Thuk, tranbaction cobts can be expected to play a crucial
role 1n influencing the rural household's demdnd for financial
berviceb Conceivably there 1s bome threkhold level of tranbac-
tion cobsts at which 1t becomeb beneficial for even a low income
household to convert part of 1ths cakh and/or commodity btockk

into bank deposits

The motivation of banking institutionb to supply deposit
service’: 15 influenced by the availability of profitable oppor-
tunities to invelt depoLiths, and the availability and cokt of
alternative rourcet of funds Governmental policies and
regulations that aimpact the nature, compokition and kize of a
financial 1nbt1tut1§?'B abtetr and liabilities will bshape 1th

profit oppor tunities They will alro influence the return net

of tranbaction co! t+ that savers earn on their deposited funds

Kural_lncome

The rural %ector 1% the most dominant *ector in the Philaip-
pine economy in terms of 1t bBhare of total output and population
(Table 1) A+ expected, much of the output in rural areas 1k
agricul tural wherea* the wurban output 1ib entirely non-
agricul tural, Compared to the urban bector, aggregate rural
income flows are 1larger and probably are characterized by
relatively more seabonality and variability aBbociated with
monsoon agricul ture Thit GLituation 1mplies that an the

37

The 1impact of requlation on the depokbitory firm in a

profit-maximization framework 1* extenkively analyzed in
Spellman
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aggregate there bhould be greater rural demand for financial
oppor tunitieb to manage production and conbumption uncertaintieb
through time, along with posbibilitiek for capital accumulation
that might facilitate 1investments for better production and

income rikk management

Cn the other hand, rural income 1 much lower than urban
income 1n  per capilta terms Rural per capita GDP during the
1977-1986 period wa* about 30=35 percent of urban per capita GDP,
and thi% 13 a reflection of the urban bia“ of economic develop=
ment Low 1income’ could repre*ent a serious constraint to the
rural household’s oppor tunity for financial a tet holding, but
the heterogeneity of households provides Bhcope for financial
intermediation In particular, the cath flow patterns of some
households are ar~ynchronous a5 a retult of differencels 1in
cropping patterns, enterprile combinations, procurement and
marke ting btrategies, consumption patterns and family life cycleds

(Meyer and Alicbusan, 1984)

Banking Offices 1n Rural Areab

There were about 2,580 banking offices i1n rural areals iin
1986, comprising 70 percent of the nation's banking network
(Table 2) While this number wa's a 27 percent i1ncreate over the
1977 figure, urban branches grew even more rapidly ko that the
propor tion of banking offices bBerving rural areas actually fell

from 1977 to 1986
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The urban orientation of the banking bybtem 15 ®&ven more
pronounced in the bank den.ity ratios which meabure the nudmber of
inhabitants per banking office At the peak number of banking
officek, the density ratlio in urban areaks reached 5,560 1in-
habitants per banking office in 1983 while the lowest ratio 1n
rural areab was achieved at 17,100 per banking office 1in 1980
Wwhile there were improvements 1n rural access to banking offices
during thir period, thekse gaink have been temporary Throughout
thiL period, the rural bank density ratio wals more than twice the
urban bank den 1ty ratio, and by 1986 wak about the bame level ak

1t wab a decade earlier

Fur thermore, the bank density ratio tends to mask the
Leverity of the problem of lack of access to rural banking
facilities In 1983, when the rural denbity ratio wabL low, over
A percent of the rural municipa,lities did not have a *ingle
banking office (Table 3) The bcarcity of, banking offices varied
from region to region with the extreme cases found moktly in the
Mindanao Regionb ~ the farthe.t from Metro Manila The data 1n
Table 3 Suggebt a trend i1n recent years from multi-bank municipa-=-
litie~ to one=bank municipalltieh, and from one-bank municip-

alitish to unbanked municipalltie’s

The bLteady 1ncrease in number of rural banking officeh up to
1983 and the decline thereafter *“uggest:s that bankk encountered
problems 1in subtaining viable rural operations during the period

of economic downturn Some rural bankt closed when Central Bank
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redibcount facilities were Bubpended in 1984 and other:s operated

at 1mpaired levells

Government efforts to develop the rural financial bystem
have been buccebsful i1n promoting a diversity of banking inbtitu-
tionk Numerically, Rural Bank:s (RB5) predominate 1n rural areab
followed by commercial bank (KBb) branches (Table 4) Other
types of banking inktitutiont found in rural areak are private
development banks (PDBk), htock bBavings and 1loan a.s0cCi1ations
(SSLAL), bavings and mor tgage bank (SMBs) branchet and 5peciral-
1zed government bank branchek (SGBB) Prior to the 1980 banking
reforms, RBb5, PDBS5 and SSLAB were not authorized to engage 1n
branch banking 50 that mo<t of their officey by definition are
head offices However, the head offices of most KBs, SMBs, and

SGBs are located i1n urban areas

The Relative Attractivenebs of Depobkit Inktrumenths

Rural 1inflation rateb have been somewhat lower than urban
inflation 1n beveral recent years but higher during periods of
rapidly ris5ing prices 5Such ab 1n 1973 and 1984 (Table 5 and
Figure 1) TRe disincentive effects of inflation on financial
development were mobt L“evere during the period of intereht rate
ceilings prior to 1981 when real depokit rate® tended to be
negative (Table 6) Depos1tors experienced negative real rateb
of return on their bank depokits during the latter part of the
19765 and only began to receive pobitive returnt after 1interekt

rate requlationt were relaxed
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The bupply of deposit bervices offered by banking 1inbktitu-
tions ik i1nfluenced by the cobtk and rikbkk of depoBits compared
to other bourceb of funds Central Bank funds via the redibcount
window have been an important source of resources to banks for
making agricultural loanb, ebpecially for Rural Bankb Redis-
count funds were frequently available at interekt rates lower
than deposit rates prior to the adoption of the MRR-babed Central
Bank lending system, but also had the additional advantage of
maturing co=-terminously with the loan paper In effect, the ube
of the rediscount window minimized a bank's problem of matching
the maturitie’s of depobits with loanks and eased the prebbures of
re.erve management compared to the typical abset transformation
si1tuation whereby the depobitory inbtitution finances fixed=-term
a~get’ (such abk loank) with variable=term fundhk (bkuch .ak loank)
with variable=term funds (buch ak savings depokits withdrawable

on demand)

Avallable data on rediiscount availments buggest that the
Central Rank funded 36 to 48 percent of agricultural loans up to
1983, but sharply restricted the availability of funds beginning
in 1984 (Table 7) Rural Bankk were eWpecially heavy userts of
thebe fund* which represented 6@ to 7@ percent of their agricul-
tural loans In 1984, however, the share fell to 35 percent The
avallability of these funds 1' one of the reasonk that RBE have
lebs than 10 percent of total rural deposits despite thear
numerical preponderance 1n rural areas (Table 8) There are

indications that 33ome Rural Bankbt are now more aggressively
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purbuing depokit mobilization:at a means to generate the - fundh

previously obtained from the Central Bank.

RURAL DEPOSIT MOBILIZATION PERFORMANCE

The analysib diécubbed in the previouks héction Bhowed that
for the 1977-1986 pericd, comp;red to_urbah areas, the rurai
areas in the Philippinés represenfed the largeit Bhéré of GDP and
population, and the largest number of banklng offices, but a
Bparher. bank den ity ratio and over 4¢ percent_ df the rur&l
mﬁnicipalitie% had-no bank officéfat all. Efforts to increa“e
access to rural banklng facilities ebssentially falled durlng thibs
perlod uah shown by the recent decrea%e in rural banklng offices
and an increase in the bank den31ty ratio. Thls occurred in
5pite of-'the large potential demand for financial &servicek in.

rural areab This bection reviews heveral akpects of rural

deposit behavior during thik period,

The data in Table 9 show four dimensions of financial
deepening for the rural bkector ahd the entire country. 1In bpite
of haviﬁg 70 percent of the banking offices, the rural areak
represented lekh than. 20 percent of total bank abbets and .a
declining bhare of bank loank averaging about 2¢ percent for _ the
1977 -86 period. Rural depokits, on the other hand, Ltarted the
period with 26 percent of total depokits; thik bhare fell to 21
percent iﬁ 198@, then Steadily‘rose to 31 percent by 1986. Théée
.data kuggekt two implicatidnb. First, the relation between hare

of “banking offices and share of bank akkets éuggeétﬁ that rural
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officeb are comparatively bmall in terms-of asseths. Second, the
relation between rural deposiths and rural loank -bwitched -during
the period.: Through 1983, total rural 1loans exceeding rural
depobits implying an urban to rural trankfer of fundt. -From.1984
onward, however, 'rural-depobkiths exceeded rural loank buggesting a
reversal in-the direction of flow of funds. Thiks change occurfed
because rural deposith Bteadily rose during the'entiré period fin
bpite of the decline in banking offices), while total bank loank

peaked in 1984,

The relation between growth rate of real GDP, bank deposith
and loanb wals analyzed and reported in Table 14. The overall
period is broken into two hubperiods divided at 1981 becauke the
completion of interestvrate deregulation on deposit inktruments
occurred in that year. Two dibtinct patternk 'emerged.. During
_the first period, the growth rates in GDP, depoksits and 1loank
were all pogitive with the urban rates being -relatively higher
than the rural rates. Urban_debositg and loank grew at rates. of
aboutv 12 percené, almost double the rates experienced in rural
areas. During the 3econd period, all theke growth rates were
hegative in both areas but there were important.differences. The
rafe of decline in deposits wak slower but the decline in loank
was much fabter in'rural areas than in urban éreas, thereby
causing the rural to urban transfer of funds. One explanation
may be tﬁat the banking Beptor may have felt compelledlto try to
sustain lending oPerafionb with preferred urban clients im . the

face of falling urban depdsits even if it meant restricfing‘rural
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loans. Al ternatively, the econamic downturn may have caubed a
more rapid decline iﬁ rural loan demand than occurred in = urban
areas. Fur thermore, during paré of this period, the interekt
rate paid on government certificateb wab very high Bo it ik
repor ted that bome bankb bshifted part of their ﬁortfolio out of
loanis into thebe certificates, A more detailed ahalyhis of
lending operations i needed to bort out this ikssue. On the
aepobit 3ide, it i5 clear that compared to urban areal rural
deposits did not grow ab quickly in the probperity of the '197ns

nor did they decline as quickly in the recebsion of the 1989i.

The two additional financial deepening measureévof loan:GDP
and depobit:GDP ratiok are presented in Table 11. These data
show that the financial deepening that occurred in the early part
df the éefiod wab a temporary and unsuktained development. The
urban loan:GDP ratio generally increased from 1977 to 1983
indicating that over time the urban area utilized a relatively
larger amount of loans to generate a unit of gconomic ocutput.
buring the same period, the rural loan:GDP'ratio.hardly changed.
The rafio for both sectors declined after 1983 50 that by 1986
they were both lower than in 1977. 1In the cake of the rural
Bector, the decline wabk a remarkable 540 percent.(ﬂ.12 to 0.28).
Thib implies that self-finance and, mokt likely, informal finance
played increasingly important roles in financing rural ecdnomic

activities.

A different picture emerged with deposits. The urban

depoisit:GDP ratio followed a pattern similar to loank (riking to
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a peak in the early 19865, then falling 30 the 1986 level wab
"below 1977%. Surprikbingly, the rural kector followed a different
pattern, There wabk only a slight increase during the 19765 a3
deposif growth was roughly Similqr to GDP growth. ‘Depobitb,‘grew.
more rapidly than GDP during the 19865, however, 30 that. the

ratio.ended the 'period at #.11 compared to #.08 at the beginning,

The depokit:GDP rafidb are albo presented in Figure 4,
Al though there are hiénificant differénceb in scale (urban ratios
-0of 0.8 compared to 0.08 for rural areals), the bkimilarities and
differencel betwéen fhe two sectors are important to note. 1In
both sectors, ab GDP increaked deposits rose at a‘fahter pace Eo
‘the depoisit:GDP ratio roke, especially for the urban.bector. As
real GDP kegan to fall after 1981, however, deposits did not fall
as quickly. The decline in depobit:GDP‘ratio during the receiss-
ion wak Lslower than woﬁld have been bredicted by the path of the

increake obkerved during the expankionary period,

Thehke findings show that during the 19805 rural and urban
savers were willing to hold a higher proportiOn of GDP in'
deposits at similar or lower levels of GDP per capita than in the
1976s. Surprikingly, the rural depos5it:GDP ratio actually
appears to continue to rise in the 19805 whenleDP per capita

fell.

This analybis will have to be extended with more recent data
to bkee if theke conclusionk hold or simply reprekent 1lags in

adjusting deposiths to falling GNP. If theke trends continue, it
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will be ukeful to try to determine why there kbeemk to have been a
shift toward higher depobit:GDP ratios relative to GDP.pgr capita
du;ing- a period of economic ktress, political 5trife and - uncer-
.tainties about bank safety. Several factor5s could be at work.
First, 'this rebult could represent the effect of learning:
depoisitors may have become accustomed to the use of bankb dhring
the expanikion of thg economyland the financial bybktem in the
19785 and choke té'kéep-a larger than bredicted lével of deﬁosité
in the 19805 even though the economy and the banking bystem
network Bkhrank. Secondly, with the tightening of redikcount
conditiohb, banking inbtitutiong may have' worked harder to
mobilize deposits in the 19865, Third, the improvement in real
rates of retirn on dépohits after interest rate deregulation may
have Btimulatéd additional dépositb especially during a recebk=-
ionary periodrwhen rates of return on other investmehtb may have
been 1low and uncertain. Fourth, there may have been a shift in
demand for depoéité bedause of changes 1in houkehold income
distribution and large "amounts of foreign remittancehs receiVed.by

rural houbkeholds.

CONCLUSION

The analysik in this péper showed thaﬁ there is a large
potential financial market to be tapped in rural areas due to ith
large Bhare o¢f population and GDP. Governmental efforts to
expand the accebs of the rural -population to financial bkervicels

resulted in an expansion of rural banking offices up to 1983 when
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they. excéeded 12680 wunits, but the number  began : to decline
thereafter. The bank density ratio in rural areak:wab no greater.
in 1986 . than it was in 1977. Over 4@ percent of the rural
municipalities btill had no banking offices in the mid 1988%s.
‘Al though rural areas 'have ‘ab0ut 79 -pefcent 6f the~ banking
offices; they reprebenf leks thanlzwhpercent of baﬂk.abbetsv and
.loaﬁbl The Bhare of‘fﬁral depQéitb'ihéréaBéd to ébout 36 peréent
in 1986, ‘however; iﬁ 5pite gf the decline in .rural banking

offices.

A comparison of rural and urban areas in . growth in GDP,
loanz and depoiits over the 1977-86 period revealed an intereht-
ing contrakt. Depoéitbvand‘loanb grew faster -than GDP in the
expansionary -period of 1977-1981 for. both areak, but the growth
.rétes in the rural areas were only about one-half of‘ what they
were' in rural areak..:Therefore, financial deepening was occur-
ring much more quickly in urban areak. In. the. regekgionary
period of,1981 to 1986, deposits and loanis fell in both sectors.
Thebe declineE were roughly parallel in the urban areas ko by
1986; the urban loan:GDP ratio and depohit:GDP:Qatio were rothly
equall to or below -theif 1977 levels. In the rural areah,
however, 1loans fell much fagtgr than depokits ko the rural
loan:GDP ratio in 1986 was 50 percent lebs than in 1977, while
the deposit:GDP ratio actually rose from 6,08 to ¢.11 during the
period. fhe rural depohit:GDP ratio cohtinﬁéd to increabe in the
19865 debpite a decline in rural banking offices and in per

capita GDP. Several factors could explain this rekult Buch ab
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the increake in the real rate of return earned 'on deposits,
changes in income distribution, the effect of learning the

banking habit, and more aggrehsive depoisit mobilization by bankk.

There appéars to be a ccnbiderable oppor tunity remaining to
tap rural deposits. Pakt empha&islon encouraging rural banking
thfough heavy 5ubbkidies and eaby access to gove;nment funds may
have dibcouraged lendihg institutioni, es5pecially Rufal Bankk,
from .aggressively 'purSuing depokit accounts. The regulated
interest rate structure coupled with high inflation may havé alko
been a disincentive. The curfent contraction in rural banking
offices ik a disappdinting development because of'thefincfeabe in
depbsitor transaction co5ts that may occur when acceikability ib
reduced. Some Rural Banks are now undertaking bpecial campaignis
to mobilizel new depqéit accounts, Their experience nmay help‘

provide guidance about the crucial elements of a rural deposit

mobilization program.

In bpite of a iong history of government efforts, \there
s3till is a coniBiderable urban biah in the financial Bybtem. . The
expankion of rural banking offiées suffered a ¢ontraction in the
past few years. Rural loani and depobits repreient a faifly
small khare of total banking activity in spite of the large kize
of the sector and its populatibn. It i5 clear that the Philip-
piné$ has yet to find the appropriate formula to develop rural

financial markets on a viable, kelf-kustaining basik.
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Table 1 PHILIPPINES SELECTEP ECONOMIC CHARACTERISTICS
RURAL VS URBAN a/

ITEM RANGE by

Real GDP (Billaion 1972 pesos) 78 5 - 99 9
Rural Share (%) 68 - 70

Population (millaion) 44 57 -~ 56 0
Rural Share (%) 87 ~ 88

Share of Agric to GDP (%)

Rural 37 - 41

Urban (s}

Philippines 25 - 29
Share of Industry to GDP (%)

Rural 24 - 29

Urban 51 - 54

Philippjines 32 - 36
Real GDP per Capita (1972 pesos)

Rural 1 306 - 1 520

Urban 3 771 - 4 975

Philippines 1 621 - 1 951

a/ 1In this and subsequent tables "Phil" and "Philippines" are used
interchangeably "urban” refers to 'NCR" or National Capital
Region in the NEDA data series or "Region IV" in the Central
Bank data series "Rural" refers to the rest of the Philippines
outside of the NCR (NEDA data series), or outside of Region IV
(Central Bank data series)

B, The minimum and maximum values respectively during 1977-86

Source See Annex Table 1
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Table 2 NUMBER OF BANKING OFFICES AND BANK
DENSITY RATIOS
URBAN VS RURAL 1977 - 1986

NO OF BANKING OFFICES2/ BANK DENSITY RATIOY/

Year

Phil Rural %Rural Phil Urban Rural
1977 2 660 1 957 74 16 8 76 20 0
1978 2 888 2 132 74 15 9 73 18 9
1979 3 188 2 343 73 14 8 6 8 17 6
1980 3 411 2 479 73 14 2 6 4 17 1
1981 3 538 2 506 71 14 O 59 17 3
1982 3 689 2 577 70 13 8 5 7 17 2
1983 3 822 2 635 69 13 6 556 17 3
1984 3 791 2 633 69 14 1 58 17 7
1985 3 594 2 525 70 156 2 6 5 18 9
1986 3 581 2 492 70 15 6 6 6 19 6

a/ Year-end totals

B/ 1n thousands of inhabitants per banking office the denominator
1s the yvear-end mmber of banking offices

Source Central Bank of the Philippines Factbook of the Philippine
Financial System, Supplement, Regional Profile of Banks, various

years
National Economic Development Authority (NEDA) Philippine
Regional Income Accounts" mimeo




TABLE 3 DISTRIBUTION OF MUNICIPALITIES IN RURAL AREAS
BY NUMBER OF BANKING ORFICES 1983 - 1986

% OF MUNICIPALITIES
TOTAL With Wath With

YEAR MUNICIPALITIES »1 Bank 1 Bank No Bank
1983 1 423 16 44 41
1984 1 423 15 45 41
1985 1 481 14 42 44
1986 1 469 14 42 44

See Annex Table 2

23
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Y The quarterly average nunber for the year

Sources of basic data

Central Bank of the Philippines
Factbook Philippine Fanancial System ,Supplement,

Regional Profile of Banks varlous years

TABLE 4 DISTRIBUTION OF BANKING OFFICES BY TYPE OF INSTITUTION
URBAN vs RURAL 1977 - 1986
Type of Banka/
YEAR KBs MBs PDBs SLAs RBs SGBs TOTALY/
(Percent)
RURAL
1977 34 4 4 6 48 4 1873
1978 34 5 4 6 47 4 2034
1979 34 5 4 7 46 4 2232
1980 a3 5 5 8 46 4 2407
1081 36 2 5 8 44 4 2539
1982 38 3 6 8 42 4 2567
1983 a8 3 6 8 42 4 2615
1984 37 3 6 8 43 4 2644
1985 38 1 6 7 44 4 2571
1986 36 3 6 7 43 4 2509
PHIL
1977 45 7 4 6 36 3 2537
1978 44 7 4 6 35 3 2757
1979 44 7 4 7 35 3 3027
1980 43 8 4 7 35 3 3278
1981 47 5 5 7 33 3 3519
1982 49 5 5 8 30 3 3680
1983 49 5 6 8 30 3 3764
1984 49 5 6 7 30 3 3829
1985 51 3 6 6 31 3 3660
1986 48 6 6 6 31 3 3597
8/ KB = Commercial Banks

SMB = Savings/Mortgage Banks

PDB = Praivate Development Banks

SLA = Stock Savings and Loan Associations

RB = Rural Banks

SGB = Specialized Government Banks



TABLE 5  INFLATION RATES IN THE PHILIPPINESR/
AND URBAN AREAS
1973 - 1986
YEAR PHILIPPINES URBAN RURAL
1973 0 18 0 12 021
1974 0 31 0 25 0 34
1975 0 08 0 10 0 07
1976 0 09 0 13 0 08
1977 0 07 0 07 0 08
1978 0 09 0 10 0 09
1979 0 156 0 13 0 16
1980 0 16 0 18 0 15
1981 011 0 13 0 1Q
1982 0 08 0 09 0 08
1983 0 12 0 11 0 12
1984 0 80 0 46 0 81
1985 0 18 021 0 17
1986 0 02 0 06 0 00

2/ calculated as the anmual percentage change in the Implicit
Price Index for GDP (IPIN)

Sources of basic data
NEDA 'The Regional Income Accounts of the Philippines
1972-1983' (mimeo)

The Regichal Income Accounts of the Philippinhes
19831985 Preliminary Estimates as of June 1985 (mameo)

1984~1986' Preliminary Estimates as of June

"The Regional Incame Accounts of the Philippines

1987 (mimeo)

25
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Table 6.  REAL RATES OF INTEREST ON
BANK DEPOSITSa/, 1977-1982

Year Savings Deposits Time Deposits
| (Percent)
1977 (1.7) - (1.2) (0.9) - 3.1
1978 (1.1) - (0.6) (0.2) - 3.8
197§ (8.2) - (1.7) (6;7) - (2.7)
1980 (5.9) - (5.4) (0.9) - (0.4)
1981  (2.4) -.1.6 | 0.1 - 7.35
1982 0.2 - 4.2 2.7 - 9.96

. Computed as the nominal interest rate net of the inflatior
' rate.

Source: Table 16 of TBAC, "Country Paper on Rural Savings
Mobilization in the Philippines", 1984.



Table 7 RATIO OF AGRICULTURAL REDISCOUNT AVAILMENTS TO

AGRICULTURAL LOANS GRANTED BY TYPE OF INSTITUTION

1978 — 1984
Type of Bank Year
1978 1979 1980 1981 1982 1983 1984
{Percent)
Goverrment Banks 57 7 15 7 4 8 24 0 4 2 41 017
(FNB, DBP LBP)
Private Commercial
Banks 18 0 37 7 48 5 36 7 38 1 26 6 12 7
Thraft Banks - 81 13 0 13 3 10 9 72 217
Rural Banks 66 4 67 8 70 8 68 9 73 1 69 3 35 4
AL, Banlks 323 366 432 390 370 299 145

Source Table 30 of TBAC "Agricultural Credit Study Tables and

Armex Tables" 1985
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TABLE 8. DISTRIBUTION OF BANK DEPOSITS IN RURAL AREAS;,

BY TYPE OF INSTITUTION, 1977- 1986

Type of Banka/

Year
KBs  SMBs PDBs SLAs RBs SGBs  TOTALY/
(percent)
1977 79.4 4.9 2.6 3.2 9.1 0.8 10.14
1978 17.5 6.4 2.5 3.6 8.9 1.1 12.75
© 1979 4.6 7.9 2.8 3.8 9.3 1.8 15,22
1980 74.1 7.4 3.0 4.1 9.2 2.4 17.34
1981 76.6 4.8 3.3 4.3 8.9 2.2 21.29
1982 76.7 4.4 3.9 4.6 8.1 2.4 29.86
1983 76.4 4.4 3.9 4.8 8.2 2.3 33.58
1984 79.1 3.0 3.5 4.0 8.0 2.4 36.76
1985 82.4 1.8 3.6 3.3 6.9 2.2 41,08
1986 79.5 4.4 3.7 3.2 7.0 2.2 48.02
8/ KB = Commercial Banks
SMB = Savings/Mortgage Banks
PDB = Private Development Banks
SLA = Stock Savings and Loan Associations
RB = Rural Banks
SGB = Specialized Government Banks

b/ In billion pesos; the quartérly average volume for every year,
except 1982 which shows a year-end balance.

Sources of basic data: Central Bank of the Philippines,
' Factbook Philippine Financial System ,Supplement,
Regional Profile of Banks, various years.




TABLE 9. DISTRIBUTION OF BANK ASSETS, OFFICES, DEPOSITS
AND LOANS, URBAN vs RURAL,1977-1986

: Phila/ smural - Phil®/ SRural Phii®/ SRural Phil® SRural

1977 111.75 19 2,660 74 42.60 26 61.67 23

1978 140.75 19 2,888 74 .53.84 26 77.19 22
1979 176.35 18 3,188 73 70.91 23 100.47 20
1980 209.89 17 3,411 3 88.25 21 118.12 20
1981 256.48 17 3,538 71 100,32 23 144.28 20
1982 = 312.09 17 3,689 70 123.9¢9 24 162.06 21
1983 389.02 16 3,822 69 141.46 25 209.45 18
1984 465.11 14 3,791 69 '153.14 26 212.74 16
1985 = 473.10 15 3,594 70 165,55 26 181.69 17
1986 486.15 17 3,581 70 174.34 31 185.08 18

2/ Year-end totals, amounts are in billion pesos.

Sources of basic data: Central Bank of the Philippines,

Factbook Philippine Financial System ,Supplement,
Regional Profile of Banks, various years.



Table 10. GRONTH RATES OF REAL GDP, BANK DEFOSITS AND
LOANS, RURAL vs URBAN a/ 1977-85 .

TTEM Period
Whole Period = 1Ist Sub‘period 2nd Sub-period
(1977-1985) (1977-1981) . - (1981-1985)

(Percent)
RURAL,
GDP. . 2,15 4,96 ~1.20
Deposits - 3.90 .6.63 -4.41
. Loans -2.73 6.49 =-19.20
URBAN
GIiB - . 1.86 5.72 -3.47
Deposits 2.73 12.56 -8.25
Loans 2.74 11.5% ~7.24
PHILIPPINES
GhP 2.07. 5.20 -1.90
Deposits 2.98 11.36 ~7.43
Loans 1.92 10.67 -8.98

a/ Growth rates were estimated using OLS on quarterly financial
data deflated by the regional implicit GDP deflator (IPIN).

Source of basic data: Central Bank of the Philippines, Factbook
~of the Philippine Financial System, Supplement,. Regional
Profile of Banks, various years.
National Economic Development Authority (NEDA), "Philippine
Regional Income Accounts', mimeo.
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FINANCIAL DEEPENING INDICATORS,
URBAN vs RURAL, 1977 - 1986

TABLE 11.

URBAN RURAL

" YEAR

PHIL

1.

Loan:GDP Ratio
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2. Déposit:GDP Ratio
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ANNEX TAELE 2.

mmmcﬂm,wwm
CFFICES, URBAN vs RURAL, ‘1983 - 1986 ¥/

No of Mm  With With With
Year/Item
Total /  >1 Bank 1 Bank NO Bank

1983
RURAL 1,423 225 621 577
URBAN 13 13 0 0
PHILIPPINES 1,436 238 621 577

1984
RURAL 1,423 212 634 577
UREAN 13 13 0 0
PHILIPPINES 1,436 225 634 577

1985
RURAL 1,461 201 615 645
_ URBAN 13 13 0 0
PHILIPPINES 1,474 214 ° 615 645

1986
RURAL 1,469 201 615 653
URBAN 13 13 0 0
PHILIPPINES 1,482 214 615 653

8/ Ihereportjngofmmberoftmbymmberofbankmgofﬁoesbegan

v

only in 1983.

In 1975, there were 1,461 mmicipalities in the Philippines

Note that for 1983-84, the totals reported are less than the 1975
total, and for 1985-1986 the totals are much greater. For the latter
period, much of the increase in the coint of mmicipalities are
accounted for by the Frontier Regions, i.e., ‘the Cagayan Valley

{Regicon II) and the Mindanao Regions.

Sources of basic data: Central Bank of the Philippines,
- Pactbook Philippine Pinancial System ,Supplement,

Regicnal Profile of Banks, various years.
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