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INTRODUCTION

'This paper is a‘preliminary sketch of current government-
funded agricultural c;edit programs which utilize non-financial
institutions as conduits. for lending. By non~financial institu-
'tions, we refer to input suppliers, traders, millers and/ or
processors of agriéultural commodities, It is generally known
that these'noh—finaﬁcial entities comprise an important source
of c¢credit  for rural borrowers.‘ Not pnly do informal 1oans
‘involve lower ‘borrower transaction costs; they are also more
fléxible with respect to both timing and use, Nonwinstitutional_
lenders also possess a comparati&e ~advantage over ‘financial
institutions in lending to farhers on account of the stronger
informatiqnal links they have with the activities of their'rural
clientele. Often, these links derive from dealing with the
borrower‘ in. some other capacity involving a transaction in
énother market. This allows lenders to effectiVely enforce re-
payment, and as a reéqlt, incur lower transaction c¢osts and.

‘risk.

Tne view that 1intormal lenders perform a useful function in
rural financial markets and operate efficiently has gained Wiﬁer
écceptance in thé_past decade. The failure of supérvised credit
pPrograms t§ ,elimihate the informal money lenders is now well-
documented. A number of authors have posed the following polidy

alternatives: (a) that government not do anything, simply al-
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‘lowing the unhampered operation of informal lenders;: '(b) that a
more competitive environment-be promoted by -ailowing formal
institutions to match the terms obtainable 'in- the informal
-marketé and (c) that the informal lenders be co~opted and used
és lending.channels for formal credit in the rural areas. In
this paper, we focus on the National Agricultural Productivity
Program (NAPP) in the Philippines. Theée'programs are aimed at
providing credit to the agricultural sector by using, aﬁong
others, informal lenders as conduits. The following section
discusseé the background, -sc0pe, mechanics and étatus of the
NAPP. The third and final section contéins some observations

‘and comments about the program.

THE NAPP: AN OVERVIEW
_ 1
The National Agricultural Productivity Program (NAPP)

comprises some twelve commodity-specific¢ programs (Appendix 1)

1

NAPP was launched by Executive Order No. 976 which origi-
nally provides for an "Expanded Corn Production Assistance Prog-
ram.,” However, the same Executive Order also provides for the
extension of crop coverage beyond corn -and the availability of
funds initially established for it to "such other animal feed
and food grains as may be deemed desirable and in the national
interest" (Sec¢. 2). Provinces with the best potential for
growing or increasing production of the crops were targetted for
coverage. The National Food and Agricultural Council (NFAC)
coordinates the entire program and formulates policies and
guidelines for implementatijon. ‘ ' ‘



geared toward attaining self-sufficiency in food supplies. The
NAPP was launched in the second half of 1984 in response to the
need to increase food production following the eight-month
drought that hit some food-producing regions in 1983, It will
be recalled that in addition to poor agricultural
performance, 1983-1984 was attended by rising interest raées,

high input costs, and the drastically reduced supply of credit

from formal sources.

Under the‘NAPP, funds_were sét‘aside to be lent out to food
producers at concessionary rates. However, the inability of
most rural banks to participate in the program, because of their
financiélly'distressed stdte, necessitated-cﬁanneling the_credit
through other non-financial institutions. These included tra-
‘ders, millers, and input.dealers; among others. COmmeréiai
banks élsoA participated in the program, lending directly to
farmers. In additioﬁ,‘the‘governﬁent through the National Food
Authority (NFA) was also a direct lender. In effect, three
alternative financing ‘schemes are possible under the NAPP al-

though the terms obtainable under each scheme are similar,
1. The NFA Assistance Scheme

The NFA Assistance Scheme is shown in-'Appendix 2; This
provides for a revolving fund from the Ministry of Agriculture
and Food (MAF) and the- NFAC to enable the NFA to extend credit
to farmers in the form of maferial‘inputs as well as ﬁheif share

of the crop insurance premium, Through its existing warehouses



and buying statibhs in thé targetted crop areas, NFA extends the
_loans‘and collects repayment. Production loans are extended to
farmers who are-NFA Passbook holders and are within a radius
accessible to‘NFA‘buying stations and warehouses. ‘Technical as;
si§tanbe is provided‘by‘MAF technicians to fa;merfﬁorrowers.
These farmer-borrowers enter 1nto a contract with NFA which
directly purchaées the farmers; produce at é guaranteed support
price. The contract likewise allows farmers access to' NFA's
post-harvest facilities for storage, primary proceésing {drying,
cleaning,etc.) and transport through the NFA Facility Assistance

'Program.

' 2. The Banking System Assistance Scheme

Through this scheme (Appendix 3), rural banks and commer-
~ cial banks (includ;ng the Philippine National Bank (PNB) and the
Land Bank of the Philippine§ (LBP) ) which are determined eligi-
,ble by the Central Bank avéil of funds from-MAF—NFAC in the form
of Special Time Deposi;s (sTDs). STDs méy fund up to 100. per-
_cent of the borrowersf'creditirequirements which include cosﬁs
of production inéuts‘ahd crop ihsurahce premium, Loans fi-
nanced by STD releases are not rediscountable with the Central
Bank. These‘loans are releésed by the banks directly to farmer-
borrowers in acéordance Qitﬁ the latter's approved farm -plans'
and -budgets. farmers sign‘markeﬁing agreements: with . buyers
(including ﬁhe NFA). In the case df gqvernmeht,_ the NFA has an

agreement with the banks providing for a check payment scheme



whereby . output purchased by the NFA from farmers is paid by
check to be drawn against the NFA's aemand deposit account. . The
bank in turn deductsvthe.fuli amount.éf the loan or a portion
-thereof plus corresponding.in£erest from the amount payable to
the farmer. Where the cash péyment'scheme is:being implemenﬁed,
the banks éeqdvtheir represeﬂtativeé tg'NFA buying stations to
collect directly from férmers. An alternative scheme is through
a tie-up with a Quedan GuarahteevFund lBoafd (oGFB)-~franchised
operatof. Extension pf a production loan is sdbject to the
additional condition that the"gréin harvest or a poryion_of it
be sold to a specifiedfqﬁedan operator. Collection of the.loan.
is carried out by fhe operator for the iending bank which gua-
rantees thé‘former a guedan loan at harVesf tiﬁe tO procure more

produce.
3. The End users/Input Suppliers Assistance Scheme

Under this af:angement, end users and input suppliers enter
intb an agreement with MAF for refinancing, throughAtheir ageﬁt
banks. of production loans extended-to farmérs.v End users are
individuals or enterprises which purchase farm produce for fur-
_ther’physical processing such as for food or animal feed. ‘Mere
traders do not fall’under this category. Agricultural input
suppliers are enterprises whiéh sell inputs (seeds, fertilizers,
chemicals, etc.) to farmers. Mere dealers and distributors are
not included here.’ Repayment of loans from thé revolving fund

is the sole responsibility of the énd users/inbut suppliersl and



is not contingent on collection from farmer-borrowers. Con-
tracté.betWeeﬁ‘farmer~borrowers and the credit source may take a
variety‘of forms. For example, end users may advance production
inputs and optional cash loans to borrowers. Borrowers in turn
agree to sell their output'to the end user at a price not lower
thén the»governmeﬁt support price. When the output is purchased
at harvest time, the amouht initially advanced plus interest
payments are deducted. Alternatively, end users may ‘provide
initial payments to farmer-borrowers at planting time in the
form of éeeds and other inputs with the balance payable upon
delivery of the contracted output (Appendix 4). Under tﬁe
‘agricultural input s;ppliers approach, local priVaté input sup-
.piiers may sell agricultufal iﬁputs to qualified farmers on
credit either directly or through local distributors or dealers.

The credit is payable at harvest time or at some other mutually

acceptable time (Appendix 5).

Traders and rice millers are utilized as credit channels
under the Intensified Riée Production Program (IRPP). The term
“trader-millers" refers to rice trader-millers accredited by the
QGFB wﬁo possess primary facilities such as threshgrs,> driers
and mills. The trader-millers assistance scheme is essentially
similar in its meéhanics to the end users assistance
schéme described above. Trader-millers enter intb a tie-up ar-
rangement with an input supplier to ensure timely provision .of
production inputs to farmers. Farmers contract with the trader-

millers a specified volume of their produce at a buying price



not lower than the government support price. The trader-miller
is similarly required to enter into a "payment-in-kind" agree-
ment with the NFA where the former agrees to deliver the milled

rice equivalent to the amount of loan availed of.

In sum, what is common to all these approaches is the
linkage established between and among the c¢redit source which
insures input provision, the market for the output, and the

farmer-borrower himself.

The terms and conditions of loans under NAPP are shown‘ in
Table 1. The borrowing rate is uniformly.set at 15% per annum
" regardless of the financing scheme employed. Loan maturity is
150 to 240 days depending on the crop being financed. The cost
of fund under the direct agency and banking system schemes is 3%
per annum and 6% per annum under the trader-miller/end user/in-
put supplier scheme. The latter includes bank service charges.
Participating banks and non-financial institutions are given
frbm' 160 to 250 days to repay their fund avaiiments under the
program. A.penalty rate of 42% per annum (inclusive of cost of
funds) applies to all past due obligations of banks and non-

institutional lenders.

Data available from the NFAC (Table 2) show that as of
October 1986, P893 million had been releaéed under the three
financing schemes of the NAPP. The bulk of these loans or about

'P592 million (66 percent) had been channeled through various

governmént financial institutions or agencies. Another Pl62
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NAPP TERMS AND CONDITIONS

Scheme 111

Scheme 1 Schere 11
Direct Rgency Trader-Miller/ Banking System
Erduser/Suppl 1er
(1 @ 3
Banic CB/W¥F authorized CB/MAF authorized
‘bank bank
Interest to Farwer 15% oer anmum  15% per amum 15% ger arnum
Maturity 'Per'iod for _
Farmer 159 - 249 days
' depending on crop
Cost of Fund 3% per annue 6% per amnum 1/ 3% per annum
Service Charges 1/2% per annum on
of Agent ‘Bank princioal amount
released 2/
{% ver annum on
pripcipal amount
~collected 3/
Maturity Period Additional 10 cays Additional 10 oays
For Lender to date of loan to date of lcan
maturity reckoned  maturity reckoned
from date of from date of
financing said availment

Penalty Rate &/ 427 ner annum

42% per anmus

1/ Inclusive of service charges of Apent Bamk
2/ For ECP : 1% ger anmpum

3/ For IRPP : 2% per annum

&/ Inclusive of Cost of Fund

Source : National Food amd Agriculture Council (NFAC)
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million (18 percent) went through the banking éystem under the
direct bank lending. scheme. The remaining P139 million (16
percent) was coursed through private individuals or corporations
by Central Bank;approved agent baﬁks under the trader-
miller/enduser/input supplier scheme. ﬁy crop breakdown, P549
million (62 perCent).were rice production loans under IRPP, F324
million (36 percent) Expanded Corn Prograﬁ.(ECP) loans and P8
million (1 percent) rootcrops ldans under the National Rootchps

Program (NRP).

Borrower level data are not available at NFAC so there is
no way of directly verifying whether the funds .channeled through
the wvarious c¢onduits événtually flowed to farmer-borrowers.
Estimates on loans granted and recovered available from the
Technical Board for Agricultural Credit (TEAC) do not seem to
depart significantly from the institutional level data reported
-separately by the NFAC (Table 3). These figures, however, are a
combination of borrower-level data, as reported by individual
institutions, and conduit-level data as reported by NFAC where
the formerAare not available. What TBAC does is to aggregate
the amount of loans granted by the various credit sources to
end-borrowers. However, since not all of 'the 1lenders submit
their reports at the same time. the NFAC data which shows how
much "~was rele&sed by the government to each of the credit chan-
nels are substituted for the unavailable borrower-level data. Inl
other words, the assumption is that for lenders which have not

filed reports on loans released and recovered from borrowers,
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SUNRARY SERSOAWNGE 07 SELICTED CHELIT OROERANS, CovL_GTIvE 267

P af Seyterrer X2, 1966

(Qpoprtg n AY)

Name of Program

T 0 o 2 4 v e

~0ans Lears O3NS Jast Due i@nayrent

e

Loans
 GBranted  Coilecter  Outstanoing dast [Due fatio (%} dace {%}
I. Locally Funded
A.  Crops
al : L S
ll m 5;7!5-9 é‘g 739-2 915.? 456'@ 51,!’ 9::1
b/
e‘ IRpp 583-5 333.3 71:7 Tta da T a. 8313
c/
3! ECP 395-9 IMta 111.7 HiT- e ° 84-4
g/ '
4. NRP 8.9 &3 5.7 N e 8e.9
g/ :
S. NsPp 1,0 b4 .6 na, . 8, 48,3
£/
6. 65K T4 & 98,5 i8.9 14,6 9.8 az.e
: o _
7. Cotton 274, 2 2e7.7 48,9 42,7 ) S 4 83.1
ac IAF TObiCW 5106 %ca 9.5 .; ‘}2-3 -v
9. PTA Supervised Credit 1.9 3.3 4,7 30 65, 3 41.1
14 - '
18, SARF 109.5 9 ®kT nea. R 82,9
' a af
Sub-total: Crops 7, 121.8 5,723.8 1,219,4 532, 4
B. Fisheriés
i/ _ N : M &
1. Biyayang Dapat 168.8 31.6 74.8 §,2 B2 BT
1/ ' ,
2. FSDC: CARE Dev't Prop. . 2.3 3.8  No Pasv Due
3. Taal Lake Dev't Prog. 1.1 2 0.9 ¢.2 2.8 2% ¢
4, Laguna Lake Coop,
- Dew't P_f‘qg. 7.5 .1 6.4 Ll ) 17.¢ - 25.@
- Sub-total: Fisheries 181.5 332 - BRI 93

—— ——— —-—
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Coozeratives
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Sub-total : Cooneratives

Lientgle-Baerifie

1. Juefan Tinanping for

-tracers/arooRssors
-Smail Farners
g. “5C
~irr:, Gysherw n/
Sua%0ry Services
~HEISA Apro- m/
incusirips

Sua-tobal : D

Comorenensive Tyae
2

444

Qackair ny Bayan

IRS
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4, GFSYE

-

Sup-total s £

TOTAL: _CCA

Fareign-asgistel

“igneries
o/
L. Panay Souaculture
2, no. Yalawan “isneries
Dev't drgrect

- 3. Lapuna ce Bay Fishoem

Tey's Sroiect
Sun-totals “isreries

Ceoseratives

Bub-totai: Cooperatives

90,4 52,9 133.5
190, 4 50,9 139.5
,767.3  1,635.5 41,5
1 3.6 2.5
85,5 8.8 2103
3.5 5.2 39.2
219.2 24,9 249,5
n/ ,

1,423,9 148,9 1,875.9
20, 1 27 17,4
i 2.5 11,9

o/

1894 g2.2 127.¢
1,655.8 224, 3 1,431.5
9,386.7  6,956.1 3,126.2

ie7 R 10,6

5.9 0.3 5.6

18,3 2.4 7.8

26.9 z9 24,9

5.9 2.3 3.6

46,3 16,7 29.6

52- i 19. @ 33-,1

Fé, &
16,2

70' 2
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778.6
.3

. %. 6
15. B
7%.‘ 4

1,458.2

Tle 8a
N a.
3.8
18
1.2
6.1

1.2

- ———

b1

4.3

£8.4
8'7
4.6

12.4

33.4

, lla

a2

99,8
9,8
25.8

24,2

6.2
68,8
%I4

96.7

65. 8

3.4
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C. Comprehemsive Type

| k/
1. ALTIP 108.5 0.3 108,2 0.6 0.7 2.3
_ f/ o
2 AF | 52,6 292.0 169.8
Sub-total: € 561, 1 292.3 269.9 9.8
D. (Others ,
1. Agro-Processing v/
Marketing Project L2 ad 14 0.0 100, 0
2. olaDP 3.3 8.5 - 2.8 s/ s/ sl
Sub-total: Others 4.5 0.6 2.9
TOTAL: FOREIGN 644, 7 3148 330.0 11.9
GRAND TOTAL 18,013.4  6,370.9 3,456.2  1,470.0

3/ RBs an¢ LBP cata as of Jure 39, 1986. PMB figures as of fAugust 31, 1986. .

b/ Erd-horrower leve]l data revorter by LBP {(as-of Jjure 3B, 138b), GGFB tumger IRPP/ECP trader/miller schese),
~5DC and NFA (data includes interest charges); and for the rest of the comduits (such as rural banks, other private
banis, Banokoop and trader/milier/end-user/input suopliers, data (as of Oct. 31, 1986) reflects the perforsance of
the conduits and not the end-users since information on the latter are mot available.

" o/ Includes eng-horrower level data reoorted by ONB (as of August 31, 1986), LBP (as of June 38, 1986) and

¥°A (as of COctobter 31, 1986); and com‘un level data of rural binks, other private banks, and trader/miller/end~
user/input suopliers (as of October 31, 1986).

g/ Comduit-level data, as of Uctober 31, 1986.

e/ Data reported Yy NFR as of Uctober 31, 1986.

f/ Data as of June {986 only.

g/ Only PNB anc RBs renorting.

3/ Canrot be derived. Information on loams matured/ovast due loams mot available.
i/ Data of DBP as of Marcn 31, 1986 only; Data of ENB and RBs as of fugust 31 1986.
3/ As reported Sy DBP and PNB only.

4/ Leans collected - Loans granted.

1/ Data as of Qugust 31, 1986,

n/ Data on collected, outstancing and cast cue have included interest payable.

n/ At least 54.3 cercent went to agriculiure; 8.4 gercent are acuamarine projects and 25.9 percent are
iwestocx orojects.

o/ fActual sum cisoursed. Pmount eligible for guarantee totalied P259.19M.

o/ Refer to total outstamding loans, some amortizations of which are past oue. Available data as of
Aupust 1986.

o/ Data as of July 1986,

v/ Data shows status of the Private odernization Component of the orogram as of Novelner 38, 1986.
s/ No matured loans yet.

ource: Technical Board for Agriculiural Credit (TBAC)
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the . amount. lent out is equal to whatever has been availed of
from the government. Any real discrepancy, if any, between the
two data sets can therefore not be detected or analyzed due to

lack of information on actual loan releases to farmer-borrowers.

- In terms of repayment performance, - the programs seem to
-be aoing quite well with repayment rates mostly in excess of 90
percentA(Tablenz). Loan recovery Qnder the direct bank lending
scheme was siiéhtiy better (95 percent) than ﬁnder thg trader-
miller/end user/input supplier scheme (92 percent). While most
non-financial entities had 100 percent repayment rates, .a few
private individuals or firms had not repaid about 20 - 30 per-
éeht-of their obligations, thus accounting for the lower repay-
ment rate as a whole. Wiﬁh respect to specific programs, the
NRP had the lowest repafment rate at 83 percent mainly due the
poor showing of rural banks (42 percent). Going to the repay-
ment rates shown in Table 3, not much can be said by way of a
comparison because of the deficiency noted above in the compila=-

tion of borrower level data.

SOME IMPLICATIONS

While this paper was being written, the Philippine
Government issued an executive order consolidating all-
commodity-specific agricultural credit programs into a single
fund to .be managed by_an‘inter~agency cémﬁittee headed 5y the

Ministry of Agriculture and Food (MAF). This order in effect
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abolishes the NAPP and other similar special credit programs
which  target loans to specific agricultural sub-sectors. The
centralization of the various agricultural funds under one
office is expected to reduce the cost of funds administration.
This 'ié an unambiguous benefit considering that, in the past,
the proliferation of activity-specific credit lines managed by
different agencieé not only resulted in lack of coordination but
alsb generated a considerable amount of bureaucratic waste as
the nuﬁber of funds management committees alone will suggest. It
is not c¢lear, however, whether the consolidation of crédit
pfograms under the Consolidéted Agricultural Loan Fund (CALF)
spells the end for loan targetting. Under ‘its termsA 6f
reference, the Agricultural Credit Policy Council (ACPC), which.
will oversee the CALF, is empowered to identify and prioritize
usage of the funds. Thus it is likeiy that loan targetting will

OoCccur once again.

By coincidence or design, the NAPP reveals an -  important
aspect of the behavior of lenders in the rural c¢redit -scene.
This pertains to an implicit division of labor or a natural
A specialization among different formal lending institutions based
on their perceived competitive -advantages in rural lending. The
availability of different financing schemes under the NAPP seems
to have put to work a self—sglection.prOCess among institutional
1ehdefs. Sudﬁ‘ is suggestéd by the information in Table‘z which
shdws that more rural banks participated under the direct bank

lending scheme while commercial banks preferred to act more as
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agent banks channelling funds through the network of non-insti-
tutional lenders. The difference in the responses of the two
types of banks may be explained by differences in their percep-
tion of risk. Rural banks are generally more familiar with
agriculture and the rurai community compared with the iargely‘
urban~based commercial banks whose costs of establishing the
creditworthiness of rural clients may be higher. That is why the
latter choose to leave the task of retailing small. production
loans to others who may have more information about rural bor-
rowers. Whether a similar pattern wmay be observed for, a commer-
cial bank with an extensive branch network and why is an
interesting research question to pursue. In general, it is more
desirable to have a variety of mechanisms for credit delivery to
the rural sector. The flexibiiity that alternative avenues for
lending allow institutional lenders can only enhance their par-
ticipatipn>in financing agriculture. Unfortunately, there is no
information on loans granted by rural banks and commercial
banks from their own funds so that the extent of participation
of these banks beyond relending government funds (STDs) cannot
be ascertained. Comparing loans released by the government via
the alternativeAfinancing schemes to loans released by institu-
tions to farmérQborrowers might give a rough idea about ‘the
extent of privafe initiative in agriculﬁural finance. But the
deficiency in ﬁhe reporting of borrower-level data already men-

tioned earlier renders any comparison meaningless.
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How does one explain the generally high rate of recovery of
government funds under the NAPP? There are possibly two reasons
for thié; One ‘'is the high.penalty rate of 42% for all past due
obligations which i§ comparatively higher thén for previous
credit programs. It could be argued, however, that without an
effective gnforcement mechanism, penalties are of no use. More-
err, the leniency exercised in the past toward rural banks with
past Qdue obligations with the Central Bank makes the threat of
‘enforcing the sanctions less credible, If the threat of penali-
zing non-repayment wefe‘credible, however, then only those
lenders with a good track fecord in loan recovery would join the
credit ptogram; otherwise, -the.cost of delayed repayments for
delinquents would be high. It seems though that the financial
crises which gripped the rural banking system during the périod
1983—84 accémplished the 'sorting process'. That is, only those
banks 'which were presumably better managed,. and therefore sur-
vived ' the financial cfises, ‘were around to participate in the

program.

Another reason that may account for the high recovery rate
is the usé ofAentities other than banks to extend credit ﬁo
farmers. 1In the first place, the NAPP guidelipes stipulate‘that
fuﬁd availments from the go#ernment must be fepaid independent
.of loan repaymeht by farmef-borrowers; Thus the trade;~'
millers/end.userg/input suppliers could not use non-repayment by
férmers as an exéuée for Aelaying their payménts. This prbvides

them the incentive to be more selective in their choice of
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borrowers. On the farmer-borrowers' part, the link between cre-
dit and their transactions in the input and output markets
insures loan repayment. The operative mechanism that is involved
here 1is the timely provision of agricultural inputs during the
planting season and a ready market for the farm produce at
harvest timé. Béing involved in these saﬁe tfansactioné, the
creditor is in a éosition to enforce repayment, and with little

cost.

Two Years are p;obabiy.not enough for the credit programs
under the NAPP to have made any significant impact. However, as
discussed above, the NAPP has probably revealed some basic
principles ‘*and processes that are at work in rural financial
markets, These pertain to the natural specialization among rural
lenders Qccording to their competitive-advantage, of which the
division of labor between funds wholesalers and retailers is
just one aspect. Then theré are also the potential benefits to
be gained from linking credit transactions with transactions in
other markets. At the same time, certain questions come ﬁo fore.
The répayment of funds borrowed from the government by non-
financial institutions regardless of repayment by farmer-
borrowers is good for loan recovery. However, in providing the
retailers of these funds the ihcantive- to choose only
creditworthy borrowers, - there is the possibility that even the
ineligible (based on the program's criteria) may be able to
borrow as long as they have the ability to repay.. Verification

is costly and documentation can be falsified. On the other hand,
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following the guidelines entails a not insignificant amount of
screening, documentation and reporting -- increasing the cost of
transacting a loan for both lender and borrower. These are the

all too familiar problems attendant to loan taroetting.

In allowinQ the trader-millers, input suppliers, and
produét procéssors to participate in the leﬁding program, the
NAPP merely formalized what is already commonplace in‘ the
informal credit market: namely, the use of contracts tying
credit  provision with specific transactions in other markets.
These types of contractual arrangements allow risk-sharing bet-
ween the contracting parties and thereby facilitate those
transactions which might not have téken' place (e.g. credit
provision) in their absence. With reference to the scheme under
the NAPP, the government which provides the funds is in effect
sharing a portion of the risk burden with the. trader-
millers/input suppliers/end users. It has in fact transferred
the cost of doiiecting loan payments'to the latter, who in turn,
because of the nature of the contract they have with farmers,
can economize on collection costs. But it might be asked to what
extent the informal credit market c¢an be mimicked or co-bpted to
accomplish the goal of credit delivery to the small farmer while
ensuring that the government gets its money back. Here we can
only speculate at best. The advantage of the ;nforma1 lender
over the formal lender is that the formef does not specify loan
use. This is good for the borrower and lender alike in that no

additional cost is incurred in paper work justifying the 1loan.
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Wiph special credit programs, much time is consumed in preparinc
application requirements in connection with a production loan.
But such information is of little use because of the fungible
nature of finance., Government credit programs (such as the NAPP)
which attempt to exploit the risk-reducing advantages of linking
with infotmal lenders are limited by the loan-targetting feature
of their design. It is doubtful whether trader-millers/input
suppliers/end-users are going to be enthusiastic about partici-
pating in a program that increases their transaction costs. It
is thus unlikely that they will be meticulous aboﬁt documenta=-
tion, and possible that they will just continue to lend to
farmers whom they would have lent to anyway even without the
program, These are presumably the relatively bigger and better-

off farmers.,

One other issue arising from the discussion of formal-
informal linkages in the credit market is the possibility of
allowing rural banks to engage in other agricultural activities
such as trading, input dealership and the iike in order to
cémpete more'éffectively with the informal lenders. Thé guestion
here is whether such banks are equipped with the expertise to
run businesses other than banking. There is also the related
problem concerning the disposition of depositors' funds and the
potential for abuse associated with using bank funds to finance
tﬁe business operations of the same owner/s. Finally, there is

.the possibility that in all these, inequities are bound to arise

given the unequal bargaining - strengths between farmer and
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creditor who has possession of various transaction-specific
assets. Policy-making should therefore proceed cautiously

pending more rigorous analyses of the foregoing implications.
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APPENDIX 1
THE NATIONAL AGRICULTURAL PRODUCTIVITY PROGRAMS

1. Intensified Rice Productioq'Program (IRPP)
2. Expanded Corn Program (ECP)
3. National Soybean Production Program (NSPP)
4. National Rootcrops Pfogram. {NRP)
a) cassavé o
b) sweeﬁ potato
5. Integrated Progrém on Ipil-ipil Leafmeél (IPIL)
6. Unified Azolla Proéram (UAP) |
7. Post-Harvest Facility Assistance Program (PHF)
8. Others |
a) Gulayan.sa Kalusugan (GSK)
b)‘Kabataadg Sakahan Para sa Kaunlaran Program (KASAKA)
c) Multi-storey Crobping Under Coconﬁt Program (MSC)
d) Multiple Cropping ﬁrogram (McP)

e) Rice-Fish Culture Program (RFCP)

Source: National Food and Agriculture Council (NFAC)
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