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Abstractl

The Phili ppines, a @urtry of grea promise in the 1950, has greédly lagged behind many other
Asian courtries. Between 1991and 1994 wban powerty dedined from 26% to 296; but rural
poverty virtually stagnated at a much higher rate: 55% and 5%%, respedively. Poverty lending
programs were instituted in vast numbers, bu undermined the viability of the institutions while
their impad remained insignificant. Large numbers of self-help groups and NGOs have been
trying to fill the void. Y et those institutions that focus on the poar ladk the cgadty for substantial
outread to the poa, while those that possess the cgadty ladk the focus. Despite recent
li berali zation eff orts, pdicymakers in the Phili ppines, unlike those in Indoresia, have relied more
on government intervention and credit channeling than the self-reliant intermediation o market-
oriented microfinanceinstitutions (MFIs). In the framework of awider UNDP-suppated program
of the Asian and Padfic Development Centre in Kuala Lumpur on Microfinance for the Poor in
Asia-Pacific, seven MFIs were seleded from the Phili ppines and analyzed in terms of outread to
the poar, resource mohili zation, vability and sustainability: six credit NGOs and ore moperative
rural bank. All but one of them use the Grameen techndogy in reading the poar, replicating
Prof. Yunus's Grameen Bank model so highly successul in Bangladesh. All but one of the MFIs
were found subsidy-dependent and dona-driven, though they do adhere to the aeal of market
rates of interest. Only the operative bank, which applies both the conventional individual and
the Grameen-type group-group techndogy and was is therefore analyzed in greaer detall, was
foundto be operationally and financialy self-sufficient. Yet it showed littl e cgaaty for dynamic
growth. While its Grameen-type group techndogy was profitable and multiplied the bank's
outread, it added so littl e to its overall profits that management considers its termination. One
recommendation stands out from the cae studies: transform credit NGOs into formal financial
ingtitutions that rely on their own internal resources and cover their costs from the margin! Stop
using them as credit channels!

! This manuscript has been prepared during the first author’s sabbaticd yea at The Ohio State University,
Department of Agricultural Economics (Rural Finance Group). A spedal debt is owed to the inspirations by Claudio
GonzdezVega, Douglas H. Graham, and Richard L. Meyer. The authors are particularly grateful to UNDP for its
financial asgstance and to Mike Getubig and Benjamin Quinones of the Asian and Padfic Development Centrein
Kuala Lumpur for including wsin their projed on Microfinance for the Poor in Asia-Pacific.



1. Country overview

1.1. Macroeconomic performance?

The Phili ppines, with a popdation d 70.3millionin 1995(74 millionin 1997 and a popuation
growth rate of 2.6%, was a courtry of gred promise during the 195Gs. Since then it has gredly
lagged behind a number of other Asian courtries, bah in terms of econamic growth and powerty
aleviation. It isonly within the last few yeas that hope for growth and development has returned
to the courtry.

After the aisis yeas under the Marcos regime, pdicy and structural reforms were initiated under
the Aquino and Ramos administration. This eventually put the e@namy bad in the growth path.
Over thefive-yea period, 19911995, owral GNP growth averaged orly 3.4% p.a. At the aurrent
rate of popuation growth, this has meant that per capita income grew hardly at all. However,
there is a marked dfference in growth between the first and the latter part of that time period.
During the first threeyeas, GNP growth rates were 0.1%, 1.4% and 1.36. Subsequently, in 1994
and 1995,they jumped to a new level of 5.3% and 5.P%, respedively. At the same time, the
government succeealed in kegoing inflation undyr control, which was brought down from 18.7%%6
in 1991to single digit figures fluctuating between 7.6% and 9.8% p.a. The value of the national
currency, the Peso, stabili zed too, with a slight overall appreaation from P27.5in 1991to P25.7
to the US$in 1995.

With the recmovery of the eonamy from stagnation, a significant increase in red savings was
noted after 1993, mrticularly attributable to a growth in savings of the government and o
corporations. At the same time, depasit and lending rates gabili zed starting in 1993.Lending
rates of commercial banks averaged at 15% p.a. in the last three yeas, dowvn from weighted
averages of 23% and 196 in 1991and 1992 respedively. At the same time nominal interest rates
on savings jumped from close to 5 in 1991to an average aound 8% in recent yeas but mostly
fall ed to exceal the inflation rate, yielding negative or nea-zero red returns. Red returns on time
deposits were nat much higher, averaging only abou 1% p.a. duing the last two yeas. This
seans to have dfeded the savings of househalds and urincorporated enterprises which na only
falled to increased bu slowly dedined in recent yeas.

In 1995 the forma financial system was drengthened by the aedion d a new and more
autonamous central bank, Bangko Sentral ng Pilipinas (BSP). The central bank pusued the
financial reforms of the 1980 and increased banking competition by liberalizing bank entry and
branching-out. Recent news abou the development of the financial sedor and the eonamy as a
whole have been pasitive. The renewed vigor of the eonamy led the alministration to annource
astrong focus on powerty alleviationin the framework of continued pdicy reforms.

2 Exchange rates (US$ 100 = Pesos..): 1991 P27.48, 1992 P2551; 1993 2609, 1994 2645, 1995 2570,



1.2. Poverty incidence

The overall incidence of poverty in the Phili ppines was 36% in 1994, davn by four percentage
points from 40% in 1991.According to the Family Income and Expenditure Survey, the tota
number of poa househalds has only dightly deaeased: from 4.78million to 4.56million duing
that period - amost fully matched by a correspondng growth o the popdation.

The largest number of poa isfoundin the rural agricultural sedor, which is attributed by some to
a prevaence of large landhddings and a failed land reform. More than half the rural popuation
are poar, with little change in incidence rates. 55% in 1991and 5%% in 1994.The incidence of
rural poverty, abou two-thirds, was highest among farming and fishing families. The dedine in
urban powerty, which is ssmewhat below average, was more marked: from 36% in 1991to 2%
in 1994,

In addition to the magnitude of powverty, the government has also to contend with the highly
inequitable distribution o income, which is dow in changing. Between 1991and 1994 the Gini
index has negligibly dedined from 0.468 to 0.454, indicaing a dlightly more ejuitable
distribution d income.

1.3. Poverty alleviation programs

Banks rarely lend to the poar. Since 1991, lessthan 124 of low-income families have borrowed,
nealy two-fifths of them from relatives and friends and ore-third from private moneylenders and
cooperatives. NGOs provided oy 2.9 of that credit in uban and 1.9 in rura areas.
Cooperatives and rural banks have amuch wider outread, bu serve more the nonpoa than the
poar. To remedy this stuation, the government has suppated as many as 111 credit programs of
which 13 are targeted to the very poa. Among them are the NGO Microcredit Projed of the
Department of Trade and Induwstry with 82,000 baowers through almost 2,000 conduts
(3/1999; the Sdf-employment Asdstance Program of the Social Welfare and Development
Department with over 45,000clients; the Grameen Bank Replication Projed of the Agricultural
Credit Policy Courril, invaving 23 NGOs, cooperatives and rural banks as replicaors, with
13,500 leneficiaries (12/1994); and the Landbank's agricultural and rural credit channeling
program through rural banks and some 8,000 cooperatives. Experts agreethat credit channeling
has grealy undermined the viability of these institutions. To dvest itself of the task of lending to
the poar, Landbank has recently established a finance mmpany, the People's Credit and Finance
Corporation, PCFC. The objedive is to use PCFC for poverty lending so that Landbank may
concentrate on its origina mandate of agricultural reform lending and its new mandate of
commercia lending to a growing agricultural sedor. Prior to the aedaion d PCFC, the
government used the National Livelihood Suppat Fund, NLSF, under the Office of the President
to provide microcredit. In 1995,the NLSF provided credit lines to abou 60 MFIs valued at P83
million (US$3.2 million). As of March 1996,P46 million hes effedively been lent to 28 rural
banks and 10cooperative rura banks. They in turn provided microloans not exceading P25,000
(US$993 to 4,345end-users. Thisfigures clealy shows that such programs are more symbadlic in
nature, with orly insignificant outread and impad.



Tablel.l Directed credit programsin the Phili ppines, 1995

Agri-Credit Ultra-Poor Salaried & Small/med. Total
Self-empl'd Enterprises

No. d programs 39 13 21 38 111
No. d implemen- 19 4 12 9
ting agencies
Funds avail ablein >11.06 n.a >3.2 >16.7 >31
billi on Pesos
Interest p.a. 6-14% 0%; 6%; to 3-18% 7-24%
market rate
Source National Credit Courcil

The Philippines are a ountry in which NGOs abound. According to the NEDA Monitoring
Study, it is estimated that there ae over 30,000 NGOs and community-based People's
Organizations listed with the Seauriti es and Exchange Commisson. This includes close to 7,000
Development NGOs and upto 500credit NGOs with an average of 100-200 barowers; fifty of
them are estimated to provide aedit with a mwmmercia orientation. Despite their large number,
thelr outread remains limited, with the largest NGO serving not much more than 3,000
borrowers and savers. It is estimated that only 2% of the aedit needs of poa borrowers are
acdually covered.

1.4. Financial institutions and their outreach to the poor

On the whadle, there is an estimated nunber of abou 2,800 MFIs in the Phili ppines with a total
outreadr of abou 650,000customers (table 1.2). Adding more than 1,000rura shareholding
banks, with an average of 2,000lo0an ac®urts and 6,000savings deposit acourts, and pivate
development banks, total MFI outread might exceal the one million mark. There ae dso some
8,000 agricultural cooperatives not included below which are used by Landbank as credit
channels. In addition, there ae uncourted informal savings and credit associations, among them
the ubiquitous ROSCAs (paluwagan), which mobili ze and circulate their own resources.



Table1.2 Estimated institutional outreach of MFIs in the Phili ppines.

MFI Number of MFlIs Average outreah Total outread
Development NGOs 150 150 2,500

Grameen Replicaors 40 500 20,000
Mature aedit NGOs 30 1,000 30,000
Immature aedit NGOs 100 250 25,000
Cooperative rura banks 42 2,000 84,000
Credit cooperatives 1,500 300 450,000
Peopl€e's organizations 500 50 25,000
Total 2,762 656,500

Source R. Chua & G.M. Llanto, Assessng the Efficiency and Outread of Microfinance
Schemes. ILO, 1995.

Despite dl these dforts, the overall outread to the poa has remained small. The aedit programs
of the government were foundcostly and ursustainable, leading to grossinefficiencies, financia
market distortion and a wedening of private sedor incentives to innovete. Credit NGOs have not
fared much better. They may have ax amost exclusive focus on the poar. But they are hampered
by their we&k ingtitutional capadty, which largely appeas beyond redemption unessthey turn
into proper financia ingtitutions. Withou a lega persondlity as a full-fledged financia
ingtitution, the aedit NGOs can neither raise sufficient equity nor tap deposits to sustain their
operations. Lending funds may be made available from many sources, bu the weak absorptive
cgpadty of the NGOsis a binding constraint to a greaer outread. Some daim that only the rural
banks have the potential of truly reading out to the poa, bu would require thorough
familiarization with financial tecdhndogies of profitable banking with the poar. Some rural and
private development banks on Mindanao have succesgully demonstrated that banking with the
poa isfeasible.

The Phili ppine experience shows that those institutions that focus on the poa lad the caaaty of
reating the poa in large numbers; while those institutions that possess the cgadty ladk the
focus. It is quite dea that the dfediveness of NGOs banking with the poa could be gredly
enhanced through the adoption d a lega status providing the aithority to ad as red financia
intermediaries. However, given their small number, this will nat solve the outreat problem. At
the same time, the caadty of credit NGOs to develop and dfer innowetive financial products
was foundto be quite restricted. This is due to two mgjor fadors: their ladk of competence in
product development; and their ladk of appropriate legal status, which makes deposit
mohili zationill egal.



1.5. Policy and regulatory framework

The egadicaion d poverty is one of the mgor concens of the Philippine government. The
Presidential Commisson to Fight Poverty, PCFP, has identified five mgjor strategies to bring the
incidence of poverty down to 30% in 1998

e Promote and sustain ecnamic growth at 5-7% p.a to crede employment and livelihood
oppatunities;

e sustain growth strategies diredly accessble to the poar, including labor-intensive industries,
adequate aricultural prices, and credit retailing of cooperatives and NGOs to farmers,
margina borrowers and people’'s organizations at market rates, and the cnsolidation o
livelihood pogramsinto a aedit fadlity for the hardcore poar;

e expand besic socia services;

e suppat income-generating community projeds including skill and techndogy training, credit
andlivelihoodassstance, and extension services,

» enhancethe caabiliti es of the poa to help themselves through people's organizations, NGOs
andlocd government.

Starting in the 19805, a number of financia reforms have improved the padlicy environment in
which MFIs operate. Interest rate calings were removed; the interest rates of preferentia credit
programs were digned with market rates;, bank entry and kranching-out were liberalized;
competition in the domestic financial market was grengthened; and a stronger Bangko Sentral ng
Pili pinas, BSP, replacead the former Central Bank of the Phili ppines. As a result, banks compete
in deposit taking, offering innovetive products direded at different market segments. Similarly,
credit unions and cooperatives, which are under the supervision d the Cooperative Devel opment
Authority, offer withdrawable and nomwithdrawable depasit products, particularly to small savers.

Reaognizing the neal to provide accesto credit to the microeconamy, particularly smallholder
agriculture and the small and microenterprise sedor, the government has put in place severa
palicies on credit al ocaion and depasit retention comprising the foll owing interventions:

 requiring 75% of the deposits generated from aregionto beinvested in that areg

e mandating banks to al ocae 25% of their net incremental 1oanable funds for agriculture, two-
fifths (10%) of which are to be lent to agrarian reform beneficiaries whil e threefifths (15%)
areto be reserved for general agricultural lending;

e mandating all lending institutions to lend at least 10% of their total loan patfolio to small
enterprises with total assts upto a celi ng of P10 milli on;

e liberalizing bank branching regulations to kring banking services to a wider range of the
popuation;

» implementing various direded credit programs for the basic sedors.

On the whale, pdicymakers in the Phili ppines have relied more on government intervention and
credit channeling than the sdf-reliant intermediation o market-oriented MFIs. E.g., through
credit programs auch as the DTI Microcredit Projed, ACPC's Grameen Replication Projed and
the NLSF's loan program, the government has increasingly used NGOs as dternative aedit
conduts. At the same time, NGOs are regarded as informal institutions, and are hence not



permitted to mohili ze depaosits. This bars them from engaging in financial intermediation and
bewmming self-reliant, resulting in a lossof resource mohili zation. Thisin turn is to be offset by
mandating banks to alocae 25% of their loanable funds to agriculture aad 1% to small
enterprises. a pieceof financial represson which paces a heavy burden onthe urban banking
indwstry andis unlikely to spur processes of self-sustained growth in banking services to the poar.
In fad, it might even prevent the further evolution d grassoats financial institutions owned and
managed by the poa.

However, it was also foundthat recent measures to liberali ze the eonamic and financial palicy
framework have aeded a basicdly favorable environment for microfinance With interest rate
deregulation and aliberal bank entry and kranching palicy, there is ample room for the aedion o
more MFIs and the expansion d their adivities. At the same time, this palicy environment might
eventually pose a serious threa to the survival of nonmature, socia service-oriented credit
NGOs, which are dready foundto operate in a palicy vaauum. The government's 111 peferential
credit programs, which have been criticized for being inefficient, over-pdliti cized, urcoordinated
and ursustainable, are presently under review. The Department of Finance together with the
National Credit Courxil, are in the processof rationali zing these programs, guided by principles
of sustainability and viability. It is not unlikely that a thorough reform of the government's credit
programs will have spill -over effeds onthe NGO credit world.

It is predicted that ultimately there might only be one option: the transformation d mature aedit
NGOs into formal financial intermediaries. With reference to the Grameen Bank in Bangladesh
and BancoSol in Bolivia, it is concluded that this grategy seans to be the only redistic goproac
to the problems of ladk of outread, viability and sustainability. Furthermore, it is argued that
pladng the NGOs in such a lega structure is the only guarantee that their missgon for the poar
can be sustained and expanded on an ever-increasing scde. To implement this in the most
effedive way in the service of the poa, it is recmmended that the government provide an
appropriate supervisory and regulatory framework for MFIs based on the principle of self-
regulation. Donas may be invited to participate in the padlicy dialogue and eventually provide the
required suppat for the establishment of a self-regulatory authority at the secondtier.

All this indicaes that the government, inspired by brain trusts sich as ACPC and PIDS it has
helped to suppat, is getting the message: in the long run orly viable ingtitutions will provide
sustainable financial services to al segments of the popuation including the poar. Given the
complexity of Fili pino society and its formal and noriormal financial sedors, the implementation
of this recognition will present amajor chall enge for some time to come.



2. Assessment of Grameen-type Microfinance Institutions

In the framework of this gudy, seven MFIs were seleded, six of which make explicit use of the
Grameen techndogy in reading the poa. The remaining one includes poa women as one of
several target groups. Six are aedit NGOs; one is a @operative rural bank with regular
cooperative & well as Grameen-type operations which has been singled ou here for a more
detail ed presentation.

* Ahon SaHirap, Inc. (ASHI): an MFI established in 1989and incorporated in 19921 with an
equity cgpital of P2.5million; serving 2,143 poo female beneficiaries organized in Grameen-
type small groups; with a volume of P3.5 milli on loans outstanding and P0.6 milli on savings
outstanding in 1995

» Alalay Sa Kaulanran Sa Gitnang Luzon, Inc. (ASKI): an MFI establi shed and incorporated
in 1987 with an equity cgpital of P6.5 million; serving 1,552 poo clients, 8%% of them
female; off ering both group and individual loan services; with P13.2milli on loans outstanding
and P1.6 milli on savings outstanding in 1995

» Center for Agriculture & Rural Development (CARD): a microfinance and training
ingtitution established in 1992 with an equity cgpital of P7.5 million; with 3,980 poo
beneficiaries, 98% of them women, aganized in groups of five; with P12.9 million loans
outstanding and P2.9 milli on savings outstanding

» Cooperative Rural Bank of Laguna, Inc. (CRBLI): an MFI established as a woperative
bank registered with the Seaurities and Exchange Commisson and the Bureau of Cooperative
Development in 1977.0Operations garted in 1978.Unlike NGOs it was given authority by the
central bank to provide financial services to the community and accet savings and time
deposits. Its equity capital amourts to P11.5 million, comprising P6.2 million in members
equity and P5.3 millionin retained eanings. It serves 2,583 savers, 81% of them women and
55% of them poar; and 1,792 baowers, 90% of them women and 74% of them poa; with
P28.2milli on loans outstanding and P5.6 milli onin savings deposits outstanding.

» Gerry Roxas Foundation Bangko Hublag (GRF): an MFI established in 1987 with an
equity cgpital of P0.2 million and registered with the central bank, providing loans to non
bankable microentrepreneurs and mobhili zing internal resources through a caital build-up o
savings <heme. Its equity and reserves in 1995amourted to P3.9 million. As of end-1995it
served 1,259savers who are dl poar, 84% of which are women; and 1198 baowers, 73% of
them women and 8%% of them poar. Loans outstanding amourted to P7.0 milli on and savings
outstanding to PO.7 milli on.

* Negros Women for Tomorrow Founcation, Inc. Projed Dungganon (PD): an MFI
incorporated in 1986to serve landesspoa women in the depressed communiti es of Negros.
As of 1995 its equity and fund kalance was negative & -P7.2 million. Its Grameen Bank
replicaion program started in 1989.1t serves 9,216clients who are dl women and al poa. As



of end-1995there were 5,866 borowers with adive loan patfolios and 6,952adive savings
acouns. Loans outstanding amourted to P 8.0 million in 1995,savings outstanding to P3.3
milli on.

e Tulay Sa Pag-Unlad Inc. (TSPI): an MFI established in 1982targeting the entrepreneuria
poar. Starting in 1984, TSA initiated its Intermediary Lending Program, lending wholesale to
microentrepreneurs through 24 mrticipating NGOs, cooperatives and community-based
groups. At the end d 1995its equity and fund kalance stood at P50.6 million. As of end-1995
TSAH served 3,119individua borrowers who were dl poa, 64% of them women, and 12
ingtitutions. Loans outstanding amourted to P55.9 million, 96% of which were lent direaly
and #6 whoesae through aher institutions. Of the adive loan patfolio o dired lending,
90% were lent to men and ony 10% to women. TSH serves a total number of 3,024 savers,
64% are women. Total savings outstanding as per December 1995 amourted to P4.8 milli on,
but only 18.8/% were mobili zed from women.

The Cooperative Rural Bank of Laguna, Inc., has been singled ou for a doser inspedion, for
two reasons. (1) it is the only institution among the seven which is financia self-reliant and
viable, serving bath poa and nonpoa clients, bu among them poa women as the large
majority; and (2) since 1991, it is a Grameen Bank replicator, thus combining regular and
Grameen-type operations. Does the Grameen approach enable an MFI to read ou to a poaer
clientele? And, in ddng so, can it cover its costs or perhaps even make aprofit? The answer to
the latter question is all the more interesting in faceof the overwhelming evidencefrom NGOs in
the Phili ppines that Grameen-type banking is not viable.

The Bank was formally established in October 1977 ly village-based cooperative farmers
organizations in the province of Laguna led by the president of the Provincial Federation o
Samahang Nayon d Laguna. The required equity cgpital was contributed by the members of 90
participating farmers' organizations who dedded to cdl the institution Bangko ng Magbubukid,
ie. Bank of Farmers. There ae now 11 individuals and 124farmers cooperatives who awn the
Bank. Its Board o Diredors is comprised o eleven members, nine of them farmers and two
representatives of the Landbank and the Department of Agriculture, respedively, which own
preferred shares. As a manager, the Board has appanted the son d the founder. The Bank is
comprised of a head dficewith a staff of 17 and hes no kranches. Its operations are cnfined to
the province of Laguna which consists of 29 municipaliti es and ore aty.

Asdgsted by the Agricultural Credit Policy Courcil (ACPC) as the pil ot-testing agency of the
Grameen Bank Replicaion Program in the Phili ppines, the Bank adapted the Grameen approach
in 1991to extend its banking services to poa women withou coll ateral. The scheme is cdled
Kaunlarang Pangkabuhayan Project (KPP) Livelihood Development Project. Since 1994 the
Bank has employed a staff of five, one male and four female, spedficaly for KPP. The program
was auppated by ACPC with a grant of P200,000to subsidize the salaries of the field staff
during the first three yeas and by a grant of P2.0 million from locd government in 1995.The
loan funds are generated by the Bank internally. For reasons of cost-eff ediveness the Bank has
naot provided any technicd asgstanceto the women-microentrepreneurs.



2.1. Outreach

The seven MFls have atotal outreac of about 21,000customers, ranging from about 1,260to
7,000 and averaging abou 3,000 @r MFI. The smalest has an oureacr of abou 1,300
customers, the largest of 7,000. Abou 90% of the austomers of the MFIs are women. 94% of
them are poa. Two o the institutions target exclusively poa women. Five target exclusively the
poa. In al seven ingtitutions women and the poa predominate amnong the savers and the
borrowers. Thereis noindicaionthat any of these ingtitutions will grealy increase their outread
within the nea future.

Table 2.1 Outreach of seven sample MFIs in the Phili ppines, 1995

MFI Savers Borrowers
No. % poor % female No. % poor % female

A 1,695 100 100 1,695 100 100

B 6,952 100 100 5,866 100 100

C 3,980 100 98 3,980 100 o8

D 1,160 99 85 1,307 99 85
Ex4 1,415 55 81 1,330 74 90

F 1,941 100 64 1,993 100 64

G 1,958 100 84 764 85 73

Total loans outstanding as of 12/1995 amourted to P 128.7 milli on, savings outstanding only a
fradion thereof, namely P 17.6 million a 13.7®%6. There is wide variation between the seven
sample MFIs, ranging from P0.17 million to P4.83 million in savings balances (aratio o 1:35)
and from P3.48millionto P55.92millionin loans outstanding (aratio of 1:62). Average savings
balances per saver ranged from P99 ($3.85 to P1,209 ($47) among the poa and from P2,826
($110 to P15,400($600; average loans outstanding ranged from P744 ($30) to P12,104($467)

among the poa and from P38,970($150Q to P66,545($2,60Q among the non-poa.

3 Asthere ae no barowers without a savings acaunt but savers without adive loan portfolios, the total number of

clients of an institution equals the number of savers.

4 E* = Cooperative Rural Bank of Lagurg, Inc., which hes been singled out here for amore daborate presentation.



Table2.2 Savings and loans outstanding in 7 sample MFIs in the Phili ppines, 1995
(in milli on Pesos)

MFI Savings Loans Ratio of savings to loans (in %)

A 0.17 3.48 4.8
B 3.31 8.00 41.4
C 2.87 12.86 22.3
D 1.83 13.26 13.8
E* 3.89 28.25 13.8
F 4.83 55.92 8.6
G 0.73 6.97 10.4
Total 17.63 128.73 13.7
Poor only 15.84 112.25 14.1
Women orly 11.75 60.82 19.3

Socia preparation and client training in the use of credit are anong the services offered by the
sample MFIs. Some dharge atraining and monitoring fee of 2% of the loan amount, whil e others
rely on government and dona fundng. Given the narrow scope of products and ouready, the
problems associated with the quality and fundng of client training as well as supervision and
impad evaluation appea as minor isses.

To increase outread in a wst-effedive and sustainable way, it is proposed to confine caadty-
building measures to existing viable and sustainable financial institutions which exist in the
Phili ppines in large numbers, such as rura banks, cooperative rural banks and credit cooperatives
with their nationwide network of unit banks and kranches. Through appropriate forms of training
in microfinance techndogies, these institutions may grealy enhance their services to the poar. In
contrast, investing in the aedion d new branches of NGOs appeas to be more wstly and risky.
Instead, it is recmmended to transform credit NGOs into formal financia institutions guch as
private banks, finance mmpanies, nonstock savings and loan asociations or credit cooperatives.

In 1995,the Cooperative Rural Bank of Laguna Inc. served 1,792 borowers, dovn 5% from
the previous yea, and 2,583 savers, dovn 31% from 1994. Between 1993 and 1995, the
percentage of the poa among the savers has increased from 40% to 5%, the percentage of
women from 77% to 81%. The share of women and the poa among borrowers is substantially
higher than among savers, bu propations have dightly deaeased ower the threeyea period:
from 78% to 74% poa borrowers and from 92% to 90% women barowers. It appeas that the
Bank has readed the limits of its outread, with a dedine in the number of adive borrowers and
savers over the past threeyeas.
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Table 2.3 Outreach of the Cooperative Rural Bank of Laguna lnc., 1995

MFI Savers | Borrowers

No. % poor % female No. % poor % female
1993 3,893 40 77 1,842 78 92
1994 3,763 43 80 1,889 77 91
1995 2,583 55 81 1,792 74 90

The Bank dfers two savings products: passook savings of a minimum of P500with ayield of
7% p.a. and time depasits ranging from 90-day to 730day maturiti es with yields from 9% to 168%
p.a. While the number of savers has substantially dropped from 3,893in 1993to 2,583in 1995,
the average amourt has gone up duing that time period by abou 50%, namely from P1,011to
P1,506.There has been noincrease in naninal savings during that time period, bu a substantial
dropinred terms.

Compared to the number of poa savers, the volume of savings mohili zed from the poa has been
modest; however, its sare has increased remarkably over the threeyea period: from 4% of all
savings to 23%. The total amount of savings mobili zed from women has dightly dedined over
the threeyea period: from 76% of 64%.

Whil e the volume of the loans grew at an average of 19.3%0 p.a,, it did so at a diminishing rate.
The average maturity was 180 chys at an interest rate of 18% p.a.The bulk of the loans has been
given dredly to individua borrowers.

Whil e the vast majority of borrowers are poar, orly a small propation d the volume of the loan
portfolio goes to them, increasing from 4% in 1993to 11% in 1995.The share of the women in
the volume of loans is not quite ammmensurate with their numbers, dedining from 61% in 1993
to 5®@6in 1995.

Table 2.4 Savings and loans outstanding in the Cooperative Rural Bank of Laguna Inc.,
1995(in milli on Pesos)

Year Savings Loans Ratio of savings
to loans (in %)

Amount % poor % female Amount % poor % female

1993 3.94 4 76 19.83 4 61 19.9
1994 3.24 13 71 24.86 6 59 13.0
1995 3.89 23 64 28.25 11 57 13.8

In the field of credit, the Grameen program KPP has contributed to a very substantial increase in
outreat of the Bank: 1,330 @ 74% of the Bank's 1,792 barowers fal under KPP. Under the
influence of KPP, loans provided through savings groups have been increasing from 1% of total
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loans granted in 1993to 1%% in 1995.However, in terms of volume, the contribution d KPP
borrowers, P3.15 million, to the Bank's total loan patfolio of P28.25 million oustanding is
modest, comprising only 11%. Evidently, loans outstanding to poa women averaging P2,367are
far below the Bank's overal average, which is P15,763 @ borrower. There ae wide
discrepancies in terms of average loans outstanding by sex and powerty status in 1995 the
average size of loans was P9,987 for women and P66,545for men; P2,367 for the poa and
P54,327for the nonpoar.

In the field of outread to savings depositors, the Grameen program KPP has more than doubied
the Bank's outread. All of the KPPs 1,415 mrticipants have deposited savings in the Bank,
compared to 1,168 nonKPP depositors. Thus, 53% of al depaositors are KPP participants.
However, in terms of volume, their share is substantialy lower, namely 23% of a total of P3.89
milli on, yet much higher than their credit share. This snows once again: the poa can save, and,in
particular: women are good savers!

The average size of savings in the bank was P1,506.Again, dscrepancies exist, bu they are by
far not aswide ain the field of credit: women saved onaverage P1,192,men saved P2,826.The
poar saved an average of P642,the nonpoa P2,553.

Table2.5 Savings and loansin the Cooperative Rural Bank of Lagunalnc., KPPvs.
entire bank operation, 1995

KPP (Grameen) Entire bank operations
Number Amount in Number Amount in
million Pesos million Pesos

Savings:
Total 1,415 0.91 2,583 3.89
Poor 1,415 0.91 1,415 0.91
Non-poa 0 0 1,168 2.98
Women 1,415 0.91 2,087 2.49
Men 0 0 496 1.40
Loans outstanding:
Total 1,330 3.15 1,792 28.25
Poor 1,330 3.15 1,330 3.15
Non-poa 0 0 462 25.10
Women 1,330 3.15 1,609 12.92
Men 0 0 183 12.18

2.2. Resource mobilization

There ae three major sources of loanable funds in the seven sample MFIs. equity & grants,
borrowings and savings mohili zed. Among these three sources, savings are least important. They
acoun for only 13.7% of loans outstanding. Savings mobhili zed from the poa account for 14.1%
of loans outstanding to the poar. Among women, savings are slightly more important, acaounting
for 19.3% of loans outstanding. (Seetable 2.2)
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The anount of savings deposits mohili zed by the seven sample MFIs ranges from a minimum of
PO.17milli onto a maximum P4.83million aratio of 1:28. Two-thirds of the savings (67.6%) of
the savings are mohili zed from women and ore-third from men. The poa acourt for nine-tenths
(89.8%) of the savings mohili zed. The most important source of loanable funds are ejuity and
grants which acourt for 58.8%6 of loans outstanding. The remainder is mobilized through
borrowings.

Table 2.6: Amount of savings outstanding in seven sample MFIs in the Phili ppines, 1995(in
milli on Pesos)

MFI Female Male Total
Poor Non-poor Poor Non-poor
A 0.17 0.08 0.17
B 3.31 0.21 3.31
C 2.79 1.40 2.87
D 1.40 0.15 4.00 0.06 1.83
E* 0.91 1.58 0.13 3.89
F 0.84 5.82 4.83
G 0.60 33.0% 0.73
Total 10.02 1.73 0.06 17.63
Percent 56.8% 9.8% 0.3% 99.9%

The single most important fador which undermines the sustainability of the sample MFIs is their
dependency on external resources. Most MFIs in the sample ladk resources internall y generated in
the form of equity capital and savings deposits. The MFIs have dl attempted to mohili ze
resources in various innovative ways but their informal charader has hampered the dfort. The
MFIs have thus faled to evolve into full-service institutions providing the poa with adequate
savings deposit fadliti es. In fad, the demand for savings srvices by the poa might outweigh
their demand for credit. In this context, the question reals to be raised whether poar people can
in fad be made better off with more indebtedness Some, particularly thase in margina aress,
might be better off with improved savings deposit fadlities and perhaps <l f-organized
colledion services.

Under the prevaili ng pradices, the MFIs continue to be subsidy-dependent and donae-driven. As
dona funds are invariably short in supgy, the ingtitutions lad the potential of dynamic growth.
At the same time, the ingtitutions find themselves compelled to devote some of their most
credive manpower to the aguisition d dona grants, dona reporting and aher forms of dona
communicaion. It is also guestionable whether under these drcumstances participation in
national or international conferences, seminars and workshops is aleaning experience or awaste
of predous time. It is concluded that grants and subsidies from government and donas have
stunted the growth of many credit NGOsinto viable and sustainable financial intermediaries.
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It is recommended that in order to stay competitive and viable, the MFIs must raise substantial
deposits and develop various instruments, espedally for the small savers, which will help to buld
up their financia base. Both financial broadening and deepening are needed, comprising the
development of new product lines and services, and the implementation d new microfinance
techndogies and pradices that strengthen their financial base.

The Cooperative Rural Bank of Laguna Ltd. has an adive loan patfolio of P28.25million as
per Decamber 1995.1ts magjor source of funds are equity capital and retained earnings amounting
to P11.5million,ie. 41% of its loans outstanding. Savings depasits are aminor source of loanable
funds, equivalent to ony 14% of loans outstanding (seetable 2.4). In the KPP Grameen scheme
internal savings play a larger but still very restricted role, amounting to 2% of the loans
outstanding within the scheme.

Borrowings as of end-1995amourted to P13.32milli on, acaounting for aimost half (47%) of the
outstanding loan patfolio. Sources of refinance included the Landbank's Rediscourting Program
((53% of borrowings); the Cooperative Development Authority's lending fadlity (19% of
borrowings); the Micro Credit Il Projea (MCP) of the Department of Trade and Industry for
establi shed microentrepreneurs and self-help groups (1% of borrowings); the Grains Production
Enhancement Program (GPEP) or Gintong Ani with input subsidies and agricultural suppat
services for rice and maize produwction (10% of borrowings); the Agricultural Credit Policy
Courxil (15% of borrowings); and locd banks (2% of borrowings). With accessto such arich
source of external finance, the Bank appeasto have littl e motivation to vigorously embark onthe
cumbersome job d mohili zing savings from its members and the community.

2.3. Financial viability and sustainability

The overal evidence on the viability of the sample MFIs is corflicting. There ae paositive
indications, such as ssundcredit pradices and resporse to market signals. Of crucia relevanceis
the fad that norne of the NGOs adheres to the aeed of subsidized credit for the poar. In fad, they
lend at market-based interest rates, charging around 3@6 interest per annum, plus an upfront
service darge of abou 1%. They are dso aware that they shoud cover at least part of their
operating costs. Credit screening and loan appraisal techniques were foundto be sound.

Collateral substitutes sich as joint liability, pee pressure and dedged group savings were found
to be alequate, resulting in loan repayment rates in the order of 95%. Forced savings were used as
an emergency loan fund and at the same time & collateral. One MFI offers a rebate of 5% for
timely repayment and adds a penalty of 2% on past-due loans. At the same time, NGO banking
with the poa is expensive. Only one of the MFIs has a @st ratio per Peso of loan oustanding
below 0.20 four have ratios between 0.29and 0.72 one has costs of one Peso for every Peso of
loan oustanding; and ore MFI spends P 1.30 onevery Peso oustanding. It is concluded that the
MFIs are generally inefficient and nd cost-effedive, with high management and owerhead
expenses relative to the number of clients srved and the volume of businessgenerated. The only
exception in the sample is the moperative rura bank, which was found efficient and cost-
effedive.
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There ae serious hortcomings in financial reporting and monitoring, which make it difficult to
cdculate areas ratios and to determine portfolio quality. What is ladking in particular is a
financial monitoring system that tracks arreas and loan delinquencies as they occur, and then use
them as an inpu into a management information system. Instead, repayment ratios and default
rates are cdculated at the yea's end. This was found to encourage laxity on the part of
management, which fails to take immediate remedial adion on alinquency. The &sence of
acounting and gulity standards also makes it difficult to acarately measure the performance of
MIFs. This may turn ou to be amagor obstade for donas or commercia banks who might
otherwise be willi ng to invest in promising MFIs. It is concluded that interna financial padlicies
and pradices need a lot of improvement, particularly in the instalation d sound financia
reporting and monitoring systems, partfolio management, assessment and management of risks,
product padkaging and gricing, management of loan arrears and strategic businessplanning.

On the whale the MFIs are nat operationall y self-sufficient, and much lessfinancially so. Their
delivery of financial servicesto the poa continues to be mntingent uponthe avail ability of grants
and concesgonal loans. If such funds dry up, it is feaed that the survival of the MFIs is
endangered. Again, an exception in the sample is the woperative rural bank, which dces not
suffer from the constraints faced by the NGOs as norformal financia institutions. It is difficult to
avoid the conclusion that the most promising avenue of reversing the trend leading to their
financial collapse would be their transformation into a financial institution o appropriate legal
status, such as a awoperative rura bank, including the adoption d soundfinancia pradices.

Table 2.7:Viabili ty indicator s of seven sample MFIs in the Phili ppines, 1995

MFI Cost per average Peso Degree of operational Degree of financial
of loan outstanding salf-sufficiency in % salf-sufficiency in %

A 1.30 21 19

B 1.00 8 7

C 0.71 51 42

D 0.48 67 48

E* 0.19 134 118

F 0.29 113 93

0.34 66

To make MFIs viable and self-sustained, it recommended: to buld uptheir equity base through
cgpital infusion from existing owners and rew investors; to dversify credit, savings and aher
financial products in resporse to demand; to maximize savings mobhili zation oppatunities; to
provide training in financia management, resource mohili zation, patfolio management, risk
management, product padaging and gicing, and strategic business planning; and to improve
operating systems and procedures, including the ingtitutionali zation d performance standards, the
instalation d a standardized acmurting and reporting system, and the aloption d interna
auditing.
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Over the threeyea period 19931995, the Cooperative Rural Bank of Laguna Inc. has been
profitable, and so has its KPP Grameen repli cation scheme. During that period, the Bank's gross
eanings averaged abou P5.7 million and its costs P4.2 Milli on, yielding an annual average net
income of over P1.4 million. Revenues increased at a dightly faster rate than expenses. While
loan interest charges were the principa source of income, eanings from service darges and aher
recepts have become increasingly significant.

Salaries paid to personrel were the biggest expense item comprising abou half of this tota
expenses. 3 went to interest payments on barowings mainly from other banks and
government agencies, comprising 1.5% of loans outstanding in 1993 and jumping to 5.26 in
1994and 6.6 in 1995.Interest paid on depasits consisted of 6% of the Bank's expenses.

The Bank makes a profit from its KPP Grameen scheme, bu at 6% of grossrevenues and ®%o of
net revenues only on a minimal scde. Salaries ea up more than half of the bank's aggregate
expenses for this adivity.

Table 2.8 Revenuesand costsin the Cooperative Rural Bank of Laguna Inc., KPPvs.
entire bank operation, 1995(in '000 Pesos)

KPP (Grameen) Entire bank operations

Total revenues 594 6,802
Interest onloans 584 5,401
Other loan service arges 0 1,354
Other recepts 10 46

Total costs 446 5,007
Interest paid on deposits 120 278
Interest on barowings 0 1,602
Salaries 297 2,304
Other operating costs 29 823

Net revenues 148 1,795

Costs cdculated per Peso of total financia services (credit and savings) in 1995were P0.17 for
the entire bank operations and P0.15 for the KPP Grameen scheme. In bah cases there was a
dlight increasein costs $nce 1993 ty PO.01.

Total salaries ent for every Peso of financial services by the entire bank were P0.06. KPP
operations were dlightly more personrel-intensive, costing P0.07. Total costs per average loan
outstanding were identicd at P0.19.

With a debt-equity ratio of 1.64in 1995(substantially down from 2.59in 1994, barowings of
the bank appea adequately baded up ly equity. The total income of the bank per Peso of loan
given ou was an identicd P0.26for bath the KPP Grameen and entire bank operations. However,
there is a substantial difference in magnitude and trend o net operating income over total
performing as<ts, which is 0.33% for the KPP Grameen scheme (down from 0.48% in 1993 and
0.56% for the entire bank operations (up from 0.3%%6 in 1993.
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Table 2.9 Efficiency measuresin the Cooperative Rural Bank of Lagunalnc., KPPvs.
entire bank operation, 1995(amountsin '000 Pesos)

KPP (Grameen) Entire bank operations

Total costs 446 5,007
Averagetotal financia services 2,976 30,334
Total costs per average total 0.15 0.17
financial services

Salaries as % of total fin. services 7.32%6 6.03%0
Ratio of salaries/total assets 6.57 5.97
Ratio of admin. costs/total assts 6.81 9.21
Total cost per av. loan 0.19 0.19
Dept-equity ratio 1.64
Return on gerforming assts 0.33% 0.56%
Grossreturn per P of loan oust'g 0.26 0.26

Default rates resulting from bankwide operations appea within manageeble limits but could be
substantially improved. In the last three yeas, the ratio of past due loans to total loans
outstanding was dealy at 17-18%. Colledions on matured loans improved dlightly from 85% to
8%%. The recvery performance of the KPP Grameen scheme was substantially better, with a
repayment rate of 97% in 1995(down from a high of 99% in 1993. The bank's eanings from
interest income and fees covers more than its costs, with a degree of operational self-sufficiency
(defined as the ratio of said eanings to total costs lessdepredation) of 134% of the entire bank
operations as well asthe KPP Grameen scheme.

Adjusting the asts by taking into acount the wsts of financial services and barowings and
other costs, the propation d the bank's interest eanings and fees are higher than the standard
ratio of 80%, though na much. With ayield of P0.87 (a dlight increase over aratio o 0.84in
1993 in income for every Peso of adjusted cost, the bank as a whadle is reasonably close to
financial self-sufficiency. In contrast, the KPP Grameen scheme, with aratio of 1.18, tas attained
more than full financial self-sufficiency to which the government has contributed with free
training and fundng asgstance

Table2.10 Degree of operational and full financial self-sufficiency in the Cooperative
Rural Bank of Lagunalnc., KPP vs. entire bank operation, 1995.(amountsin '000 Pesos)

KPP (Grameen) Entire bank operations
Total costs lessdepredation 445 4,940
Interest rate to barowers 25% 25%
Repayment rate 97% 8%
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Default rate 7% 18%

Interest and fees from clients 594 6,610
Degreeof operational self-sufficiency 1.34 1.34
Cost of outside funds - 1,602
Savings for onlending 151 5,014
Bank lending rate +2% 27% 27%
Depredation & loan lossprovision 64 219
Adjusted total costs 505 7,603
Degreeof full financial self-sufficiency 1.18 0.87

2.4. Conclusion

The Cooperative Rural Bank of Laguna Inc. has demonstrated the profitabilit y of microfinance
in two respeds:. both its own original operations with poa and norpoa members and its more
recent operations with very poa women under a Grameen-type replicaion scheme ver their
costs and yield a profit.

The Bank has facal three onstraints. a limitation in ouread; a not quite satisfadory repayment
rate; and a weakness in savings mobhili zation. It has attempted to solve the first constraint by
adopting the KPP Grameen repli caion scheme which has more than doubed its outread in terms
of numbers of clients. As the repayment rate in the KPP scheme has been far better than that of its
cooperative dients, this has also contributed to a solution d its sscond constraint, but given the
small size of the KPP loan patfolio ony to an insignificant measure. Its management may also
fed that an owerall repayment rate of 89% is an excdlent performance mpared to other
cooperatives in the courntry which have been uncermined by traditions of preferential loan
channeling and unpenalized defaulting; and that it might be difficult in such a aulture to domuch
better. No solutionis in sight for its third constraint, wes savings mohili zation. This is due, on
the one hand, to zero or negative red returns on savings which could of course be remedied by
increasing the rates of interest on bah savings and loans which is optional for any institution. On
the other hand, there seems to be littl e presaure on the bank to mobhili ze more savings as long as it
has access to governmental sources of easy money which are liberaly replenished by
international donas.

In terms of most performanceindicators, its Grameen-type scheme with poa women arganized in
groups of five has been a success Locd outread has been substantialy increased; repayment
rates are high; and the Bank makes a profit from the operation. Y et, the Bank's management is not
enthusiastic. In guantitative terms, the volume of savings mobhili zed and loans disbursed to poa
women is only an insignificant share of the bank's overall business and so is the volume of profit
derived from the KPP Grameen replicaion scheme. The management does not see eéough
potential in this market segment of poa women to argue that in the long run the Bank will
contribute to the growth of their microenterprises and that these in turn will contribute to the
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growth of Bank. Such is perhaps nat the logic of a woperative bank with a governance and
incentive structure quite different from a privately owned bank such as Bank Shinta Daya in
Indoresia. The management therefore ansiders terminating the KPP scheme which it finds
profitable in relative but not in absolute terms. As there ae lessthan 1,500 jarticipants in the
KPP scheme and the Bank seans to be dose to its percaved limits of cgpadty, costly eff orts of
convincing the management of its ocial misson may be difficult to justify.
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