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A REVIEW OF POLICIES IMPINGING ON THE
INFORMAL CREDIT MARKETS (ICM)
IN THE PHILIPPINES*

by

Meliza W, Agabin**

I, INTRODUCTION

About one-third of the PhilippineypopulatiOn of wvoting age
borrow. Of this, two-thirds do so frbm informal sources, which
supply about 68 percent of all loans obtained by the borrowers.
These globalldata taken from the surveys of the Social Weather
Stations (SWS)-Ateneo University show  that the informal credit
ma;ket (ICM) is pervasivelin both urban and rural locations: and
across econbmic_ classes. - Other--studies also sﬁggest ‘.that
~Informal credit 1is similarly important in ther peripheral and

"informal as well as the formal sectors of the economy.

% This is part of a larger study conducted by the Social
Weather Stations on the informal credit wmarkets ' in the
Philippines, supported by the Asian Development Bank (ADB)
through the Philippine Institute for Development Studies (PIDS).
The assistance of Dr. Joseph Lim (U.P, School of Economics), Dr.
Mario B. - Lamberte (pIDS) and Dr. Mahar K. Mangahas (Social
Weather Stations) are gratefully acknowledged. Ms. Luisa Bote
provided research assistance. ‘

** Fellow, Social Weather Stations, Inc.



The country's financial market is composed of .the formal and
informal segments (Table 1). The role and primacy of the ‘latter
are‘not,lhowever, at present captured in the country's statistics
on the financial markets, which reflect only the data from formal
institutions. Hencé, how the economic performance and policies
affect the behavior and performance of the ICM are not exactly

known, except for a few fragmented pieces of evidence.

This paper reviews the monetary and credit policies that
directly or indirectly bearlon the rise and fall of tﬁe ICM, and
describes. the responses of'the formal financial sector %o the
challenges of the informal sector and/or the opportunities in the

financial markets.

The paper is divided into five parts. A description of the
Philippine financial structure, formal and informal, is presented
in Part II. _T@en,‘a discussion of the legal and policy fraﬁework
affgcting the financial markets is made in‘Part ITI1 to give a
historical perspective and more detailed discussion of selected
mone tary and credit measures, in the context of broad economic
dévelopments, and their effects on formal credit decline. Part
IV presents the-requnseS'of the formal sector to the monetary
measures and challenges of the ICM along with the tendencies
exhibited by the infopmai credit markets. Finally, the fifth

part contains the concludiﬁg notes.

Lackihg consistent time series data on the ICM, we have

taken an approach that is basicaily descriptive and ‘indirect.
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We looked at the major policies tnat influenced the expansion or
_contraction of the formal financial sector covering the period
197¢ to early 1987. Bank data were used to indicate directions

of growth.

Existing surveys and studies were utilized extensively.
Interviewé‘ with bankeré.and Central Bank officials were also
conducted to enlighten us fhe'formél—informal linkages and the
opefations of money shops. For this purpose, four :officers‘ of’
three commercial banks; three officers of two rural banks, two
officers of money shops, and two officers of the Central Bank

were interviewed.

The review of policies is undertaken within the broader
framework depicted in Figure 1, on the assertion that the ICM is
not isolated from the effects of the policies and performance of

~ the real, fiscal, and foreign sectors.



II. OVERVIEW OF THE PHILIPPINE FINANCIAL STRUCTURE

The» financial markets' dualism in the country is reflected
in the existence of a relativelf well-esfablished formal sector
with a parallel informal financial market. To define the scope
of the informal financial markets, we have to define the scope of
‘the ~ formal sector. The latter is often gynonymous  with
institutions and related arrahgements which are registered with
an authorized Supérvisory agent of the govefnment. In the
Philippine context, and for fhe purpose of this study, the formal
financial sector includes ali institutions which are wunder the

supervisory and regulatory authority of or are reporting to the

Central Bank of the Philippinés (CB} .

The Philippine financiai system is best viewed in a
continuum rather than as a rigid dichotomy between the formal
sector  and - the informal‘one. At one end of the gpectrum 1is an
extrehely formal ahd sophisticated structure, which serves thé
corporate market and has links to the domestic and international
capitél markets; examples of these are the uhiversal banks,
commercial banks, and finance-companies. At fhe’other extreme is
é very looée; highly pérsonal-based system of individual lenders
where léan transactions may not carry interest chafges nor even
be recorded, and may . take place as part of a survival or coping
strategy of ‘the borrowers., In between are substructures that

mimic some features of the parallel system. In the»formal sys tem

we . find money shops, pawnshops, lending investors, ‘and .ru;al
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banks in the small deposits and/or small loans market. These
institutions have thé ability to adapt to the ways éf the
‘informal lenders - guick and siﬁple processing; daily collection,
personal contact. Their 1ending rates ére also generally' higher

than normal bank rates.

On the other hand, certain ICM gubstructures partake of the
features of the formal.financial intermédiary:‘ they mobilize
depoSits, they have an organizational set up, standard ruies and
regulations, bookkeeping systens, and a place ‘tb transact
business 1in. These are thé credit cooperatives (or credit
uﬁidnsj'rand theirr'federations, as well as otﬁer informally
org&nized dgroups, inciuding' those which function as _lénding
investors. Some of the credit cooperatives have capacities. for
lending bigger loans on the longer end and the _structurés have

evolved their own "central banking"™ facilities (NRECA, 1987).

The Formal Financial System

| Figure 2 shows the structure of the formal financial sector.
Monetafy'regulations and supgrvisioh by the CB over this sysfem
extend ovef a. wide range of areasr—_from entry and exit to
qualifications of officers, banking days  and hours;
capitalizétibn,. resérve'requirements against deposité,. interest
rates, loanable resource allocation, maintenance of financial
ratios (e.g., risk to assets and past due ratios), branéhing,
sérviCes "and allied activities whiéh financiai institutions can
engage in, and reporting requirements. The Central Bank

exercises visitorial powers over them. . Regulatory supervision
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is, however, not uniformly applied across all types of financing
institutions. GSome, like banks, are closeiy‘requlated.by the  CB;
others.  are »1e35  regulated (like pawnshops) ~or ~virtually

unregulated, as in the case of lending: investors,

Excluding the CB and the insurance sysfem, the total assets
of the formal financial sector amounted to ¥331.6 billion ;(Tablé
l)»_by the end of 1986. This is 54 percent of the nominal: value
of GNP for  that year. It has a-network of outlets that ‘has
expanded satisfactorily since the 19583, butﬁwhich=remains‘urban—
oriented. It has two major substructures == banks and the non-
bank-  financial intermediaries - (NBFIk). Banks :must  ‘be
incorporated entities registered with the Sécurities and:ExéH‘nge
Commission, while NBFIs can be a person or ‘entity 1icénsed and/or

registered with.any government regulatory body.

Banks. The commercial banks (KBs), including nine universal
banks, ddminate the whole éystem ~ +in assets, presence,
deposits,'ahd loans. Their loan portfolio is preponderantly- made
up of collateralized loans (over 65%) for »1afge‘ corporate
borrowers .fbver: 70%), most of which have several other 1inked
busineéses with the banks. The significant physical presence- of
the KBs has been due to branching expansion. .In the countryside,
KB.brancheS»aré.mainly‘deposit takers conduiting funds therefrom
to' the industrial sector and urban locations (TBAC, 1985). Some
commercial -banks are given the authority to. invest, own, and
"operate allied under takings,; such.as finance'companies,and other

financial intermediaries other than a commercial bank. A few
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commercial banks operate money shopa which .are engaged in
" servicing small loans and deposits in or close to public market

- places.

Within the banking structure, the small unit countryéide
banks, otherwise commonly known as the rural banks, have been
impor tant in the'smail loans and deposits market principally in
the rural areas. Rural banking was an innovation adopted in the
1950s 'as a response to the challehges posed by the problems ,°f
agrarian  unrest and the perception that informal lending
practices contfibdted to such unrest. Although the RB system's
;esoﬁrces are small compared to the total, their large number of
outlets have reached more number of clientele in the countryside
;ﬁan any other bank. The RB system had been a major agent in
channeling government funds to the fural sector especially in the

1970s when the government funded various lending programs.,

Non-Bank Financial Intermediaries. The non-bank financial
intermediaries comprise a. tenth of the reéources and 6ne-fifth of
the total loans of the-entire formal financial system. Among
the private NBFIs, the,mqst dominant ones in terms of their share
in the total resources and loans from the subsector are the

investment companieg, investment houses, and financing companies,

VfawnshOps and lending investors (LIs) are the important ones
in the small loans market. It requires only a minimum capital
of ?100;000 to set Qp one. Pawnshops have mushroémed all over
extending - micro loans on the basis of pawns, usvally pieces of

jewelry and other articles of éalue, often for emergency needs of
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households and individuals. Pawnshops are required to set up
shops wherein to conduct their business and to provide safety

facilities for the bafekeeping of the pawns.

Similarly, lending investors (LIs) provide relatively small
loans, many on clean basis for business and consumption purposes
to small firms, businesses, and wage employees. They are active
in offices, puhblic market places, and town centers where they
extend 1loans to small bubinessmen under a daily collection
scheme. Iﬁ offices, they extend salary loans which are collected
through payroll deduction or by a collector who makes the regular
rounds on paydays. They have very simple operatiéns and employ
2-5 peoplé. Y

As of end_1987, the averagé resources of an LI were 1less
than a million pesbs_(?772,686), while the average 1loan volume
was about P606,008. Majority (74%) of the 443 LIs which
registered with the CB toward the end‘of 1937 are under single
proprietozship; 25 percent are corporations, and 1 percent,

partnership.

In a way, LIs are a crossbreed of sort. They operate like
the non-stock savings and ;oan associations (NSSLAS), which is
another type of ncn=bank financing ihstitutionp except that Lis
can go to other offices to extend loans. NSSLAs loansg .are

-1limited to méembers only.

1/ -
: ™. An officer of the . CB=bepartment of Financial
Intermediaries relayed the ohservation to this author that a
number of informal mopney lenders have registered with the CB as
lending iavestors. They may have been encouraged to do so by the
liberalization of the financial policy on interest rates.
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VirtualLy unregulated, the only requiremen;s imposed by the

CB on lending investors are a minimum paid=-in capital of
Plo@,000, - the submiszion of the quarterly financiai statements
and annual reports,'ahd the biodaté of officers. To register
with the CB, only the sﬁbmission of the organizational papérs is
necessary, while only a municipal license is needed in the case
of gingle proprietoréhip. The CBumérely acknowledges receipt of

requirements. LIs are not audited by the CB, either.

Pawnshops and LIs both expanded after interest rates were
deregulated and very rapidly when -the credit from the financial
system became vety tight and expensive during the period 1984~

1987,

The NBFIs are not allowed to mobilize deposits from the
general public. They can only raise funds from less than 20
lenders. However, duly incorporated NBFIs may be allowed to
perform quasi-baqking functions. By this, they can borrow,
obtain, or raise funds from ZG or more lenders in the"money
market for the phrpose of-relendingr or puréhasing receivables
and other obligationg. Financing companies became guite pépular
as an alternative place to invest surplus funds in the 1960s
because they could offe;,higher‘returns than banks on investors’
savings. The competitive edge of the financing companies and the
like had waned with the full liberaiizatioh of interest rates in
the early 1986s. Financing companies also suffered some reverses
in recent years; a number of them were closed down by the CB.
Their resources and loans had been declining éubstantially since

1984 (Table 2).
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The Informal Credit Markets

Figure 3 depicts the ICM structure in terms of the degree of
'intérmediation functions performed by ‘the lenders, their major

sources of funds, and linkage with other markets.

The ICM is first and foremost a reflection of the extended
family system and social structure where kinship, friendship, and
other personal ties rest at the foundation of the market.
P0puiar sources were and continue to be relatives and friends
(Table 3). 1Indeed, farm sector landlord credit, which supplied
about dne-fourth of farm credit from informal sources in the
early 19608s is by and large based on personal and social
relationships. Even the "suki" systeh whereby one continues to
patronize a supplier of credit although costé may be lower
elsewhere, reflects the personal'ties of the parties which

develop over time.

ICM Suppliers: Size and Some Characteristics. Nobody knows

the total number of informal lenders, who are known to be a very
" heterogeneous 1lot. With the exception of cfedit cooperatives,
ICﬁ lenders are not registered with govefnment authorities, There
is free entry and exit into the market. Informal lenders c¢onduct
their bugsiness generally unfettered by any governmental
regulations or reporting requirements on  their lending

transactions.

A broad segment of the ICM suppliers belong to the organized
sector whose main businesses are registered with proper

government  authorities like the Securities = and  Exchange
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Commission, the National‘Food Authority, and the like, Examples
of these are found in the aéricultural sector as well as in the
industrial and services sectors, such as the poultry industry
in%egrators, millérs,‘fradérs; iﬁput dealers, shoe manufacturers,
and overseas recruitment agencies. These 1iceﬁsed individualé
:andAenterp;ises appear as a dominant segment of the iCM. Credit
is made to their bulwark Qf clientele whose economic activities
are tied up with the lenders' major economic interests. Lending
or giving advances ==in-kind or in-cash =-- is an essential
component integrated into their main line of business. This is
to assure themselves either of the market for their prodﬁce or a

supply of raw materials for their trade, or both.

In rural farming areas, 1linked arrangements are quite
popular. Traders provide advances to farmers with prospects of
payment from a forthcoming harvest., This is a form of informal
contract growing arrangement. Within the formal sector of the
‘ecohomy, more formalized parallel system_is exemplified in the
poultry growing industry. Here, corpdrafe industry integrators
have been important in the supply of ioans to their contract
broiler gfowers. Integrators are engaged in the manufacture of
‘inputs (Ehickens, feeds, etc.); production of broilers thrdugh
their network of contract Qrowers: marketing; and proceésing of
the same. They provide loans in kind to contract growers and
absorb the latter's proauce for payment as astipulated " under a

formal and legally binding contract.
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The ‘dominant suppliers of informal loans nonetheless vary
according to the important economic activity of the locale. Such
‘dominance is readily apparent in the countryside. Years aftef
the’ impleﬁentation. of nationwide agrarian reform in rice
producing‘areas, richer farmers, palay traders, and millers have
become the most important lenders (TBAC, 1986; Floro, 1986).
Coconut traders are the major ones in coconut producing areas
where harvesting and trading take place every 45 days (Geron,

1988).

Farmers who are into trading and post-harvest services have
become one of the major suppliers of credit in farming
cbmmunities. ‘Floro also suggests that additional.access to land
either by acquisition or under usufruct arrangements: is a
principal motivation to the farmer-lenders, thus 1linking the

credit market with fhe land market.

Following our earlier distinction between what is formal and
informal, it cah be said that the government is also an informai
lender.(see Figu;e 3). Some non-finahcial governmental en;ities
perform 1lending functions outside tﬁe purview:of the monetary
~authorities. These informal lending activities are usually made
as a component étrategy of programs which they implement to reach
target groups who often do not have access to bank credit.
Lending is more of ten an ad hoc activity. It is géverned by
rules and regulations fofmulated by the agency. Some programs of

lending utilized banks as agents, Such lending proliferated in
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the 19765, abetted by the availability of treasury funds and
external grants and loansta/

The density of ICM_ienders relative to  population can be
gathered from micro level studies.df communities and farming
villages. The enumbef of informal lenders to population would
seem to be highet'than that of the formel system., It must be
stressed, however,‘ that the_lending.resources.of— the informal
lenders are much smaller and thatrnot-all those who lend eny
eamount ef value are in the market as reguiar commercial lenders

motivated by profits.

Two indicators of the latter are disclosed by the B&ize of
non-interest loans and by the ndmber of commercial lenders. Non-
interest -bearing loans are relatively large, reaching up to 25
percent of informal loans in rural locale (see Sacay, et.al.,

1985).

In .terms of the number of commercial lenders, a number of
studies shed light on this.. Lamber te aﬁd Bunda (1987) found a
total of 43 sourctes of informal credit in the eommﬁnity of Sapané
Palay, a resettlement area in the fringes of MetrO'Manila; Ten
(1)  were rotating savings and dredit associations or

Qeluwagans, while 33 were other types of informal ,lenders; - Of

2/

- Examples of the informal - lender-agencies of  the
government are the Departments of Agricul ture, Agrarian Reform,
Trade  and Industry, Social Services and Development, Labor and
Employment, the Technology Resource Center, and the National
"Eiectrification administration, '
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the latter, only 20 or about two-thirds were professional
1endérs. A, Mangahas (1987), in her data of sources of loans . of
overseas contract workers, also revealed that only two~thirds 6f

the 12 lenders investigated were regular money lenders.

Geron's'spudy of eight (8) rural villages likewise disclosed
that between 59 and 79 informal lenders were servicing borrowers
in rélati§ely developed villages. In undeveloped villages, the
range was between 11 and 63 informal 1lenders. However, this

study did not isolate those lending for commercial profit.

ICM Funds Sources. Lending intermediated funds (deposits)

is an exception rather than the rule and inheres only in the case
of credit cobperatives' and ROSCAS. By and - large, there aré
informal 1lenders who rely mainly on internal funds while
borrowings are resorted to principally by those with 1linked

businesses.

Recent case studies point to greater reliance on own savinqé
to . support small scale lending operations., A. Mangahas (1987)
reports this to be in all the 12 cases of informal lenders
lending to overseas workers. A. Lava (1987) confirms this
reliance on own savings in the case of all the individual lenders
she investigéted. Lava examined 24 ihfo:mal lenders, ‘wﬁich
included 249 individuai lénderé, a credit cooperative, two (2)
organized foundations and a ROSCA. Only the latter three (3)
categories sourced their loanable funds from deposits of members
(credit coop & ROSCA) and fund drives or donations (foundations).

Only one (1) case of bank borrowing was repor ted by an individual
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lender. ' This reliance on own savings partly defines the 1limited

size and scope of their lending operations.

Those i1nformal lenders bélohging to the formal sectnr of the
economy have access to bank funds. More on this aspect will’ be

discussed in Section IV.

Some informal lenders mobilize deposits, too, aparf from the
credit coop types. The mutual, help schemes known locally as

paluwagans (Tagalog) and among (Ilocano) are forms of credit

cooperatives or rotating savings and credit associations
(ROSCAS). A grdup of persons turn in the same amount of money
towards a common fund and ﬁhen take turns in using the amount
collected. Deposits do not earn interest, but they serve the
purpose of providing each member of the gfoup with largér funds

to meet extraordinary needs.

- Cases of individuai lenders raising deposits and/or equity
cqntributions ffom others are disclosed by recent studiea.
Lamberte and Bunda;found a lender who was mobilizirg and paying.
very high interest rates (80% per annum) on deposits in a

depressed communify.

" Other lenders operate like pawnshops, accepting as security
pieces éf jewelry, land titles, and other articles of value.
These lenders, ‘in effect, provide facilities for liquefying
assets. Others operate like discount windows where checks are

offered as collateral (Son, 1986; Lamber te &'Jose, 1988).
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Size _of Demand for JCM_ Credit. Whether in rural or urban
areas, in the poor or non-poor sectors of"Philippine society,
the ICM has a wide reach of clientele. .A number of separate
nationwide surveys at‘the hoﬁSehold level ‘in the 1980s give an
idea of this. For insrance, TBAC (1986) reported that 29.2
percent of 2.1 million smallrfarm households were borroﬁers in
crop year 1981-82. Of the borrowers, 66 percent got their loans
from the ICM. Thelﬁational Economic and Development- Authority
(NEDA, 1987) reported some 13,3 percent of 25.9 million low
income population (bottom 30%) were borrowers anytime between
1975 to 1985. Seventy-nine percent (79%) of - these were IcM.

borrowers (see Table 4).

In 1986, 32.2 percent of the 29.8 million persons of voting
age indiqated that they have boérrowed money for iﬁcome generating
activiries, with 65 percent of them Qoing to the informal
.creditoré (SWS=Ateneo, October 1986).

‘ | 3/ |
With a somewhat different question, the . SWS-Ateneo

éurvey in October 1987 disclosed almost the same propor tions :
34,5 percent were borrowers in the pﬁat 12 monthg, . and 66 pergent
of - them _from informal sources. By amount of loans. taken,
i borrowings from-the ICM totaled to P26.5 billion , or 59 percent
out of P45.0 billion loans from all sources (Table 4a). From

either the formal or informal credit markets, the bulk of the

3/

-

‘ The question: 1In the past 12 months, did the. family
borrow at least V¥1,886? The 1986 survey did not specify the
amount. ‘ '



17
borrowers obtained loans below Bl12,56¢ (formal, 83.6%; informal,
93.0%). Formél,loans averaged B5,225 while informal borrowings

averaged P4,039.

If the 1987 SWS-Ateneo survey data were disaggregated by
locale, more rural than'urban borrowers significantly go to the
ICM (Table 5). The data further Show that by wealth stétus,
close to 60 'perceht.of those borrowers who rated themselves
"Poor” or in the borderline of poverty go to inormalilenders as
against 47 percent of those wﬁg fated themselves "“Not Poor."
Tﬁe poorest in tﬁe SWS-Ateneo surveys are found to have the 1east
access to formal credit. In proportion to the population in the
‘economic class, 33 pércent of the poorest class borrow (rich to
middle income group - 3@%; poor - 32%), but signifibantly more of

them (1986 - 75%; 1987 - 77%) borrow from the informal sources.

In the Phiiippi@e context, the foregoing datid signify the
impor tance of developing institutional capacities to cater to the
small loans markets and of e#ercising caution in limiting the
capacity of the ICM supplieré to lend' through 1legislative
measures (such as setting a limit on the interest rates of small

lbans). Such measﬁres are bound to hur t the poor more,
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I1I. THE LEGAL FRAMEWORK AND POLICY ENVIRONMENT

Significant events and policies in the Philippine economic
and socio—poiitical spheres between 1976 and 1987 are summarized
in' Table 6. The long march toward financial 1ibéralization is
highlighted, along with the fiscal and foreigh sector

developments.

The period covered by this review (1970-1987) was marked by:
a) many years of generally expanéionary credit from financing
institutions with high growths in 1975 and 1978; b) highly
contractionary credit in 1984 and 1985; and c¢) reforms that
comple ted the»process of liberalizing the financial system by

early 1980s.

Table 7 summarizes the direqtion of major monetary policies
- and credits from banks. The general direction of formal credit
are captured below from the data of real rediscoﬁnts and advances
from the Cﬁ ana real loans of banks, alorng with the mix of

&/

‘mone tary and credit policies:

1971 - 1980 ++
1972 .+ 1081 ++
1973 - : 1982 S+
1974 4+ 1983 —
1975 ++++ 1084 -
1376 ++ 1985 L me———
1977 ++ 1986 +
1978 ++++ .

1979 ’ +++

4/

The plus sign indicates expansion; minus, contractionary
direction.
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To appreciate the events which influenced the contractionary

and expansidnary movements of formal credit and the ensuing
policy changes,_ﬁhe perspectives of history and the lggal poliéy

milieu would be helpful.

From a historical perspective, it may be said that monetary
and credit policies were partly a product of the biases against
informal money lenders and usurious practices. These biases had
long been énshrined in a number of 1egislétions in the countfy.,
Institutioné Qere created to confront the "eradication" of
informal lenders Of, more modestly, provide alternative sources
of credit to the broader masses of the population..Laws against

usurious lending practicesz have been in the statutes since 1916.

Nowhere was the goal of supplanting or diminishing the
influence of informal lenders more fiercely directed than in the
rural areas. This was beéause of the~percepti§n that usurious
practices that were tied to the feudal system.COntributed to a

restive countryside.

The Philippine government's efforts to improve the access of
the population to formal sources of credit had resulted in a
-supply-led policy agenda. Over at leasé the past three (3)
decades, the policy mix had included the creation of new
financial institutions under government control, and‘the priming
up of forﬁal lending by providing funds and guarantees under a
regime of controlled interest rates. This policy‘track, though,
had Bkpelt a strong state presence and subsidies to maintain the

program.
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The Interest Rates Policy

A number of legislations pegged inferest rates on loans from
any source at certain levels. This provided a very rigid and
inflexible pplicy framework. The law with the 1longest tenure,
the Anti-Usury Law of 1916, set the tone by making it unlawful
for anyone.to charge interest above 14 perceht on unsecured, and

12 percent on secured loans.

The Usury Law was virtually repealed in 1973 when ' the
country's monetary authority was granted the power to revise 'thé
administrative ceilings on interest rates. This act marked the
transition period toward full fledged financial liberalization.
The policy of regulated rates;wasicompletely abandoned in 1981
when the 'paCkage of financial reforms adopted ak floating rate

policy.

The policy regimenting interest rates had been a major
factor which contributed to the . représsed anﬂ underdeveioped
Philippine financia1>system. It had a negative effect on savers,
thus slowing domestic mobilization of iﬁtermediated »fuﬁds. It
also 1imitéd the abiiity of banks to reach out beydnd» corporate
clientele and big loans due to considerations of administration
and risk costs. For instance{ over tﬁe period 1978-1986, real

‘rates of interest on bank deposits and loans were negative for
mos t years‘(seé‘Tables 8 and 9).. Positive real rates on loané
were achiéved béginning 1981 after ratebs became ﬁarket—oriented
with the real épreads also positive.‘ The exception was 1984;
although nominal loan fates soared to about 46 percent, inflation

rate was much higher at 50 percent.
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Buiiding Institutional Capacities

As late as the 1950s, laws creating the small unit rural
banks (RBs) and the Agricultural Credit and Cooperative Financing
Administration (ACCFA) were enacted to expand access to
institutional credit in the countryside. Corollarily, branéhing

by bigger banks was alko encouraged.

Family-owned rural bank units were required only very small
capital‘ whicﬁ the goVernment matched on a 1:1 basis. By
- legislation, their scope of lending Qas limitédAto a group of
clientele - the small farmers, defined as those with landholding
of not not more than 58 hectares, and small businesses. More
than 1,000 units were established over thfee (3) decades all
over the country. Today, however, only some 895 operating units
‘exist. More than half of theﬁ are in financial trouble due to a
number of reasons, including policy-induced difficulties and-high
levels of arrears resulting from the system's  p&rticipation in

governmen t-suppor ted lending programs in the 1970s.

Oﬁ the other hand, the ACCFA, later known as the
Agricultural Credit Administration (ACA), was  set up as a
governmeﬁt non=bank financial institution tasked with the putting
up of a substructure corsisﬁing of multi?purpose agricul tural
cooperatives through"which it could channel government credit
funds. Over 860 of.thesé<were‘quick1y established. But after a
>brief period, most of them folded up leaving a large portion of
unpaid loans behind. The ACA eventually bowéd out of existence
in 1982, with its former fﬁnctions transferred to another

government bank, the Land Bank of the Philippines (LBP).
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The LBP was established in 1974 after the .entire country's
tenanted rice and co;nvlands were placed under agrarian reform.
It -is a specialized bank endowed with unibanking functions, but
with a mandate to finance the agrarian reform program and address
the withdrawal of landlord credit to farmers. Its record of
support to the agrarian reform beneficiariés‘ has not been
admirable due 'to various constraints (TBAC, 1985). Land Bank
é;edit to the agricultural sector had compfised only- a very

small portion of its total lending portfolio.

Money shops were also authorized in the early 1978s by the
Central Rank to be operated by banks .as the smallest unit of
operation., ©Specifically they wowld service public market vendors

to countervail the high rates of interest from informal sources.

A total of 177 money shops were established over the period
1973-1983. Some 113vcontinued to operate as méney shops by the
end of 1987. A few money shops had to close for a number of
reasons’ whereas a good numbet became a s%aging point for
exploring the market and eatablishing extension offices and/or
branches. with th; financial reforms of the 1880s, money shops

became extension offices which can provide full banking ‘services

to their clientele.

The initiativé to build institutional caphcities had also
originated from the private sector. More as a response to the
régimented rates on interest, non-bank financing ~institutions
developed and became very active financial intermediaries. — They

offered alternative instruments to the public outeide of the
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purview  of CE regulations and the Usury Law or the ceiling on
interest rates. These institutions were, however, placed_-under
the CB's 'regulatory authority in 1972, 'As earlier noted, a
segment of ‘the NBFIs comprise institutions that offer small loans

to the public,

Interventions on the Supply of Credit Funds

The governmeﬁt employed several approaches to increase the
supply of credit to  the non#traditional clientele of banks' and
areas of investment which the government considered as priority.
The rediscounting policies of the Central Bank played a key role
here, along with fiscal policies allocating budgetary resources
~and external botrowings.for speciél credit schemes, and ferced

allocation of credit resources which was imposed on all banks.

Rediscountgng Policy. A liberalized and expansionary
rediscounting policy prevailed‘from 1974 up to the éariy 1980s
(see Table 10 and Figure 5), The rediscounting window became a
:source of first, rather than last, resort aﬁd was utilized as an

allocative mechanism by the government.

Low cost funds were made widely available to banks for
almést all types of investment areas i&entified as prio;ity.
The cost was lower than regular deposit rates., The rates on so-
called preferred areaé,were even much lower so that the banks can
make loans which are administratiVely“cosfly and risky at no more

than the legal ceilings.
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- A mu1ti-tiered rediscounting policy favoring certain areas
and institutionk was in effect until 1985 when a sinéle uniform
,market-directed rate, loan value, and ceiling 6n borrowihgs by
banks was imposed on éllAtypes 6f loans and institutions.
Rediscoung rates Qere_ as qheap as 1 to 3 péfcent "for high
priority areas of goverﬁment, which indluded agricul ture. For
the less preferred areas, loan papers could be rediscounted by
banks at somewhat highef rates. The gross spread be tween the
rediscount rates and the prescribed lending rates to ena—-users
- varied, but -reached up to 9 to 12 percentage points in EBmall

loans programs.

The borrowing limits of banks at the Central Bank rediscount
window weré algﬁ at preferential rates for particular types Oof
banks. Rural banks were allowed to'borrow up to four times of
theif net worth.plus three timek the average of'tﬁei: savings and
time ‘depoéiés to expand their lending cépability in the rural

'areas. This made. the system highly leveraged and dependent on
the government. Encouraged by the liberal funding available from
special programs, the RB system sourced up to more than 50
percent of their loanable funds from the Central  Bank
par ticularly in the 19705.- This became a bource of trouble for
many RBs later on so that a rehabilitation program had to be
formulated . in 1986 because more thén half of the RB system had

incurred high past due obligations with CB.

The targeted lending-oriented policy at the CB rediszcount

window had aimed, among others, at the population with very low
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access to institutional credit. The net effect of the- policy,
however, was more in favor of the relatively well off who could
afford to take out regular bank loank even without bubsidy.
indeed, the bulk of the rediscount availments Qere‘ obtained by
commercial banks - not for those in the periphery of the eeonomy,'
but for their usual corporate ana fully secured loans (Agabiﬁ,

1986).

The cheap credit poliey also: derailed the savings
mobilization of the rural banks as they became very dependent on
government funds, and consequently fell into financial trouble
when the rediscounting ground rdles were chahged in 1984 -- from
liberal access and cheap‘cost to very restricted and market-
oriented rates. The result had contributed to the drying up df
formal credit to the small farming sector and a drift in  the
inves tment portfolio of rural banks to commercial, secured 1loans
and securities. Securities became .an attractive investment
begihning 1983 at the expense of agriculture and industrial

loans.

Special Funding. Budgetary allocations and foreign

.borrowings also eupported a multiplicity of gOVernment-initieted
credit programs. More than six (6) billion peso worth of
treasury- and foreign-sourced funds were existing by mid-1987 for
iending to ﬁarious credit programs for agricul ture. About 35
different agricuitural credit schemes were in place up to 1987
under the so-called "supervised ané special leqding' umbrella.

Under this, loan funds were made available through special funds
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and the Central Bank rediscount window at very low cost;
technicaily, the use of the fund and the appiicatiQn of a
prescribed production technology were supposed to be "guided" by
the government's agriculture extension agents, The biggest and
more well=known was the Masagana 99 rice production lehding
progrém. The = performance of agricultural Jlending programs,

however, has ‘been very disappointing. Most had very poor

repayments.

Various funding schemes were also put ‘into place for the
sﬁall and medium industry sactor, for the less priviieged in
general under the Kilusang Kabuhayan at Kaunlaran (KKk), for the
landless rural workers under the sponsérship of the Department of
Labor, and others directed at specific types of clientele. In the
19765, the stafe-owned PNB also implemented special credit
windows for small 1oans to market vendors and to overseas
workers, but both windows were closed after discouraging

experiences.

Special credit programs had been at best only temporary in
nature, With few exceptions, these programs ended up with large
unpaid 1loans. By the mid-1988s, credit program 1lending had
waned. Most of the éredit programs had either suspended lendiﬁg,
had phased out, or were lending only token sums. About half of
those for agriculture were consolidated into the Comprehensgive
Agricultural Loan Funé (CALF) in 1987 for an all=-risk ‘credit

guarantee facility.
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Masagana 99 Credit Program. An elaboration of the Masagana

99 (M-99)-creait program at this point is being made for a number
of reasons: a) Mazagana 99 was the largest credit program in the
countryside ever implemented by the government; b) it was able to
reach about a third of the'rice'farmers and leaves a historical’
imprint in the farming villages and credit experience of‘farmers;
¢c) it created a direct effect on the informal credit ﬁarkets;'and

d) it triggered the problems which RBs find themselves in now.

The existing policy, socio-economic, and political milieu
before the launching of the program in May 1973.ﬁill help place

the program in a proper perspective,

The years immediately preceding the M-99 implementation
were characterized by a_ number of significant events:
a) cqntractionary mone tary policy following a | presidential
election overspending in 1969; b) an unsettled socio-political
climate that led to the imposition of martial rule in September
1972, by the then President of the Republid, whose first actions
included declaring that all rice and corn lands tenanted by some
1.1 million farmers would be placed under land reform; c)
natural calamities that reduced domestic food, specifically
paddy, production at very low levels ieading tollong queues of
rice consumers in thé urban areas} on top of this, a global food

5/

crisis made importation of grains a difficult task and

5/ _ -

~ Before an international forum, the then Secretary of
Agriculture Arturo R, - Tanco, Jr. related the government's
difficulties in negotiating for rice imports: "We scrounged all
.over to get the rice supply we needed from the international
markets. We had the money and we were willing to pay cash. But
we found it very hard to get the supply even from our usual
suppliers.”
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propelled graing into a commodity of strategic and political
- gsignificance in the 'intefnational arena. At the Bgzame time,
‘however, a world export boom led to a large positive balance of

payment; (BOP) for the country and the biggest GNP growth in
1973,

- Masagana 99 aimed to increase paddy yields and bring the
country to a level of self sufficiency. . The Philippines till
then had been a perennial rice importer. A fertilizer-
responsive rice technology was available, The credit program
could fund more farmers to adapt it. Thus, the network of rural
banks and branches:of the PNB were mobilized along with the
government's- agricul tural extension force. pr cost special
"seed™ funds and rediscounts from the CB were opened up to
participating banks. A loan-guarantee scheme was corollarily made
to answer for any default due to natural calamities through  the

-Agricultural Guarantee Fund (AGF) scheme.. Farmers could get
their loans wifhout the usual bank collateral, Incidentally, it
came at a time when credit withdrawal from the landlords would

create a vacuum in rice farm financing.

OVQr its 1ife span of 14 years, M-99 injected <close to P6.0
‘billion 1loans to the predominantly small rice farmers in  the
- countryside. 1Its scope of lending and coverage peaked during the
first three (3) crop years. It was a'downhill trend éfter' as

repéyﬁents deteriorated (Table 11; see also Figure §6).

The program had been assessed as a very expensive experience.

Although it helped 'achieve rice sufficiency earlier, it had
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produced some adverse consequences on the participating banks
(Sacay, ét. ai., 1985); Neveftheless, the influence of‘M-99 ‘on
formal credit access cannot be ignored. Prograﬁ lending reached
;t leasfvabout a third of palay farme;s at one time or another.
'TBAC, in a nationwide'éurvey of small farﬁers, foqnd-that about a
third. of the farmers experienced borrowing from bénks, of which
some 4@ percent did so through M-99. ‘The program'substituted for
some informal credits for é time. When program lendihg declined,
there was a 3significant , but ngt wholesale, sﬁift back to
informal sources. ' Among those who stopped borrowing from banks,
four (4) out of ten (16) went béck to the informal 1enderh»(TBAC,

1986} ..

Credit Allocation Policy. . In 1975, the 1law (PD  717)

.required all banks-fo'invest’zs percent of their net loanable
funds generated t¢7agriculture, specifically, to -the agrarian
reform benefiCiarieB. Its enactment in 1975 was prompted by the
same economic ’envirbnmént and poiic? concerns ~-- getting more
funds .tou flow into.the rural sector to &support. the agrarian
reform program and food production recqvery efforts - by getting
the bigger'banks into the act. PD 717 gave banks the option of
direct lending or invéhting in government apprerd securities. A
corollary deposit retention policy was also implemented. This
requires that 75 percent of deposits generated in the region
should be inve;ted therein. The idea wak to stem the outflow of

funds out of the rural areas.
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This wholesale attempt to increase the exposure of the
bankihg' sys tem tpl agriculture had nil effect. The regional
déppsit retention scheme had not been efféctive either, in fact,
the share of agriculture loans to the total loan portfolio even
declined (Table 12). The other effect of the loan §uota was . to
raise the cost oflintermediation. This was because banks opted
to put in a subétantial-portion (two=-thirds) of their compliance
to the agrarian credit quota in government securities, which
earned less than alternative investments, The locked=in
investments in securities served as an additionél reserve which

increased their intermediation costs (TBAC, 1985).

CB bills for the countryside. Significant economic events

cﬁaractetized 1974. The dountfy experienced the first oil shock
leading to.a negative current account balance and a dwihdling
BOP. The growtﬁlrafes in domestic 1iqﬁidify and inflation weré
very high (Table-l3). At the same time, however, loans from the
banking system had the highekt growth rate; outs tanding

rediscounts of the CB also increased by over 15¢ percent.

To &siphon off exce8s 1liquidity in the system, the CB
countryside bills (CBCIs) were,issued; The issuance of the CBCIs
waé “actually made as a means to remove excess liquidity in the
urban areas and to redirect funds to the countryside through the
CB's rediécount window. Investment in the CBCIs was also méde an
optién to comply with the credit'quota‘policy and the securities
‘were made reserve eligible. The phase out of CBCIs had begun

only in recent years.
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The 1988 Financial Reforms
The financial reforms to finally liberalize the financial
system and free the interest fates were approved by the then
legislative assembly in 1980, The reforms were ' geared toward
promoting efficiency in the system, under which financial
institutions can provide a 5roader range of services and enhance
domestic mobilization of long-term‘funds under a compe titive

atmosphere.

The move emphasizing domestic generation of funds followed a
regime of,héavy borrowing from abroad which saddled the country
with a huge foreigﬁ debt of some $28.e bi11ion by the end of
1986.

The financial reforms also removed enforced specialization
and introduced universal banking., The reserve requirements were
also programmed for reduction such that it would eventually_'be
down to 16 percent by July 1982, This did not materialize,
however . Instead, reser&es were adjusted upwards several times
from Sepfember 1983 until they reached a high of 24 percent by

April 1984 for commercial banks (refer to Table 7).

Implementation of the reforms was caught in a B5erious
economic, financial, social, and political crises on the domestic
front, and by severe recession ébroad. The country's BOF
worsened ané was 3eég;bbercent of GNP by 1983,. Budget deficit

ballooned, reaching -~ 4.3 percent of GNP by 1982, (:zee Figure 8).
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The financial crisis which started in 1981 resulted in the
government's control qf six (6) major bank:s, and an increased
7 demand for financing by the government. By 1982, currency
creation, an inflationary source, was funding the budget deficits
up to 72 percent of domestically-sourced funds. Foréﬁgn
borrowings were funding up to 49 percent of the deficits in 1985.
- The government sector bbrrowings from deposit money banks also
rose as a consequence,'thus reducing the available funds for

private sector lecans.

- The rise in reserve requirements was part of the monetarist
approach: to address .thé critiéal BOP problems and the high
liquidity in thec-system. To further reduce base money and
liquidity, the Central Bank virtually closed the rediscounting
window and borroweé directly from the'pnblic and financial sysfem
from mid 1984 up to 1986. CB bills (known as "Jobo" bills) were
so0ld at high interest rates that reached a high of 43 percent by
October 1984. This tool proved to be a poﬁe;fui and destructive
intervention by the monetary authorities (Montes, 1987). By
1985, gross domestic credits to CB by dePOSit_mOney banks were

more than double the 1983 level,

The national government alsoc borrowed heavily from the
‘financial system to fund the budget deficits. High yield

treasury bills - were sold Bince foreign Bources to finance

budge tary deficits were also drying up.
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The effecta of the actions by the CB and national government

were to reduce formai credit évailable to theé private Bector,
raise the maﬁket interest‘rates‘on deposjits and loans, dampen
inves tments, and reduce the demand for formal loans. The economy
suffered two yearslof negative growth and very high inflation
in 1985 and 1986. A study estimates that the underground economy
swelled during these years (NTRC, 1986). In the Bocial and
political fionts; the worsening.instability and peace and order’
problems led to the final.ouétei of the dictatorial regime in

February 1986.
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Iv. REACTIONS-OF THE FORMAL AND INFORMAL SECTORS

T0 FINANCIAL MARKET DEVELOPMENTS

During the period 1974 to 1979, the response of the formal
sector - to the monetary and credit policies had resulted in
significaﬁt growth rates in loans (Table 14). 'The ratio of real
loans to GNP also rose from 1975 through 1983. It was a downhill
trend thereafter; the perférmance of formal creait mirrored the
bad state of the economy and the effects of very restrictive
credit policies. By 1987, the real value of loans oﬁtstanding

was equivalent only to the 1974 level.

By sector ,® the rural sector (proxied by agricu;ture) gained
some but not at the expense of the non-agricultural sector.
Improvements during the 19765 in the.supply of bank loans to
agricul ture were evident in the rise of loans to output ratio.
As in the nom—agriculture sector, the credit crunch and high
inflation rates pﬁshed the supply level for agriculture to‘ that

of 1974-75 value,

Within agriculture, the temporary success of credit programs
in pushing loans to farmers was evident in the reallocation of
formal loans during the 1974-1979 ©period. The realignment
favored the palay sector, reflecting the effects of the M-99
program. The palay loan to output ratio improvead much,l reaching

26.8 percent in 1979, but dropping to 4.9 percent by 1986.

on the whole, though, loans from credit programs composed
only a small portion of total bank loans. In agriculture, they

comprlsedwless than 10 percent of total agricultural loans; they
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also reached only about 3 percent of the small farming population

(TBAC, 1985),
Formal Sector Reactions to Challenges

We define the challenges as those arising from the:
a) competition posed by the ICM; b} policy constraints; and

c) financiél crisis of the 1986s.

Compe ti tion from the ICM does not seem to be a threat to
the formal system. Complementation mére-than substitution seems
to be the case between the two credit markets. This is further
explained by looking at the linkages and interactions be tween the

formal and informal markets.

ICM Linkage With Banks. The linkages that exist be tween the

formal and informal can be discerned in a number of ways. The
ICM lenders are either borrowers from and savers with (or both)

the formal system.

In 1978, more than half of the 163 rural informal lenders
surveyed by TBAC (1981) in three (3) Philippine provinces were
bank saver-bank borrowers or bank saver-nonbank borrowers, while
three (3) informal lenders were at the same time owners of 1oéa1
banks., Eighty-fout (84), or 52 percent, of these lenders were
borrowers. Bank loané comprised close to half of their total
borrowings, the bulk (four-fifth3) of whichlcame from commercial

banks. Loans sourced from the informal sources amounted to only
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5 percent, while loang from input manufacturers (or trade credit)
- compriked 15 percent.“/

A later study of 125 rural lenders operating in rice and
coc&nﬁt producing villages also found a relatively high degree of
direct bank borrowing (Geron, 1988). Some 7¢ percent of the
respondents obtained loans from banks. Such borrowings to

augment capital_ are evidently tied to the 1lenders' trading

businesses where lending is but a tool to assure supply.

Indirectly, therefore, formal institutionsz are suppor ting
the mdney lending activities of the informal lenders. A great
deal of trade credit originating in the formal sector ends up

being lent informally.
Buenaventura, a rural banker, puts it aptly:

"Many of the informal lenders are our bank
borrowers, In our area these are clients in the
trading business - all forms of agriculture trading
(ramie, rice, copra, corn) - with which their
informal ' lending activitiek are linked. They are
prime clients with collateral. In effect, they serve
as conduits of bank funds to reach  those with
limited or no direct access to the bank."

Complementation, In the absence of trend data on ICM, we

can at best deduce the competitive interactions between -the ICM

‘and the formal markets from our interviews with bankers.

6/
= TBAC, 1981, Table 78, p. 104, as corrected,
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- Bermudez articulates the viewpoint of the commercial bankers
wé interview:d, emphasizing that informal lenders are not bank
competito:s,_ rather, they complement the lending activities of

the commercial bank:

" "The informal lenders operate in a different
segment of the  market. The bank's. market lies
largely in corporate and commercial accounts which
are generally fully collateralized. 1In fact some of
"the informal 1lenders are, in effect, conduits of
bank funds; this is the case with the poultry
industry ‘integrators. Our corporate clients secure
working capital 1loans which they wuse -in making
advances to their contract growers. Advances are in
the form of chicks, feeds, biologics, plus technical
assistance. The same is true with our big grain
miller and trader clients who provide advances to
the paddy farmers in the regular courgse of their
business. ‘ _ : ‘

The bank 'is also a co-financier with the
integrators. ' This is the case with some of our
borrowing clients - like the prawn and - broiler
producers, who are contract growers with the
industry integrators. These informal lenders then
are, 1in effect, giving business to the bank.

- Moreover, they become calibrators of credit risks
and make lending possible for the bank. They also
become depositors.”

The foregoing discussions indicate the presence of a strong
linkage between -certain segments of the formal and informal
markets. - They also spell‘role.cqmplementation_betwéen the two
markets. Complementation is aisd'éhown ih the-findihés of a study
of small aﬁd ﬁedium urban-based enterprises in Metro Manila and
fhree' (3) other regions of the country: formai~$ources ~supplied
most.ldpg-term-loéns, while informal lenders provided mokt short-

‘term credit to the entrepreneurs (ISSI, 1985).
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Looking at complementatian in a broader context, the ICM
provides smaller and shor ter maturing credit to the.economy and
to clients who have very limited or no access to formal finance,
while the larger bank loans concentrate on the longer term credit

with acceptable collaterals.

An . area of substitution - where the expansion of one takes
place ét the expense of the othef - between the formal. and the
informal seems present ohly to a limited degree in a segment of
the 1loans market. This is the small loans market wherein
pawnshops, money shops, lendihé investors, and rural banks
encroaéh 'into. About 8¢ percent of the loans of ﬁawnshopa to
firms and households, which need guick liquidity, amount to P500
and below. The average loan size of rural banks is also
relatively &small. For-é time moﬁey shops, by regdlation, could
not grant loans to storeowners and stallholders for operating
capital = and/or inventory financing“iniexcess of .?lw,ﬁde. This
was later increased to V20,000, bgt 1ater-liftEd Qhen'é CB policy‘

‘in 1983 converted all money shops into extension offices.

Many rural banks have, in effect, become - money shop
operators since the floating rates policy was adopted. Abelar do
the generall manager 6f a rural bank located in a commercially
bﬁsy town in Nueva Eéija, a proQihcernorth of Manilé, describes
the element ofvcompetition in the context of, his bénk's recent

foray into the territory of the informal lenders:



enabling the bank to use such funds.

markets.

"The bank directly competes with ' informal
lenders in certain loans market --like those of the
small storeowners and stallholders in the public
market and other retailers with puwesto (store
space) in the town. We started to give 1loans to

these types of clients two years ago. At that time

the fixed ceilings on interest charges had been
removed. - This made it possible for us to position
our interest charges relative to our costs and
perceptions of risks to service small loans. We
prefer to lend to those with puwesto rather than' to

the. ambulant traders, primarily for loan security

reasons. These 1loans call for a daily collection
scheme. Since our. bank is close to .the public
market, we geared this part of our lending operation
in the manner of a money shop.

We " also copied some of the methods of the
informal 1lenders. Processing iz done within 24
hours. Only two co-guarantors are needed, We are
also fast in collecting which is done by a bank
personnel who does the rounds daily. Our interest
rates on these small loans are also influenced by
the informal lending rates. We charge between 58-68
percent per annum. This is more than double our
normal interest per annum (24% presently) on
collateralized loans.' But this is only half of the
nominal 1@ percent per month that informal 1lenders
make in the public market. We are very selective.
We have to be because we know the informal 1lenders
are there. Some of our clients are at the same time
borrowers of . the informal lenders. These 1lenders
keep us on our toes and have made better and more
efficient bankers out of us."

39

Abelardo was, however, also quick to add that his bank and

informal lenders complement each other in a number of

ways.

First, the bank services the deposits of informal 1lenders,
He citeﬁ the specific cases
of at least three (3) mobile, motorcycle-riding money lenders of
‘Indian descent. Knéwn in almost all locales as the "bombays,"
these lénders have become qﬁite ubiquitous in the informal credit

They have large bank depbsitS» -- up to P100,000



40

according to Abelardo -~ and their daily collections get to be

deposited with the rural bank,

Second, some of the bank clients in the market place borrow
additional amounts from the ICM. This happens since the bank may
xﬁot‘be.in a position to accommodate these borrowers' 1oaﬁ demand
for operating capital. USudl;y this is due to the bank's
assessméht of the repaymeht cgpébility of the borrower or

internal bank policy on loan ceilings. Thus, as in the case of

- -

the commercial bank, the rural bank becomes a co-financier with

the informal lenders on comparatively smaller loan requirements.

Méreover, those screened out in the selection process of
formal institutions services become a market ‘of the  informal
lenders. The case of the credit clientele in publié marke ts,
where money shops of banks were allowed by mbnétéry authorities
>to be set up fb service market vendors, will illustrate the
point. Experience over the iears and internal bank policy 5hifts
have ﬁade some money éhops very sélective. 'They‘aléo no longer
grant l1oan3s below a certain loan size = because .doing 30 is
admihiétratively more costly. ;siﬁilarly, they have tended to pay
more attention to loan securities, whereas before loans were made

on clean basis.

In one urban public market in Metro Manila, a commercial
bank money s5hop. which hadbbeen operating since 1973, has ceaéed‘
lendi;g to vendors of perié?ablg goads (vegetéblea, fish, fruits)
"because they require small loans (below ¥5,008), énd‘what they

sell are not suitable for chattel mor tgage.” Those ekclddéd in
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the selection process are serviced . by the other informal
iende:s. including some  ten (1¢) five-six ‘operatoré,‘ and a
 §redit cooperative. Around 60 percent of the credit demand in
tﬁe.,public market is :estimated_to be setved by the credit
cQoperétive. 'Thié coopérative offers the lowest intefeSt_ rates
to members, much simplet processing- requirements compared to the
monéy shdp's,,and a variety of,prodﬁct 1ines including.loans‘for
roperatingh capital, and 16ans-in‘kind.like'electrical ‘énd other

household appliances.

‘It can be said that certain financ;a;'innovations‘had sprung
with an agenda of reaching éegments of fhe.traditional market of
informal_-lenderé.  This was one of the motivations for pilot
testing ' the mﬁney shops in 1973.'_Money'sho§é are the smallest
unit or “scooping station” of the'_ﬁénk.>' The Philippine
Commercial 1International Bank (PCIB} pioneered the concept both
to addfes$,a social'concerh_and tp;exploit-a market oppor tuni ty
in‘ " the small credit _and deposits 'markets;' The ménetary
authorities responded to this by granting flexible and lbnger
bénking: hours to grant loéns and accept;dépoSits on;y; higher
monthlyr service fees, and by making chéngés. in policies to
enlargé ‘the territorial and clienieleuchpe(of money shops over

time. .

Bank _Regponses to_InterestRates Policies. ©On the matter of.

monetary'policy'conétraints, the reguiated interest rates policy
prior to deregu;ation had been creatively addressed by the formal

sector. These creative _responses‘ in,_effect ‘transformed an
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otherwise formal practice into informal. On top of the ceiling
rates aliowed, banks collected add=ons, like undisélosed service
fee, inspection fee,_discounting of interest, éharging. straight
yield on amortized loans, frequent impounding, and requiring

compensating balances or deposits for loan takers.

The marketéoriented policy now in place has given banks fhe
freedom to charge rates according to their internal “cost
strucfures, the type of clients they service, and the competitive
rates in-the mérkef. This is seen in Table 9., Indeed, by 1987,
banksg' real rates show a rather wide band betwee¢n rates on loans

and deposits.

Certain government policies, however, have the effect of
raising the cost of credit from formal sources. The 5 percent
gross receipts tax on earnings from loans and the PD 717

allocation raise the intermediation costs of banks.

Reactions to Finanqial Crisis

A segment of the formal sector had reacted positively to the
"financial crisis of the 1980s. Among these are the pawnshops and
1endiﬁg investorg; Both expanded rapidly and had high poéitive
real asSetlgrowth-in 1985 and 1986 (Table 15). By contrast, the
Vbahking' system suffered negative growth rates. The 1liquidity
problems and declining purchasing power encounte:ed by
househblés, small firms and fixed wage earnérb_ have given an
oppor tunity - for amall intermediaries to provide credit. Sugh

development,  however, was also a response to the floating

interest rates.
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On the other hand, thé reaction of the government to the
financial crisis and decline in credit to particular sectors was
to try out ‘certain innovations. By early 1988s, the. rural
banking syétem was already paralyzed. The s tate=-owned Philippine‘
National %ank'(PNB) and the Development Bank of the Philippines
(DBP) had virtually stopped lending, the rediscounting policy
framework‘ had changed, and bank credit to the small fa;m SQctoi
had. tightened. These ﬁfompted the . government £hrough the then
Ministry of Agriculture and Food to embark in 1984 on a funded
lending scheme using thg informal lenders as conduits. Under the
modified érograms for rice (Intensified Rice Production Program,
1984-87) and yellow corn.prOGuction, the 'millers,-traders, inpuf
suppiiérs as well as the government's rice and corn marketing
agency; the National Food Authority (NFA), wéie tapped to ;etail
loans to farmers. The banking system was used as proéessing
agents with very little risk exposuré. The informal lenders had
fo be accredited by the government agency first. They were to
lend the money to a list of identified borrowers according - to

program lending guidelines. Reports on their lending ;efe also
to be'submitped for monitoring purposes. Thefexperiment, théugh,
was short-lived,-ending by mid-1987. An'asseésment of  the scheme
found that funds from the lending program merely substituted for

~ the moneylenders' own resources (Esguerra, 1987).

The 1986 presidential elections also tried to revive the
supply of credit to the rural sector by using government leans

to the cooperatives‘ as a political tool.. It was to be a feeble
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attempt at best. the party in power lost and not all the loans
prémised got ;eleased.
ICM Responses to Government Policy and
Formal Financial Market Development

To signal the rééponses of the ICM, a number of indicators
will be described, to wits: the percentagé of 1loans from thé

informal lenders, interest rates, and changes in structure.

Informal Borrowing Trends. Farm and rural household
surveys conducted nationwide offer a clue to the trend of

informal borrowings through time,

Thel rural/farm borrowings summarized below suggest both a
decline- in proportion of population borrowing and loahs taken
from'informai sources over the last four (4) decades (détails in

‘Tésle 16). In terms of valﬁe of loans, informal borrowings had
generaliy a136 exceeded the amount of informal credit,_excebt in
the 1981«82 survey. | The 1981-82 survey was done at the

‘homestretch period of farm lending programs and at the onsét of

the‘financial refo:msrand may ex?lain the greater volume of loans

from the formal 3ources.

: _Percent Credit Source
Period ‘Borrowing Formal Informal

I. Farm Sector - - =« = = -~ = (% of no. of loans)
1954=55 75.8 12.0 88.0
'1957-58 ° 87.0 : 13.0 - 87.8
19682-=61 : 45,2 8.0 92.2

IT. Rural Sector — = = = = = - (¢ of no. of borrowers)
1986 33,0 31.6 67.0

1987 36.40 - 20.0 74,0
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Adequate information on what happened during‘the succeeding
‘years up‘ to 19857wheﬁ foimal credit became very ' tight is not
avaiiable; At a mee“micro 1evei;,however; Studies of rice férm‘
'villages - point 'to: very high levels of iﬁfofmal borrowings.
_ Lbokiﬁé. at the rural dimension, the SWS-Ateneo - 1986 and 1987
surveys iﬁdicate'a;riée in bofrowingsr‘énd increasing share of
the ICM in 1987 . In contrast, borréWérs in urban areas outside
Me tro Maﬁila experiencéd greater access to formal - credif.
Inves tments ahad risen | during 1987, with the ﬁrban - areas
experiencing gréater resurgence in economic activities. During
the year, a ﬁumber of commercial banks aléo"gtatted a more

aggressive marketing of bank services outside Metro Manila. -

Strqctural Changes. Structural dynamism characterizes the
ICM, . wifh eﬁonomic féctors-and shifts in pblic;es marking theif
influehce on. the changesgovet the short‘and long terms. An.
 example of the short term change is depicted in the rice farm
credit when the M-99' program loans reduced to Vsome extent

informal lending for a brief period.

Three changes in the_countryside'have made a 1long term
imprint Vin. the ICM structure,'namely; ‘the spreaa of ‘ruﬁal
banking ; the changés in rice technology,‘and the agrafian reform
program under which some 1.82 miiliOn' former riqe and corn
tenants had become either holders of le;selor cértificate of 1and
tranéfer' by 1987. PFarmers now play a leading role in the ICM,
along with traders. The role of the landlords has'recedea. In

the most recent surveys of ICM lenders. in rice and coconut
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farming areas, up to half of the informal sources were farmers

(Geron; Armenié, 1988) .

More variations in ICM arrangements have aléo'appeared as a
reaction to innovations from the organized sectors and thé
"financial 1liberalization. Situatiéns of tight credit had also
brought to the surface more entrants in the ICM. The history of
ﬁoney lenders during the period 1967 to 1978 is provided by a
TBAC study. It showed that the decline in formal credit to the
palay sector brought in new informal lenders, five (5) years
after M-99 was introduced as shown below (see aléo Table 17). |
Totél No. 6f ICM lenderé) 1976 = 163 - 100.0%

a. No. lending in 1967 ~ 94 - 58.0%
b. Entrants bet., 1968-78 - 69 =~ 42.0%

More recent stﬁdies by Mangahas and Lava also found about
hélt of the informal lenders as being relatively new in the
business. They became iénders only from 1982 onwards, which are
characterized by years of contractionary credit in the formal

financial sector.

The credit cooperative sector which has been growing on 1its
‘own steam-has.ﬁlso made creative adaptafions»of "central banking"
lsince the 19785 to meet the gr;wing,demand of members. Central
'bahking by fedérations of cooperatives mobilizes and interlends
funds to member coopefatives gengrally for relending to
individual members. The interlending facilities became much more
impoctanit  during the crisis period of the 198¢s as liquidity

pressures were felt by members of the cooperatives.
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Interest Rates on the ICM, The infbrmal. sources are
generally perceived to éharge very high interest rates, It is,
'however,’.more accurate ﬁo say that there'is é broad range of
interest rates for a very heterogeneous market. From one end of
the pole, we find "social" loans Qith Zero or'very low interest
chargesg, moving up to rates approximating the formal institution
charges (e.g., those from credit codps,'foundations, and inpuﬁ
dealers); at the top end of the pole, cﬁatges exéeed 200 percent
per annum. The high rates prevailing in the ICM reflect the
excess demand for loans such that people will still take out

loans even if the interest rate were infinite.

Lava, in her case studies, found one (1) rural ICM lender
~ charging rates over 1000 percent péf‘annum “to fhe villagers,
vendors, and handicraft makers, and ohe (1)'urban lender with
interest ”chéiges 6f.76ﬂd percent. p.a. to public market
stallholders. Hqﬁéver, these are more the exceptions. The rates
:of 19 ipdividual lenders were calculated to range between zero
and over 1008 percent, three (3) urban and rural-lenders were not
collecfing intefest; nine>(9) were charging between‘35 and 85
percent; 2ﬁ percent per month or 24¢ pekcent p.a. were collected
by four t4) lenders. Two (2) foundaﬁions wére charging 208 and 29
pgrceﬁf p.a., respectively, the credit coop at 4.4 percent,‘while
one (1) ROSCA, true to its form, Qas not collecting any interest

from members of the group.

There are reasons to believe that the interest. rates on

informal loans may have declined over time, although we have
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limited data base for now to be conclusive on this. ﬁore formal
| institutions and outlets have been establibhed from the 195@s té
the present decade aﬁd the bank density ratio to population has
improvedr Formal institdtions have:been able to lend at higher
rates since the 1ifting of the interest rates ceilings; Bome of
them ventuced info the émall loan segment of the market. The
rapid ,growth of paﬁnShaps,and lending investors after 1983 and
the adoptioﬁ’of the money shop‘aéproach by bénks since the early
1970s have made it pdssible for the formal se¢to: to meet a

portion of the excess credit demand.

The TBAC study of informal lenders in 1978 concluded that
the interest rates on. the ICM also respond to the penetration of
' the formal institution in the market, and the presence of the

informal sourges’charging rates parallel to bank rates, Rates on
“tfadifional'f/ informal loans were found lowest rm a province.
- close to the urban Metro Manila. The p;ovince had a high density
"of formal  sources and farm input dealers who were supplying

~credit in kind at rates similar to bank rates then.

The more micro level case studies dramatize the tempering
effect of the availability of formal loans on the level of
informal - rates., For instance, the influence of money shops in

the 1level of interest rates in'public markets are gathered from

1/

" The "traditional® loans were defined to exclude informal
loans with - rates . similar to formal rates, and non-interest
bearing non--commercial loans. -
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'interviews of persons in the money shop business. 8/ These
infoémégts ~3hare,‘ the perceptioh that money shops have been
instrumental in bringiné down the inforhal intérést rates in
,public-markets. An offiéer’of the commercial bank which Operatéd
lfhé largest number of moneyvshops prbvided some historical trend

in informal rates in~publicvmarkets they penetrated:

Circa 1973%* -= 20% /day
Circa 1974 -~ 20% /week
Circa 1975-1976¢ -= 2@% /month
Early 1980s -= 5-106% /mo.

ﬁnde; the reqgulated rate for money shops, this bank was
collecting an effectivevraté of between‘24-28 percent on clean
‘loans. The ceiling rate ‘then was 14 percent, but money shops
lwére _éildwe& to collect_higher service chafge of 2 perdent per
month,' aﬁoftized daily - on a straight - basis, with interest
collected front end, Vwith'unregulated-rates, the méney shop

loans are ‘levied an effective rate of around 32~44 percent.

The' leﬁel of infdrmal rates are wide  ranging and are
differentiated by certain economic factors.. For .instance,
be tween deveioped farmiﬁglvvillages and marginal areas Floro
observed lower rates in the former.. By sizé of farm, that. is,
be tween the small, medium, and large - farm operators, lower
average rates Oof intereat are extended to large farm holders

(Swaminathan; 1982} (Refer to Table 18).

8/ ‘
. ~ T One rural bank money shop, one (1) commercial bank money

shop, and an officer of commercial bank's money shop/branches

operations. ’

* Marking bank's entry in the public markets.
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The interest rates ‘advantage enjoyed by = the more
commercialized and productive areas and large farms iz perhaps
linked with fhe vblume of outputs informal lenders can capture
from their farmer clients. In linked market arrangements,
traders prefer to‘do business first with farmers  with greater
voiume of production to assure'them of the raw material supplf.
By -and lafge, competitiﬁe presasure is likely exerted by various
informal trader-lenders; but such pressure originates from the
trading side of the business -~ the need to vie for the same

supply of goods == rather than the lending side of it.



51

V. CONCLUDING NOTES

The informal credit shppliers _continue to be the more
accessible sources to the broader borrowing public. This is
despite legislative and supply-led policies to reduce their size

in the context of past environment.

 Nevertheless, financial innovations and adaptations in the
formal financial system have prdvided alternatives to the ‘ICM
sburces'fo a certain extent. These adaptations have been evident
in the smaller substructures such as the';hral' banking system,
pawnéhoPS,. money sﬁops, éﬁd iending investors.A Through these

substructures, the formal system has been able to exploit

oppor tunities in and share a part of the informal credit markets.

The. formél and informal markets;vare, however,  largely
 complementary. They cater to what are esséntially different
segments of the financial marketg.' 'Various linkages ‘exist,
nOnethelesé, on both the resource generation side of the
financial balance sheet and the ‘lending ‘'side. Parallel
innovations and linked‘harket’arrangéhents in the ICM have also

made it possible to conduit formal 1loans to the informal

borrowers.

Liberal rediscounting policies Whigh provided easy access ;o
low cost funds from the CB played a kéf role in.the expangionary
trend of formal credit in the 197¢sf _However, the poor state of
the economy, huge budget deficit#,vvery tight credit policies,

'and a troubled socio-political environment during 1984-1986
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severely contracted the formal credit supply. It ik noted that
contractiohéry trends, in the formal- 3sector had provided
opportuhities fof\new entrants to the ICM, Moreover, the smaller
substructures in the forma1 Bystem had also reacted pritiVely to
the financial crisiz as much as to the freeing of the interest

rates,

In terms of spatial dimension, the rural areas experienced
wider access to formal credit during the eérly part of the 1976s
due to government credit program initiatives. It was oniy for a
brief period however .. Policies which develop countryeide
banking, the agrarién reform érogram; and' policies - that
sncourage changes in the production technology have exerted a
longer term effect on the rural ICM. The effeots are translated
to btructurél changes in infoimai-supplieré, which find farmers
as dominant 1lenders; in certain cases, the effect had been

reflected in the moderation of informal ratei.

Financial policies that regulate interest rates  and
the allocation of formal credit have been more harmful to the
development of the fiﬁancial Eystem. The iifting of'the interest
ratés éeiiings'have evidently produced-a positive response from a
segment of the formal system tqlmeet the liquidity and oPeraging
capital needs of households and small firms. Cost/ increaéing
policies 1like the agrarian credit éllocation and high reBberve

requiréments are yet to be addressed.
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There has been a rise in borrowings in the last two years
and an increasing bhare of the informal credit marke ts. The
active responses from segments of the formal sector, nonetheless,
refiect . the ©potential for,expénding”financial services to the
'sector with little or no access to formal intermediaries by
'lnétitutions  that are least _regulated by the mone tary

authorities.
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Philippine Financizl Systeas Mo, of Institutions,
Total Assets and Percent Distribution of Assets, End 1984
{heounts in M)

Table |

No, of lnstitutions

Totzl fssets

Head

Institutions Al facunt (PH) 1 Bistribution
Bffice  Dutlets a/
"5, Central Bank 1 19 6/ 27b,515
8. Fimantial Systes 3,002 5,979 331,586 100,00
B.1 Banks 1,024 3,614 289,397 82.3
Cosaercial Banks 30 ¢ 1,766 . 237,055 7.5
Thriét Saaks Hy 5435 17,547 3.3
PDRs 3 213 5,579 1.7
SHRs ? 234 8,097 2.4
55LAs - b 2 3.8 §.2
Rural Banks - 875 1,083 9,103 .7
Specialized
- Bov't Banks 3 190 25,693 7.8
8.7 Non-Bank Finencial
Institutions. 1,897 2,283 40,995 12.4
Investaent Houses 13 4 7,519 2.3
. Financing Cos, %0 334 5,027 1,7
Securities ,
Dealers/Brokers . M 124 . 943 $.3
Investsent Cos, 82 B2 10,154 3.1
Fund- Managers - 38 i 1,288 2.4
Lending Investors - 289 - 300 37 8.4
~ Pawnshops B % 7 X4 1,387 1,041 0,3
- Roney Brokers % .3
Gov't Hon-Bank :
_ Finantial Ipsis, g 3 14,088 4,2
Veature Capital 17 17 126 -
B,3  Non-Rank Thrift
Institutions 8l 8 1,9 0.3
NBLAS o/ 7 7 .16 -
NSLAs #/ 14 75 1,478 3.3
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. No. of Institutions Total Assets
Institutions Head Al paount (P9 1 Bistribution
Cffice Mtiets o/
L. Dftshore Sanking
Units 2 2
D. Other Financial
Institutions
Private lnsurance 139 ¢/ 22,7283
;'alpani_es
6515 1 20,878.3 ¢/
585 -4 33,828.2 ¢/

- . - -

a/ Includes head offices (HBs), branches or sub-branches, field oifices,
extension office, soneyshops, savings agencies, overseas ofttices (33} of local
iocal banks,

b/ Bs of Septeaber 1987; includes head offite, four regional offices with
full central banking functions, and 14 other CB offices with' semciag
Gunttions.

¢/ Includes nlne {9) bankz authorized. ta pperate as universal banks.

4/ Includes National Developaeat Company (NBL), National Hoame Nor taage
Finance Corp., and the Phil, Veterans' Investaent Dev. Corp, (PHIVEDEC)

e/ Mutual Building and Loans Associations.

¢/ Non-stock Savings and Loans Assotiations.

g/ Data froa LB, as of June 1987,

Source of Data: CB. 1984 Fact Book: Pki!ipyirxg Financial Systes



Table 2

Financing Companies: No. of Units,
hssets, and Loans, 1976-86
{Amounts in M Pesos)

Ne. of ' -
Year - Units Total Real Per cent Average Loans  Real Per cemt Average

{End Year) Assets  Value Change Value Change ,

(A) (8) (€ (D) {¢/a) (€} - (F) {8) {H/A)

1974 149 o
1976 . 348 4pd4.0-  2537.8 7.3 3422.0  1870.0 5.
1971 388 5852.0 2977.8 iy .7 4180.0 21328 14.0 5.
1374 ©419 7366.0  3432.0 18.1 8,2 5087.0 2350,8 10.7 5,
1979 478 9743.0 39394 14.8 8,2 7926.0 3204.4 35.0 f.
1440 531 11902.1  41§3.3 5.7 1.8 9164.2  3205.6 0.0 6.
1981 539 12123.3  3822.0 -8.2 §.8. 9209.7 2903.5 -3.4 5.
1982 537 12919.4  37%6.8 -1.7 7.0 97T23.4  2827.4 ~2.8 5.
1983 832 118t0.§ 3075.3  -18.1 5.8 0482.1 22034 -22.1 4,
1984 545 9253.8. 1616.4  -47.4 3,0 6560.3 1145.9  -48.0 2.
1385 383 6154.0 N5, -43.4 2.8 1.0 654.9  -42.8 1.
1986 334 5627.0 821.3  -10.3 2.5 1,

G D — —a L3 P € —f O Y P

41260, 602.2  ~8.0

Source: CB. Fact Book: Philippine Financial System, various years.



. Table 3 :
PERCENT DISTRIBUTION OF LOANS FROM INFORMAL SOURCES,*

60
BY KINSHIP/SOCIAL TIES, VARIOUS STUDIES
Study/Scope/Referance Friends/
- Pericd Indicator Relatives Neighbors Landlords
1, BCS, 1860-~61 No. of loans 30.1 i.8 24.4
_Farm families Amount of loans 28.2 1.4 23.6
Nationwide '
2, TBAC, 1877 No. of borrowers 16.1 11.3 20.0 a/
Rice farmers -
Isabela, Bulacan,
Camarines Sur
3. Floro, 1983-84 Amount of loans 9.8 b/ 2.9
Rice and corn
. farmers '
Cagayan, Nueva
Ecija, Iloilo
4. ISSI, 1984 Amount of loans c/ 78.0 15.9 NA
Business entre-
preneurs’
Nat’1l Capita) Reg
Regions 3, 4, 7
5. NEDA, 1985 No. of loans 30.6 22.1 9.0
Low income Amount of Tloans 22.1 18,0 7.9 d/
families
Nationwide .
6. Gatchalian, No. of borrowers 65.7 e/ NA NA
et.al., 1986
Underground
economic workers
Manila, Pasay,
Caloocan, and
Quezon Cities
7. Geron, 1987 No. of borrowers 22.7 34.4 .40
Palay and coconut Amount of locans 24,0 37.2 -
farmers
Quezon
Nueva Ecija
Camarines Norte
x/ Balance accounted for by other informal sources.
a/ Number of loans
b/ Friends and relatives
c/ Short~ and long-term loans combined
d/ Employers/landlords ,
e/ Percent of total borrowers from both formal and informal sources
sources: )
1. Studies Nos, 1 & 2 are from: Sacay, Agabin, & Tanchoco. Small Farmer
Credit Dilemma, 1985,
2. Floro, Sagrario. "Market Interlinkage in Philippine Agricuiture” (Unpub-
lished Ph.D. dissertation, Stanford University, 1986.
3. Institute for Small Scale Industries. "Financial factors and Small and
Medium Enterprises in the Philippines.” U.P. Diliman, Quezon City,
. ‘1985. - )
4. NEDA, "sStudy on Government Assistance to Low-Income Groups With Inadequate
Access to Institutional Credit."” (Chapter 4). April 1987.
5. Gatchalian, Gatchalian, Almeda, and Barranco. Nature, Consequences and
Prospects of Underground Employment in Four Cities in Metro Manila.
Quezan City, 1986. . _ '
8. Geron, Ma. Piedad. "Philippine Informal Rura) Credit Markets: Efficiency

and Equity Issues.” Paper presented during the workshop on "Policy
Considerations for Structural Changes and Development in the Agri-
cultural Sector,” sponsored by the Agricultural. Policy Research
Program, March 29-30, 13888, U.P. at Los Banos.



SUNMARY OF STUBIES IN

Tahle 4

DICATING LEVEL OF INDEBTEDNESS
VARIOUS YEARS

-

Santiago {1981)

faraers

Period Author /Date : ' - .
Covered of Publication tocation of No. and Type Percent
{rop Year) a/  or Release Study of Respondents Borrowing
1954-55  de Suzaee {1975 Nationwide - 5,149 formers 75.0
1357-38 Bapud {1938} {Nunoz) Nueva 78 rice tarsers 97.4

. ' Ecija
1957-58 . Saray (1964} Nationwide 400 farmers 87.¢8
1960-561 BCS {1983) Nationwide 2,433,000 fara 15,2
households b/ '
1967-70 Nangahas {1975) Lamarines Sur, 347 rice. farsers 26.6
ilsilo,
. , South Cotabate
1976-71 Nangahas {1975) Camarines Sur, 347 rice faraers 52.4
Hailo,
South Cotahato ’
1959-70 Maario (1970} {Ninalin) 97 faraers 95.9
’ _ Paspanga
1969-70  Balagot {1978 Cotabato, 33 rice/corn T
‘ Bukideon, Davao faraers
Norte, Bavao
“del Sur, lambo-
anga del Sur
1974-75 Octavio {1978) Bulacan 120 N-99 farmer-» 48,2
’ ' : borrowers
1977 UPRRF £1977) Nueva Eci ja, 1,215 fara - 8L.%
Davas households
1977 DA {hug. 1977) Central Luzon, 3,989 rice 45,2
Ilocos, Bicol, farsers
Heilo, Leyte
1977-78 Laopao & Latarre teyte 22% tishing 18.4
{1979) househicids
1978 TRAC (1981) Bulacan, 1,828 rice fara 83.8
: : " Casarines Sur, households
Isabela
1978-79  Salundaguil 1980)) Leyte 120 agrarian +57.5
‘ refors
beneticiaries
. 1979 Manalo {1979) Cagayan, ‘240 cattle raisers  84.4
{sabela,
Nugva Yizeaya,
Kalinga-Apayan
1989 Capistrano {1982} Hueva Ecija & village 8.1
. households
1930 “Leyte - 108 coconut 52.8

61
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Period futhor /Date
Covered of Publicafion Lecation of No. -and Type Percent
(Crop Year) a/  or Release Study of Respondents Borrouing
1981 ~ Swaminathan {3982)  Mueva Ecija 183 rice fareers 8.2
Control area:
{4 barangays,
8 farmers)
ACES area: ¢f 87.7
{4 bharangays,
97 tarmers)
1981-82 TBAE" (1986) Nationwide 2,143,800 fara 29.2
households &/
1983 Saith & Usali Casarings Sur 89 rainfed rice
{1985 faraers 14.0 ef
1983 Ranola (1984) Abra, Cagayan, 90 tars 92.2 ¥
Comarines Sur, villages
Mashate,
flbay,
Oriental Nindo-
re, Heilo,
Zaaboanga del
Sur, North
. Lotabato -
1988 BP Institute of National 230 business 63,3
Seall-scale ‘Capital Region entrepreneurs
Industries Regions 111,
‘ w, & Vi
1985 NEDR (1987} Nationwide 25,945 ¥ low- -13.08 g/
1985 Secin- incose familiss
Eronpeic Survey
of Special
Group of
Fasilies : , : '
1984 Atenec-5H5 Kationside 1,200 respondents 2.2 W
Gc. 94 Survey of votiag age
Data ’ {29,78 ¥ voting
, nopul ation}
1987 Ateneo-SHS Nationwide
Oct. 87 Survey
Data -do- 34,7 0/

~



2/ Reters to loans taken during the crop year, except otherwise indicated.

b/ Nationwide estisstes of survey resalts; includes fara households cultlvatxng
0.1 hectare.

t/ Agen(y for Cosmunity Educational Services. One purpose of Swasisathan's
survey was to sonitor progress in 2 ssall faraers' cosmumity nrganlzatton
project wherein ACES was involves.

8/ Nationwide estimites werw derived from a survey of 338 taraing barangays in {7
regions covering ssall farsers with landholdings of 7 hectares and less.

&/ Faraers were interviewed as to their survival strategies during disaster

yesrs. Another 371 of the respondents songhl financial help from friends apd
relatives without interest during the perind, a disastrous year due to
frequent flonding and drought, '

# Percentage of villages respondiag. Village key inforaants supplied data ow

local community charactenshc;. Sevan villages did not avail of credit during
the period.
g/ Borrowers anytise fros §1975 to 1985, Per:entage was projected to population
of low income farser-respondents in the bottea 30 percent of incose
classification,
b/ Percentage was coaputed using projected population weights.

Sources:
1. Pdapted froms Sacay, Agabin, & Tanchoco. Seall Farser Credit Dileasa, 1985.

2
3.

4,

Rteneo-Social Weather Stations. October {984 & 1997 Survey Data.
Capistrano, Ana Doris N, "Study of A Village Econoay: The Case of Villarira,

Pantabangan, Mueva Ecija.® M.5. thesis, U.P. Los Banos, 1982.

iLaopac, Masuel and Latorre, Estrella. Ssall-Scale Fishing in Leyte Province: &

Socio-~Economic Survey. Econoaic Research Report, BAEcos, Series No. 3,
October 1979. '

. Manalo, Leonarde, 'Breﬂ!t Progras for Cattle Raisers in Lageyan Valley.®

lln;mhlished Ph.D. dissertation, Centro £scolar University, 1979.

NEDA. *A Study on Bovernment Assistance to Low-licose Sroups with Inadequate Access

to Institutional Credit,' 1985. 1987.

Ranola, Roberto Jr. "Crnppmg Systems and Deterainants: Factors intluencing

Cropping Patterns, Fertilizer-Use and Resource-Use Efficiency.” Unpublished
Ph.D. dissertation, University of Minmesata, 1994,

.- Salundaguit, Leonila T "Socio-Econoair Analysis of Credit Requiresents tor

Agrarian Refora Bereficiaries in Leyte Province.” M.5. thesis, U.P. Los Banos,
1989,

. Santiago, Carolina P. "Land Tenure Status and Other Correlatez of Adoption of

Recoasended Production Practices Among Coconut Farmers in Baybay, Leyte,”
N.A, thesis, U,P, at Los Banos, 1981,

10. Saith, Joyotee ard Umali, 8loria. "Crop Insurance and Fertilizer Management o8

i1,

Rainfed Rice,” IRRI paper presented at the 29th Annual Conference of the
fustralian Agricultural Econcaics Society, Upiversity of New England.

Swasinathan, Nadhura. “The Study on the Credit Rehavior of Fara Fasilies in
Nueva Ecija.' IARY Agricultural Economics paper No. 82-27.

12, TBAL, & Study on the Inforeal Rural Financial Harkets in Three Selected

Provinces of the Philippines. Manila, 1981,

13, U.P. Business Research Foundation, Inc. Small Faraers’ Subsistence Loans.

Unpublished project report funded by TBAC, Manila, 1977,

- M, U.P. Institute of Ssall-Scale Industries. "Firencial Fartws and Saall and Mediue

Enterprises in the Philippines.® $985.



Table 4a.
Percent Disribution ot Amount
of Loans, 1987

T - nmnuEE*““EaFééﬁi'“
Source IFR) Share
Formal 15.2 34,0
Informal 'Zb.S 59.0
Mixed 3.2 : 7.0
TJotal 434.9 100.0

Source: BWE-Ateneoc University.
Oct. 1987 Survey Data.

Table §

Bisiribution of Borrowers in Metro Manila, :
Urban, and Rural Philippines, by Source of Credit, 1986 & 198
{in Percent}

kii Phils, Netro Ranila Urban Rurai

1985 1987 1986 1987 1984 1987 1986 1987

1. Borrowers as X 32,6 380 300 30 30 3B 3.0 340
pf total population '

in lecdle
Forsal 1.0 30,0 11,0 130 100 160 100 7.0
inforgal L0 B0 264 2.0 .0 158 .0 27,0
~ Nixed L0 L0 28 L0 Lo 20 Le 2.0
i1, Per cent distribu-
tion of borrowers
in lacalte
Formal 32,0 72846 3.0 3.0 3.0 8.0 3.6 200
Inforsal 45,0 55,0 410 8.0 62.0 430 7.0 740
Mixed W0 40 50 20 46 2.0 2.0 4.0

Total 180.6 -194.0 ieo.o 100.¢ 100.0 100.6' 100.0 100.0

- -

Source! SWS-Ateneo University, Public Opimion Report Surveys, October 1984
and Driober 1987,

Note: fn the 1987 survey, “borrowers” are identiiied as those having borrowed
at Ieast P/1,000 in the past 12 aonths. In the 1984 survey, there is no
ginimue amount specified.



‘Table 6
SIGNIFICANT EVENTS AND FOLICIES, VARIDUS SECTLRS, 1970-8?

= o - - - - s

Macro/beneral Cligate

Year (Socio-Political, External  Foreign Sector Fizcal Monetary Agric./Industrial
Developaents) Sectors
1970 § 43% devaluation
§ reduction in se-
lected tariff rates
# export-oriented
policy regime
§ 3rd balance of
payaeats crisis
occasioned by 1947
reelection spending
1971
1372 ¥ Martial Law proclaised % Financial reforas adopted # Severe droughts in
in Septeaber foraally enforcing finan- Nindanao & typhoons
' cial specialization in C, Luzon pulled
agriculturat -
production down
1973 8§ Recard growth in real & Trade surplus as $ Contract- § Nonetary Board given - % Nost massive cre-
GNP at 9.6% due to a result of cpeeo- ionary di- authority to prescribe max. dit progras for
export booa dity boom, esp. rection in deposit and lending rates; aggie sector (M99)
E ‘coconut and sugar ~ gov't spending virtually repealed fnti- #3s launched, rice
§ BOP surplus posted adopted tao Usury Act of 1916, (Between sector -
at $463 N help offset 1974 L 1980, 4 interest. § Nationwide agri-
infusion of rate reforas were carried  rian refora progras
liguidity froa out to mobilize long-ters  decreed PD 27)
external funds & to develop capital
. sources sarket. ] '
' § [B sale of CBCls to siphon
off excess liquidity
§ Preferential rediscounting
policy for aggie credit
progras
1974  # Inflatien rate rose $ 1st il shock; § Nat'l gov't @ 1974 aarks the beginning  # M99 progras

steeply to 34.1%

¥ Worldwide recessiona-
ty & inflatioparv
trends

of transition period toward
due to conti-  financial liberalization to
nued coptract- amcbilize long-ters funds
ionary posture, for investaeats & to deve-
_creased cus- lop capital market

toss collect~ #¥ Ceilings on short-tera

lending expandad,
reaching peak
period during CY
1974-1975

cost of oil rose by
FLh}4

‘budget surplus

ions due to

expanded trade

& iaposition
of premiva

- deposits increased from
4.9-8,0% to 8.0-11%; long-
‘tera derequlated



Ar L —

Year i
Develapsents)

{5ocio-Political, External

1978 ¥ Recessionary & infla-
tionary probless en-
countered by developed
and developing
countries since early:
1974 continued

1974

1977

¥ Depressed world
prices for exparts
4 increased oil

bills, resulting in

suhstantial trade
% BOP deficits

¥ 80P surplus

attained partly
“attributed to the
rise.in gov't
borrowing

Nonetary

Agric.{Industrial

Sectors

certain ex-
parts & BIR
coliections

§ Gov't defi-
cit spending
& borrowing
expanded to
buay up the
eConbay

# Budgetary

geficits;
substantial
rise in gov't
foreign bar-
rowing

§ PD 717, agri-agra credit
guota policy introduced
aaking allocation of 251 of
net loanable funds generateqd
aandatery

¥ Demand stisulative sea-
sures adopted to offset

drain due ta external tran-
sactions
b Credits troa CB rose to 194)
tor preferred areas of in-
vestaent; CB rediscounts
servad as liguidity source

in @anetary and credit
systess

¥0B circulars 492-498 Lo
encourage jong-ters deposits,
investeents, & narraow spread
between reqular bank depa-
sitasloan rates & sonay
sarket tramsactions.

§ Second interest rate refora
took place as a response to.
the challenge pased by rapid-
ly growing deposit substi-
tutes & other high-yielding
money market instruments:

¥¥Savings increased to X

$47D increased to B.5-12X

# Ceiling of 174 imposed on
dep. substitutes, and reserve

* req't of 20% was introduced

8 Interest ceilings an long-
ters loans ingreased ta 19)

P

§ Interest rates reforas were
adopted aiaed at reducing
effective cpsts of funds to
stiaulate investaents

%% Iaterest rate ceilings on

------



Macra/Beneral Glimate
Year
Develaprents)

1978

1979k After 2nd 0il shack,
' gov 't stated policy
was to enpage in
‘counter-cyclical po-
licy” which had en-
tailed increased rate
of foreign barrawing
under gov't gquarantee;
huge increases in bud-
get financed primarily
thru foreign, sostly
short-tera borrowing
(Hontes)

1980

{Socio-Political, External

Foreign Sector

§ 2nd ail shock

$ Risiag interest
rate in internat’i
capital sarket

£ BOF attected by
unfavorable trade
conditions & re-
newed hikes in
petroleva prices

§ Large budget
geticits
banan
teo appear

Sectors

loans were ade the effective
teiling rates

#3 Effective ceiling an short-
term deposit substitutes
reduced to {3%

#4357 transactions tex
ingosed on prieary barrowings
in the aoney market

# CB Jiberalized rediscounting
ot export papers. esperially

are nan-tragitionals

# Bank lending rates under M39
b Hasaganang Haisan lowered

§ Rediscounting & hank lending
rates for cther preferrad
activities standardizad

¥ Increase in rediscounting
ceiling of KBs up ta 50X te
finance npa-traditional ex-
ports & saali-seale 1ndus-
tries{CE Circular 432)

# Interest rate ceilings in-
creassd by 2 percentage
poiats agross the board main—
Iy to align domestic interest
rates with those prevailing
in world financial centers
% thus discourage capital
outflows to} encourage more
bank deposits

§ Crop insurance
scheae introduced;
initial crop co-
vered: rice
(coapulsary an M3%
borrowers)

# Basic rediscouating requ-
lations amended with new
regiscounting ceilings,
rates, k values to encaurage
banks to tap other sgurces
af funds/lessen dependence
on cheap CB credit
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Macro/Beneral Clisate .
Year {Socio-Political, External  Foreign Sector Fisgal Honetary _Agric. /Industrial
Developaents) ' : Sectors

_———— - e

8 Financial reforas insti-
tuted to i) prosate greater
- efficiency via more conpeti-
tion; ii} increase availabi-
lity & access to longer ters
funds; functional different-
iation asong banks reduced;

yniversal banking" intro-
duced, with broader range of
financial services; min.
capital reqt for each type
of financial entity was
increased

& Credit expansion slowed
dawn to chegk inflationary
pressure '

- 0 i B e

1981 8 Liquidity crisis in § Severe recession # Budget defi- # July: financial liberaliza-

early part of the abroad cit reached a  tion prog. began; interest.
year © & BOP deficit staggering rate ceilings lifted or all
widened P12.2 B up types of degosits and loans,
fros P3.4 B escept shori-tera loans &
in ‘B0 and superviced dredit loans

funded by cur- B Start of flnancial crisisy &
rency creation major banks icase under £on-
to the extent  trol of gov't; probless

of 67.71 of ingreased gévt's demand for
total dosestic financing '

financing § Feb, 'Bl: rfeserve req'ts on
source; deposits of i 730 days or less
foreign reduced fros 201 to 191
borrowings § Start of rationalizatien

financed 471 progras for:gov't securities; .
of deficits started the phaseout of CBCIs
(Lanberte) (issued in '70s wainly to re-
channel fundls frok wrban teo
to rural argas} .
§ Crisis in doeestit financial
systes during the early part

of the year
1982 & Economy experiences § Budget defi- 8 CB introduted a sedius- and
full ispact of adverse - it ran to long-ters rediscount facility
developsents caused by PI4.4 By cur-  to encourage longer ters
external global recess- rency creation  maturity transforsation of
ion; international financed 72.21 loans of expanded Kbs; also,
interest rates at of domestic prosissory hotes by approved

highest level financing, high-grade ghares of stock
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Year  {(Socio-Political, Externa)  Foreign Sector Fiscal Nonetary Agric, /Industrial
Developaents) : ‘ Sectors
following an could be rediscounted
prpansjonary :
fiscal policy
1983 & August 21; Aquino . - ¥ Qutstanding ¥ New trade ¥ Interest rate ceiling an
assassination. Crisis external debt at _taxes imposed  shart-tera loans lifted
starts October. start of c¢risis at tegianing except ceilings an supervised/
¥ fccelerated capital A10/83) was 72.70 " of crisis; special credit programs
$light ’ of BNP; debt additional ad-
§ BOP crisis due to service was 35.7% valores duty
int'l econ. enviran- ¥ Peso devaluation on isports
seat & dosestic poli- trom §1:P% to which strarted
cies; policies becase FliPLL at 3% peaked
very restrictive as $ 17 Oct.: peso de- at 102 by
a result (Lamberte) ~valued froa $1:P31 dune 1984
" to $1:P14 (exchange
rate adjustaents:
¥ International
reserves depleted
1984 4§ Perind of deep ¥ June: devaluation 3 June: addi- ¥ CB credits to the public
internal recession to $1:P18 ~ tional esport  secter significantly
$ 50X inflation rate, § Octaber; exchange duties were increased before election,
thus reducing incomse rate freed inposed on ex- while credits to deposit
level for the popl ‘n’ & Decesher: abo- ports, incl.  banks were being decreased
i Real output fell by lished the foreign an econ. sta- ¥ Sale of CB hills (Joho
6,81 ' gxchange priority bilization tax bills) at interest rates
¥ Hin. legislated wages  progras of 30% on top  thak peaked at 43% in ¥ Aggie credit fell
~ increased 3 tises by a of existing Dcte-- powerful & des- noainally by 35.9%
tatal of 771 {nominali, export duties  tructive intervention (CB froa 1983 level
but in real teres ('78 : # Oct.: foreign directly borrrowing fros # Oct.: all price
prices) wages had exchange tran— {inancial systes to reduce  controls on bBasic
fallen 3 sactians tax ponetry base & liguidity) cosmpdities, except
¥ May: elections far the ~ of 1% isposed on rice, were
aeabers of parliasent § Deg.t export ’ reaoved
taxgs sus-
pended
1 Tax exespt-
- igns and
subsidies
v wi thdrawn »
1985 & Real output fell by " # Jan.: CB rediscounting rate
' 3,81 : revised & based on current

- § Inflation decelerated ' MRR rates
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- -

Narro/General Clioate
{Socio-Political, External
Developeents)

———— - -

“Year Fiscal Nonetary Agric./Industrial

Sectors

e e e e e e

-——— e ——————— e

# Restraint on growth of
soney applied

# 1D rates rase; intergst
rates on laans shot up

enployment

#Price control on
rice remsoved
(Septesber)

1986. ¥ Feb. snap presidential
election
# February revolution;
averthrow of Marcos
regine

§# Reserve requireaents re-
duced from previous 234 to
211 by August o pursue
gonetary sxpansion policy to
prop up investaents

# Rediscount rates adjusted ta
12,791 unifara rates and
rediscount value adopted for
all types of loans and banks

# Long-tera papers and loans
funded by STD¢ excluded from
rediscounting with CB

$ Floating rates to end users
adopted ‘

1987 4 1st sea. 6NF grouth
rate at 5 %
# May: senatorial and

tongressional elections

# July: Cangress canvenes

# Aug. 2B: cerious coup

# Special credit prograes for
aggie consplidated into
Cosprehensive Agric’l Loan
Fund (CALF) primarily as
gusrantee facility; direct
progras lending for phaseout

kb Rediscount:rates $ixed at
11.75¢ follewing the decli- # Agricultural growtn
ning trend in the market for Ist sem: less

. than 1%; harvests
aftected by E1 Nino
(drought)

atteapt staged



Table 7

1

ROLICY DIRECTIONS: RESERVE REEUIRENENTS, REDISCOUNTING POLICY, OPEN WARKET

OPERATIONS, AND INTEREST RATES, 1970-87

~aa -

Year

¢ Contractionary # Beiow savings & Contractionary

197

1974

1872

1973

1374

Reserves

to counteract
effects of pese
devaluation and
etection spending
¥ Series of up-
ward adjustaents
froe 16% before
Feb, 16 to 20¢

by &ug. ! for ¥Bs
¥ Series of up-
ward adjustsents
for R8s range of
7-11% to 10-14%

# 1974 reserve
levels saintained

t Reserves
maintaingd aL
0%

-dﬂ-

-da-

Loans

Yoluae Directic

------

Rediscounting Interest Rate Ceilings
o fpen Market ‘ -
Interest Yolume Operation 3/ Deposits Loans
Rates Direction {onm

{real teras)

of ipans Qut-
standing
tin rexl tarsc!

and 1D rates

¥ Rates
aaintained

¥ Reduced rates
for aggie;
increase in
non-aggie re-
distount to 3%

# Increased
rediscount
rates to 5%

for aggie to
Kbs

¢ Reduced rates
1% preferred

aF gag

¥ Fized at &1
for savings;
6.5 to BY for
TD; ceiling.on
T8 {730 days

regoved
k Noderately £ Rates
sontractionary maintained
{-11.8%}
t Slightly # Rates
EXpansionary: gaintained
{7.5%)
¥ Very ~dg-
tontractionary
{=27.4%
t Extresely ¥ 70 rates '
expansigasry increased bet-

VER ween §-11.5%

: ¥ Savings depo-
git rate of
banks other than

41

rureen - -

¥ Adeinistrative
teiling pegged
at 12% on secured

10805

-do- # Slightly ax-
paRsionary
3,94

~da- t Slightly ex-
pansionary
{7.8%}

~da- £ Slightly ex-
parsionary
{4.4%)

~do- # Koderately
EXpansionary

{16, 2%}

———— e . -

8/ Available Gata from 1975 ingicate that government securities were asrketed at rates below 5% until §984,
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Rediscounting Interbst Rate Deilings .. .
e _ —_— Bpen Market . R ¥ojuge Direction
Year Reserves Interest Volur- dperation af . Deposits Loans gf Loans Qut-
Rates Direction {oHD} standing
{real tsras) n real termsl
1974 igup, creditt in . raized by half
aqgie; L on percentage point
n9% papers
& Reduction in
ngn-aggie Fadis-
count rates to
unifors 5%
1973 -ds- E Rate to KBz # Expansiorary # Rates ~do- b Very
# T owith 736 for SC reduced  (20.B%) aaintained expansionary b/
dawe meturily from 5% to 1Y {20% increase
pericd exempted to encovrage K35
tros reserves 1o participete
{expersionary) i §ov't program
¥ Reserves on  (eApensibRary -
RS zavings & 7D for sgqies
of 730 dayz ar
less maturity
retuced from 2%
b i0%, respect-
ively, to umi-
fors &5
T ¥ Eipansicnary
1976 " Reserve rates  ® Rates # Roderaisly & Ypward adjust- -tg- ¢ Noderately
maintained gaintained contractionary sents by ope per- expansicnary
{13.8%) centage peint on H8. 4% b/
savings, and halt
te ore percentage
paint on Tha
1977 -ga- ¥ Rate adjust- # Blightly § No changes ~iia-~ £ Hoderately
aent tor redis-  expansionary Eipansicnary
counts of KBs  (4,3% {11,8%) &/
- frew wnitary 4
for - son-aggie to
differentiated
rates ranging
troa 5-8Y% with
towsr rates for
preferred areas
1978 -do- ¥ Rate for ordi- & Very * No changes ~dg- ¥ Moderately
nary agricui-  -expansiomary Ripansionary
ture rediced by 122,300 {18, 5%}

+ percentage gl
¥ Fenge ot nOn-

- e e e e o o 0 A e S o e 3 5

tters » litigation,

——— P



e

duced to 191
¥ Fupansionary

previous year's evpansionary
ratesy energy - {4,645

WAIR d7 at 9.8Y
an 5avings and

' Loans
Rediscounting . , - Interest Rate Ceilings»  ____________ |
. ‘ Open Market - _____ - Yolume Diréction
Year Reser ves Interest . Voluae " Gperation a/ - Deposits Loans of Loans But-
~ Rates .~ Direction {0MD) standing
(real terus) {in real terms)
aggie changed to
, 4-9% .
1978 t Long-ters pa-
pers aade eli-
gible at 8%
¥ Evpansionary
1979 ¢ Reduced re- . & Non-aggie & Very Ko gajor # Ceiling - ¢ Nederately
serves an T0s  rediscount Expansionary changes raised by 2 Expansionary
from 202 o rates generally {45.01) percent points  {10.91) only
0L on the 4tk reduced frog to 142 p.au due to double-
gtr. of the yr. 4-70 to 4-6% digit inflstion
¥ Expansionary # Expansionary rafe; noainal
’ values rose by
2.4
1980 & Reserve rate ¢ Reduced to ¢ Yery ¥ Fized at ¥ No charge - # Real growih
' ‘on T0s restored  3-6% non-aggie; expansionary 9-9.5% on slightly con-
ta 20% during  ag. reform cre- {31.5%) -savings; tractionary
3rd quarter of  dits also re- o © 14-14.5% on s {-0.9%) due to
the year duced fros 31 ta ' high inflation
12 , rate; noAinal
¥ Accomaodated values rase by
iong-ters papers 18.6%
" of ‘NB@Bs
& Expansionary
1981 # Reduced re- ¢ Upward ad-  # Moderately ¥ Lifted £ Lifted ceiling # Slightly es-
serves to 19 justment: aggie expamsionary teilings rates, except on pansionary’
- in Febey da-  to 3 on 8C ¢/ (12.9%) : .o short-ters Joans (7,13}
posed 1% re- & 8% far non- & 5C loans -
serves on The  preferred cre-
with sore than dits in beth
730 days matu-  aggie & aon-aggie
rity ¥ Nori~traditional
# Expansionary  erporis: reduced
rates on long-
tera papers
%87  # Reserves re~ & Maintained ¥ Slightly ® Narket rates, ® Floating rate Blightly

increased gxpansionary
¥ Contractionary {3.9%)

¢f 8T - Supervized credit/special credit progras icans

o WAIR - Weighled average interest rate



—aa

-y

Yalume Dirertion

of Loans BQut-
standiing

tin resl terss)

¢ Expansionsry LO

& But new 1gans
granted, real
terps declined by

Rediscounting . Interest Rate Ceilings
. . Dpen-Market ___ e
Year ‘Reserves Interect, Voluse Dperation &/ Depusits Loans
Rates Direction Bt
{real teras)
1982 Crelated papers 15.8% on TDs
transéorsed inte
preferred area
at 31
{783 ¥ Reserves in-  # Benerally. t Very - & Siight dec-  # Lifted ceiling
creased to (9% saintained contractionary tine in MAIRs  on short-ters (17.62)
in Sept., 208 i rates {-21.624 loans
in Dct., 21,52 : ¥ Further in-
in Hov., firally, creases in

235 in Det.
¥ Contractionary

1984 - F increased to
2% a0 April
+ Contractio-
rary

1985+ Contractiondry
¢ Reserves re-
duced ohe per-
centage point
in Septesber

& Rates still
aulti-tiered &
tower for pre-
terred aress but
now related to
NRR; however,
non-price ration-
ing strategies
adopted at the
B rediscount

£ lontractiopary.

* 1984 levels

generally main- contractionary

tained; adjust-
able and unifors
rate adopted
beginning Nov.,
with floating

Crale of 12,78

1986 - + Heserves re-

duced tg 221 im.

* Rate of
12,752 pre-

E Extresely »
contracticrary
('4?! ZZ’

¥ Moderately

{-14.30

¥ Hbderatel;
expansionary

- - -

------

¥ Contraction-
ary; high-yield
T-bils & TR
bilis sold to
public starting
2nd seaester

¢ Highly con-
tractionary on
tredits avai-
lable te public,
with ORQ atfer-
ring high yields
an T-bills & OB
biils tlebo) be-
ginning 2nd halt

. of 1984; con-
tractionary until

Jro quarter of
1985

- W Y T TR T e T -

# Shight
intrease on
savings rate;
10 rate, #AIR
rose to 24.16)

# Noderate in-
trease in
savings rate;
slight detline
on Ths

* Signiticant

decling in ga-

aarket rates
¢ Contractionary

¥ Yearly WAIR
all @aturities,
cliated to 246.7%

contractiorary),

bit negative

real rate

{~23. 2%}

# Rice conti-
rued; WAIR, ali
adturities at
8.2%

# Cantractianary

£ Down to {7,352
noatnally but

cose &)

¥ Yery can-
contractionary
1=34.50)

+ Real loams
granted also
declined by 36.%¢

. -
£ Very con-

tractionary
1-25.3%)

€ Loans granted,
resl teras; aiso
declined by 29.7%

E L0 yoluse dec-
line by 28.37 due

- -—

-



Year

Reserves

“Rediscounting

 Open Narket

interest Rate Ceilings

-

Interest
Rates

- Qperation &/

{resl terss)

Loans

B g e T—

Yoluse Direction
of Loans Out-
standing
{in real terss)

1934

1987

Nay; by Dec.
1Ds with over
730 days aatu-
ity reduced
from & to 5

# Reserves
ressin un-
thanged as of
Nov, 1987

#aiféd until
Septesher when

- rates decreased
by | percentage,
then down to 10%

" in Det. isqme-

what expansion-
ary toward 4th
guarter of year)

# Rate of 10X

starting Dec. 'B4

held on till

present {Nov, '87)

¥ End-May data vinés and 10

increase of 3,2%

real spreha-

still very high
¥ Expansionary

* Down to {2.8%
by 2nd guarter
* Expansionary

traasfer of nea-
per foreing assets
of 2 gov't banks;
ne¥ 10ans granted
actually in-
treased by about

- 20%, real teras

E 3iightly

expansionary

14.8%)

“N.A, - Data not available as yet.-

................

Note: Growth rates of rediscounts and loans cutstunding are described as either expansipnary or contractionary according to
following annual growth raatess

Sligtly - 10% and below
Noderately - 19.1% -~ 20%
Very - 20.1% - 307
Extresely - above 30%
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Table 8. INTEREST RATE CEILINGS ON DEPQSITS, Nominal-& Real, 1961-198!
{in percent per annum)

Nominal I Real
. : , ‘ S
£ffectivity Date a/ Savings ! Time ! Savings ! Time
' ! i |
KBs*  Others b/! KBs Others ! KBs Others ! KBs Qthers
! ! !
april ié, . 969 é 6 6.5-7 6.5-7 4.8 4.8 5.5%5.8 5.3-53.8
February 21, 1970 ¢/ 6 6 6.3-8 6.5-8 (8.85) (8.8%) (8.35)~(6.85) (8.4)-{6.85)
1571 6 6 6.3-8 6.5-8 15.9)  (15.9) {15.4)-{13.9) (15.4)-(13.9)
1972 b 6 6.5-8 6.5-8 (2.23) {2.23) (1.73)-(0.22) {1.7)-{0.23)
1973 6 3 6.5+8 5,58 (10.5)  (10.5) (10.0)-(8.5) {10.0)-(8.5)
July 29, 1974 b 6.5 8.0-11 8.5~11 (28.18) (21.7) (26.2)-(23,16) (25.7)-122.7)
. 1375 ) 6.5 8.0-11 8.5-11 (0.78)  (0.3) (0.73)-2.77 1.72-4.72
January 2, 1876 7 7.5 ¢/ B.5-12  9.0-12 e/ (2.23) "{1.73) (0.73)-2.77 (0.23)-3.27
Septemoer 9, 1977 7 - 1.5 B.5-12 9,0-12.5 ¢f (2,23) n.21 1.21-4.71 (0.23)-3.27
June 19, 1978 7 1.5 B.5-12 9.0-12 (0.29)  (9.01) {8.01)-{4.51) 1.71-5.21
Decenber 1, 1879 f/ ] 7.5 8.5-12  9.0-12 {9.51) (8.1) (3.6)-{17.8) (?.51]‘(4.01)
duqust 22, 1980 9¢/ . 9.5 N 14 if 14,5 i/ (8.8) (2.89) 4,24 {3.1)
June 26, ~ no ceiling k/ no ceiling k/

1981

& Copmercial Banks

a/ Effectivity date of new raies.

b/ This includes Savings, Rural, Development. and Cooperative Banks, and Savings and Loan Associations.

¢/ There is nc administrative ceiling for interest payments on time deposits if over tw years.

d/ For development panks it was 7, none for cooperative banks.

e/ For development banks it was 8.5-12, none for cooperative panks.

f/ Interest rates on "NON" accounts also took effect. Ynly savings ana deveicomsnt banks and savings and loan
associations had a rate of 5%; the rest had none.

g/ This rate is applicable to Unibanks, KBs, 08P, and Land Bank.

h/ Applicable to thrift and rural banks only. "NOK" accounts rate for institutions in g/ and h/ is 7%. ,

i/ True for deposits with original maturity of 730 days or less in g/ institutions. However, there was no ceiling
for deposits with original maturity of more than 730 days. The same applies for geposits in thrift and rural
banks. :

j/ True for deposits with ariginal maturity of 730 days or less in h/ institutions

k/ Applies to all banking institutions ang o "NOW’ accounts.

Source: NEDA. Philippine Statistical Yearbook, £386.
(B-Dept. of Ecenomic Research.
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) Table 9 »
Nominal & Real Interest Rates on
Secuwred Loans of Commercial
Banks, 1?7086 a
(in % p.a.)

- o —— T —— . —————— . {— —— T—— — —— -

Year .
{End of Nominal Real
Period)» :

T Y- O E 27EET
1971 12,0 (9.9
1972 12.0 (3.77)
1973 12.0 (4.5
1974 12.0 (22.16)
1975 12.0 (5.22)
1976 12.0 (2.77)
1977 12,0 2.07
1978 12.0 3,71
1979 14,0 C2.sty
1980 14,0 {3.6)
1981 17.1 .» 4,7
1982 18,2 8.0
1983 19.3 | 9.2
1984 24.7 (23.2)
1985 28. 2 5. 1
1984 17.3 16,6

M Mk Akl e A e e e e e e Y TV ik et e S e e P P T I — A

&/ Administistrative ceiling rates
from 1970-1980. From 1981 to 1984
nominal rates represent weighted
average interest rate (WAIR) on
secuwred loans, &ll maturities of
8 selected KBs only.

B/ Real rates = Nominal rate —
Inflation rate

Sowrcer CB-DER



Table 10 .
CMANGES IN RERISCOUNT RATES, COMMERCIAL BANKS & THRIFT BANKS, 1970-87
{in Percent per annus)

— - . —— -

¥c and Thrift Banks

€8 [ircular/ Year /Date - Agricalture Non-Rgriculture b/
o of duthority
#B Resol'n, B NSC 8/
MR 3685 May 5, 1970 14 RIS
1973 3 3 5.75-6
Lirc, 442 ec, 12, 1974 g 5 \ 5
- Cire, 472 June - 30, 1975 i ~3g- ~do-
Circ, 543 Det. 28, 1974 bor  -do- dg-
99 & M
papers
1977 N -do- 5-8

5Y for &mall industr’l,
grport,' & winingy b-BE for
other pepers depentding on
" whether priovities & 181},
B {7%), or L (B4}

Lirg, 810 May %, 1978 O~ ] -9
' Yong-ters papers included
at 81
Circ. 835 Bet. 12, 1978 -do- 3-8 ¢t -t~
Lirg, obd farch 19, 1979 ~do~ o o-de -do-
: : long-ters papers reduced to
1
Tirc, 472 April &, 1979 -ge- -de~ 45
: ’ pther papers reduced to 6
Lirc. 750 fug. 22, 1980 ~do- 14 ¢/ : 3
. 121 for long-tera papers of
BaBs
Tirc, 784 Feb. 27, 1984 3 : - 8
I 3 for aon-traditional export

{special industry; 3-10 for 1
progras long-ters papers

for WFR, ‘

F11, Foed

Quedan)

Circ. 803 June 18, 1981 -da do-  long-térs peper reduced to

{3k



KBz and Thrift Bants |
B Lircalar/ Year /Dat+ foriculiture Hon-Rgrjculture b/

of of Authority e
¥8 Recol ', ki HEC 3/
Circ. 872 Bpril 2, 1982 o~  -o- ~do~

Beneral - purpose papers for
dendrotheraal, ainibydro, &
ceal} celf-contained energy
{educnd to 31

Circ, 98¢ Nov. 12, 1983 - -~do- -do- Traditional export reduced
- " ‘ 1o 71 troa %) non-tradi-
tional expord increased fros
3% to 81

Eire. 99t dan. 23, 1984 -8a- ~d6- Hon-traditicnal eiport
- decreased to 74 traditional
expert, long-ters papers,
Y geR. purpose papers
adjusted to lending rate {43}

Circ, 994 ¥arch 12, 1994 BRR MRR . MRR - 3 ¢or long-tera papers
- iess 12 less 8 NRR - & for general purpose
: credit

NRR -9 for non-trad. export
BRR - 10 for WFA, FTI, &
Food Buedanr papers

Circ. 1083 May 38, 1%85 ~do~ -do- faport industr'i, trad, &
non-irad. adjusted tu NRR -8

Circ., 1084 Novesber 1985 2. Rates adjustabie according to market directions,
’ b. Rediscounting of ST0-funded tredits and long-
ters papers no longer aliowed, S

12,75
E¢f. Sept. 1986 41,735
Eff. Dec. 1986 to- 10,06
presest {8ct, 87}
af Nogfsnpereised credit includes +aaélﬁraduction, aqr;rian refors . tnstableld
_ eredits, NG papers, and Grains Buedan papers. 3158/88

&/ Includes sgricultural, industrial, and comsercial credits, seall industry,
expprt {trad. and non-trad,} industries; general purpose papers, and tong-tera papers.
¢f Bnly N6A papers at 3%, : ’ o
_ A/ Agrarian retora credits reduced frow 3 to il

8C = Supervised Credit . . WA = Hationsl Food Authority
NSC = Non-Supervised Credit f11 = Food Terminal, Inc.
BER = Monetary Board Resolution HRR = Manilz Reference Rate

Source vf basic data: fentral Fank.

79
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Table 11
MABAGANA 993 NUMBER 0OF BORROMERS, AMOUNT OF LOANS
AND HECTARAGE FINANCED, CY 1%73-87

Emount. of Loans Number of

‘ Granted (M Pesos) Farmers with Hectares

Cr o FRASE 87 oo 7% LO&ANS Financed

Year Nominal RP?l {000y QD0
L1972 = 1Q0)

i PR i 396, 9 &8, 2

' - 230,77 149.1 220,15 F2H.9
1??4/?5 3 716.0 Gl T3 SA7 .3 g&L. 7
5 b S4i.61 I04,2 5944

T = “74.46 242, 8é4 3i0.8 wES.7
& 2.4 139,57 148.7 235.7
i?fé/;, 7 274.0 Y49.73 131.1 2837
. 8 163, 6 B83.2% 8%.3 147.4
197778 e 250, 0 127,21 134.1% 222.5
10 179.5 HRL 63 gL, 3 186.6

197a8,78 il 244G, 5 112,41 119.2 202,050
- 12 180.9 TE.14 4.8 16,3
1979 /80 13 238.4 G4, 39 1.8 202, 8
14 144,11 0.8 75.9 134.4

198078 1% 186, 3 &H3. 07 100,73 169.7
1 1586.5 47,54 F7.H 137.5

1981/82 7 1847 Qés . 25 73,9 1335, 4
ie 128, 4% J7. 3R 45,1 a92.0

1982/83. 1% 181.4 SR. TG 7E.0 138.0
260 112.¢ 29032 D0, 2 77,5

17E3,/84 = 155, 4 40, 44 E7.5 114, 4
v 108, 6 18,97 X8, 3 &1.8

1904 /8% e G, 2 L, &3 4.7 B7.3
24 44,3 . 58 16.1 29,3

1985/ 86 vl b4, & 9. 57 208 &E.0
24 : 10. 4 24.0

19asay 27 F.4 29. 4
23 o &1 15. 6

as Uddwnumberad phm595 refer to wet Lrnppxﬁg seaaon.
gven-numnbsred, to diry seasan.
Sourcer National Agriculture and Fishery Council.
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Table 12
AVERAGE RATIO OF AGRICULTURAL LOANS QOUTSTANDING TO TOTAL

LOANS OUTSTANDING & TO NET LOANABLE FUNDS.
BY INSTITUTION

Pre-PD 717 ‘ Post-PD 717
(1971=-74) (1978~83)
A. Agicultural Loans Outstanding
20 Total Loans Qutstanding
Commercial Banks 0.23 0.10
Thrift Banks ' 0.07 0.15
Rural Banks - 0.95 0.88
Specialized Government Banks 0.21 0.12
Overall 0.26 0.14
B. Agricultural Loans Outstanding
to Net Loanab]e Funds -
Commercial Banks . 0.25 0.10
Thrift Banks 0.156 0.08
Rural Banks S 1.14 1.00
Specialized Government Banks - 0.12
- Overall 0.27 » 0.14

Source: TBAC. Agricu1tura1 Credit Study, August 1985,
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Taple 13

DOMESTIC LIGQUIDITY % INFLATION RATE

1970~8&
Domestic Liguidity = Inflation
e e e e e Rate
“Yeaar Amount Armual
Growth R {1972=100)
EM) (L) ’

1970 2387.9 14.9
1971 1049%. 6 11.8 21.9
1972 11871.1 1Z.1 ' 8.2
1973 18063.0 a/ 13,58 &/ 16.5
1974 . 24242.1 B4.2 24,2
197% 78885.8 19.2 6.8
1976 35897.4 24,3 .2
1977 43971, 1 22.4 2.2
1978 916837.2 18.0 B A
LA S57360.0 10.7 16.5
1 PEH0 &H780%.2 18.2 17. &
LeE 82091.3 21.1 12. 4
LeRs 95268. 8 16.1 10,2
196 1129621 i8.4& 10,2
1984 121215.2 7.3 50. 4
1989 1ERBBR.E Py 23,1
1986 149224, 5 12.°3 ) .8

Data from 1970-8% cama from CB Rediscount
Folicy and the Arrearages PFroblem (Ad MHoc
Study Group Report), 1986. (Figures are as
of end-December.)

a/ Smoothed out to include deposit substi-

tuwtes previously excluded in the concept
of domestic liquidity, hence, the lower
rate (13.5% instead of $52.2).

Sources:

1.

2.

DER-Domestic and Dept. of Lbans and Cre-
dit, Central Bank of the Philippines.
NEDA-National Accounts Staff



Tabla

14

TOTAL LOANS QUTSTANDING OF BANKS a/
1270-87

P - ————

a/ Laauq 1nc1ude lth% 1r-1ztiqét1on and

Sthmounts in FMD

Nominal

18490, 3
23235.3
JI3ASR27.0
BREL5,3
S2443.0
HILFTLR
s8098464. 3
103524, 0
1“4936.0
148470,5
167236.7
2194617,
DI43A27.2
188366, 1

137408, 8b/

1494464, C

—————" i e Y P A e e

Reat

16504,
”1?&47.
18490, 3
19871,7

S 214468.5

2&0SE8, 5
287467.3
I2ET. 6
A77EEL
418953, 4
437015
36B80G,. 9
A862T.T
57184.7
R741T7.4
BRI T
200547
21024, 3

————— L) e e O s

" gt 4 i i i ey R4 O S B R S i i e

Annual A Changp

L ok e oy e s e AL B8 FT e e

Momineal

30,249
20,56
20.05
S 28.15
27.83
20.68
18.84
12.64
31,32
-2.41
-12.11
~27.05
8.77

Real

—‘m—.’--....._.‘..._........_-_..-...-m.__._..............__.-.‘........_.-.-..—...........-_H-..A.

ﬁh 24
10,41
13.7%9
17,34
10.93
4,40
7.11
3.89
17,59
-34,53
25, 30
-28.29
4.3848

Wt e sy oy i T Syt bt —

past due.

by After the
performing
¢/ 1987 data
Commergial

Theift Ranks

Fural Ranks:

Roirce:

CR~Dept.

differ

transfer of FNER®
asgets to the natinnﬁl gavernm@nt.
in month of
arnd Savings Ranks:
¥ SBEankm:
as of Jure

ot Econ.

87 -

Research

reporting.
am of Aug.
as af July ‘87

s ahd DBFP s non-

'|]7

{from yvearrly statements of condition
of banke)



Table 15

PAWNSHOPS AND LENDING INVESTORS: NO. OF FIRMS, GROWTH RATE,
REAL ASSETS. & LOANS QUTSTANDING,

1984-1987

Growth

Total Real Assets

Total Real Loans

No. of
Year Units Rate in Amount . Growth Amount Growth
No. (PM) ‘Rate (%) (PM) Rate (%)
I. Lending Investors
1984 152 , 11.9 9.1
1985 200 31.2 13.8 16.0 10.4 14.3
1986 300 50.0 34.6 161.0 27.9 168.3
1987 443 48.0 - 46.6 34.0 35.2 26.2
II. Pawnshops
1983 701 12.7 114.1 2.6 88.1 -3.9
1984 848 21.0 108.3 -5.0 90.8 3.1
1985 953 12.4 119.3 10.1 97.9 7.8
1986 1143 19.9 146.6 22.9 108.6 10.9

Source of basic data:

Central Bank.



Table $6

SUNKARY OF STUDIES INDICATING EXTENT OF BORRONING FROX FORNAL AND INFORMAL SOURCES a/
tIn ¥ of Tatal Nuaber of Loans or Borrowers)

-

: Cregit Sowrce (1) {)
Period “Auther /Year of Number of Loans/ R,
Covered  Publication or Relesse Rorrower -Respondents  Foraal tntaraa)l Nixed
1954-58 de Buzaan {1957) 2,414 losns 12,0 88.0
1957-58 Gapud (1958} 256 laaps 10.9 9.9
1957-58 Satay ¢1%41) 915 loans 13.0 87.¢
195081 BES 41943} $48679,000 oans 7.8 92.2
1967-78 Rengahas {1%73) . i5) borrowers  £1.9 38,1
197574 Mangahas {3975 297 borrowers 20,9 79.4
1969-70 Mlearic 11970 138 lpans 3.7 62,3
1989-20 Balagot {1974} 34 borrowers 114 8.4
1873 A 1T 828 laans 54,3 38.7.
1973-74 PERRR-BAECan 11974) 3,304 loans 32.2 b/ . 7.8
1374 Ligaral (197N 921 borrowers 4.0 - &0
1575-74 14 , :
Hleile {Feb. 19770 344 loans. 82.7 7.3
Hocos Han, 1977) 703 loans 87,4 32,4
tzpboenga thpr, 1977) 534 loans 4.6 5.4
1974 DA i%78} 258 faraers 7.2 §2.8
137 UPERF {1377} 1,073 ioans 3.9 &1
1977 a9 403 farsers - 5.2 94.8
1977 TRAC 11978) , 455 borromers 25,8 74.2
19777 Laopac & Latirre 14979) 31 fisheraen  29.3 .3
1978 I 3919 338 tarsers L8 9.2
1578 JTBAC 1198} 2,419 loans {7.4 8.5
1979 Manalo {1979} 23 rattle 4.7 $5.3
. Taisers ‘ ' .
1979-80 RIA-G6V {1980 299 farsers 20,8 809
1980 Capistranc (1982} 41 village 2.1/ 97.9 ¢/
‘ househglds
1981-82 TBAC (1988} . 871,600 loans 30,2 .8
. 826,300 faraers .0 58.7 7.3
198384 Flera {198&) 148 tara .9 99,5
' : house-
" holds df
448 lpanc 8.0 92.4

85



86

1985
198&

1387

futhor /Year of
Publicstion or Release

Up 1551 {1985

REDAR {1987}
&teneo-Sorial
Weather Statioas

_da -

Credit Seurce (1) {1}
-Rusber of Loans/ .
Borrower Rpspondents  Forsal Intoraal Mixed
346 small and 80,3 28.8 it.e
apdius
seale en-
trepreneurs
388,400 &/ 2.7 7%.3
9.583 N persons 314 8.9 1.4
gt voting
3ge
10,322 N perstns  28.3 $5.7 5.9
of yoting
age

it Data comparability is lisited by ditterences in sampling.

© b/ Samples were drawn froa list of borrowers of banke whith explains the high percentage

of loans from the forsel sector.

t/ But of 4B responzes. Some borrowers had aure than one source of tredit.
‘47 The respondents were all borrowers.
e/ Barrauars-respondents availed of rregit anyt;na ffnn 1975 to 1985,

= aillion

Saur(es.

i ﬂdiﬁted ¢row; Sacay, Agabin, ¥ Tenchoro. Sazll Farser Credit axleina, 1985,

¢d Fa
w .

Atenen-5SWS. Oct. 1984 & Bct. 1987 Survey dats.
Capists ano, Ana Doris N, *Study of A Viliage Econoay: The Case of Villarica, Pantabangan,

¥uews Eriia.' N.5. thesis, U.P. at Las Banos, 19820

-

dnﬁuhl:shed Ph.D. giscertation, Stanford Umiversity, 1986,

Survey. Economics Research Report, BAfcen, Series Ko. 8, October 1979.

&, Hamalo, Leonardo, "Credit Progras for Catile Raisers in Cagayan Valley.®
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Table 17 '
History of Rural Money Lenders, by Major Occupation
1967, 1972, & 1978

Total -No. Money Lending a/ Entrants Between
Type of Money No. of (as of Year Indicated)
Lender Respondents - 1968 & ’72 1973 & ’'78
1967 1972 1978
Farmer 62 13.0 37.0 62.0 24.0 - 12.0
(21.0) (60.5) (100.0)b/ (38.0) 119.0)
.Landlord 24 5.0 14.7 24.0 9.0 5.0
(20.8) {58.3) (100.0)b/ ~ (37.5) (21.0)
Palay Trader 32 7.0 t4.7 32.0 7.0 11.0
: (21.8) (43.7) (100.0)b/ (22.0) (34.4)
_Rice Miller 10 None 2.0 10.0 2.0 8.0
(20.0) {(100.0)b/ (22.0) (80.0)
Input Dealer 13 5.0 - 8.0 13.0 3.0 0.0
(38.5) (61.5)  (100.0)b/ (23.0)
‘A1l ¢/ 30.0 75.0 141.0 ~ 45.0 °  36.0
(21.0) (53.0) (100.0) - (32.0) {26.0)

a/ Figures in parentheses are in percent of 1978 number.

b/ The balance between the 1978 total number minus the numbers
in 1967 and 1972, were entrants between 1972 and 1978.

¢/ Excluding storeowners. '

Source: Derived from TBAC. A Study on the Informal Rural Financial Markets in
' Three Selected Provinces cf the Philippines, Table 62, p. 90, 1981,

L8
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Table 18

AVERAGE ANNUAL INTEREST RATE ON INFORMAL LOANS
VARIOUS YEARS

Interest Raté (% p.a.)

Period Author/Agency  Survey "~ A. Including 8. Exgluding
Covered Areas " 2ero interest zero interest
loans . loans
1957-58 Gapud Nueva Ecija 98.0 a/ 126.8 a/
1957-58 Sacay 18 provinces 82.0 a/
1978-7% TBAC Rulacan 32,6 a/ 57.7 b/
Camarines Sur 50.7 &/ 80.5 b/
Isabela _ 83.3.a/ 87.7 b/
1980-81 Swamingthan  Nueva Ecija ¢f
small farm 91,2 d/
mediun farm 104.4 df
large farm §7.2 d/
1981-82 TBAC Nationwide 48.2 8/ 76.1 8/
1983-84 ¢/ Floro Cagayan, Nueva ‘

Ecija, Iloila
Marginal area f/

unlinked loans . 280.4 9/
linked loans 212,4 ¢/
Developed ares f/ :
unlinked 1oan 172,8 9/
Tinked loans 198.0 g/

a/ Interest rates on fully paid foans.

b/ Including traditional credit only, in contrast to figures on left which include
traditional loans, ' 1ega1 type of informal credit and non-commercial loans.

¢/ The study was conducted in two areas: the control area and
rates computed for this table came from the control arez only.

d/ Loan rates are for the wet season only, based on monthly rates of 7.6, 8.7, and
5.6 per cent for the respective farm sizes.

¢/ Wet season only.

f/ The researcher classified the 14 sample villages into two groups. The developed
grea is more productive, cap1tal intensive, and commercialized than the
marginal area,

g/ Based from monthly rates of 19,2, 17,7, 14.4, and 16.5 per ¢gent, respectively.

Sources:

I, Floro, Sagrario. "Market Interlinkage in Philippine Agriculture.” Ph.D.
dissertation, Stanford University, 1986.

2. Gapud, Jose P. “Fimancing Lowiand Rice Farming in Selected Barrios in Munoz,
Nueva Ecija, 1957-58° Unpublished B.§, thesis, University of the Philip-
pines at Los Banos, 1958,

3, Sacay, Orlando J. "An Analysis of the Crop Loan Program of the Agricultural
Credit and Cooperative Financing Administration” Unpublished N.S. thesis,
Carnell University, September 1961,

4, Swaminathan, Madhura. °The Study on the Credit Behavior of Farm Fan111es in

‘ Nueva Ecija,” IRRI Ag. Econ. naper No. 82-27,

5. TBAC. A Study on the Informal Rural Financiai Markets in Three Seiected Provinces
of the Philippines. Manila, .1981,

§. TBAC, "Small Farm Indsbtedness, 1381-82." Oraft Report. Manila, February 1984,



89

. ICH IN THE MACROECONONIC FRAMEMORX
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Figure & STRUCTURE OF PHILIPPINE FIRANCIAL SYSTEM.
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Figure 3. ICH STRUCTURAL CONFIGURATION
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FIGURE 4. Outstanding Rediscourrs,
Nominal & Real Yalues, 1970-1986
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F1a. 6. AMOUNT OF LOANS GRANTED, NO, OF %
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Fig, 7, NOMIMAL & REAL VALUES, TOTAL
[OANS OUTSTANDING OF DEPOSIT MOMEY
BANKS, 1970-1986
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Fig, 8. HAHTIOS 0O ONF OF BRLANCE OF %*

PAYMENTS, CURRENT RCCOUNT BRLANCE, AND
BUDGET SURPLUS/DEFICITS, 1970-86
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