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COUNTRY STUDY
 

SMALL FARMER CREDIT IN THE PHILIPPINES
 

by-

Orlando Sacay
 
The Agricultural Executives, Inc.
 

Manila
 
October, 1972
 



Note
 

Peso conversion presents some problem~because of devaluation. To
 
present converted figures at official exchange rate at any given
 
time in past few years would distort reality. Labor and other
 
local costs have only gradually risen since devaluaticn while
 
fertilizers and other inputs which could have been expected to rise
 
rapidly, have been subjected to price controls. A dollar conversion
 
will make it appear that small farmer loan availabilities declined
 
in the 1970-71 period when in fact they increased. Similarly,
 
dollar conversion would show a decline in pesticide use in 1970 and
 
moderate increase in 1971 when both years are reported to have
 
shown marked increases in usage.
 

The credit trends appear to us to be more accurately represented
 
in the peso figures than they would be by actual dollar equivalents
 
at the prevailing exchange rates. In order to express these trends
 
in dollars, it might be best to simply convert pesos at the current
 
exchange rate.
 

Approximate exchange rates are as follows: To February 1962-­
*2.00:$1.00; February '62 to Feb. '70--43.60:$1.00; subsequently the
 
peso was allowed to float and currently has silabilized around
 
P6.70:$1.00.
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SMALL FARMER CREDIT IN THE PHILIPPINES1 /
 

Next to Japan and Taiwan, the amount of insti­
tutional credit supplied to agriculture on a per
 
hectare basis in the Philippines is the highest in
 
Asia.l/ A few years back, a credit anu cooperative
 
marketing scheme initiated to alleviate the credit
 
situation in the rural areas gained widespread atten­
tion. Recently, the succes:ful rural banking system
 
of the country has been used as a pattern for similar
 
schemes in other developing countries.
 

Philippine Agricultural Credit System
 

The Philippine agricultural credit system is
 
predominantly in the hands of the private sector. 
About two-thirds of all credit accommodations for 
agricultural production and a sizeable proportion of 
agricultural marketing loans were supplied by private 
institutions. On the other hand, government financial 
agencies have been organized for specific purposes 
which in turn supplies the balance of total credits 
made available to agriculture.
 

Although the agricultural credit system is
 
predominantly in the hands of the private sector, 
the government exercises strict supervision of all 
financial institutions through the Central Bank of 
the Philippines. Control measures are aimed at regu­
lating the volume and nature of credit generated by
 
these institutions. Rules are also designed to sustain
 
the confidence of the public on the banking syst.em.
 

Almost all financing institutions serve agricul­
ture as a part of a broader based credit operation. 
There are only two institutions which operate primarily 
in the rural areas and cater to the needs of small 
farmers. 

The financial institutions serving agriculture 
and their corresponding contributions to total credit
 
volumes (1966-1971) are as follows: 3 /
 

1/This paper was prepared by Dr. Orlando J, Sacay
 

for the Spring Review of Small Farmer Credit sponsored
 
by the United States Agency for International Development.
 

2
-Shigeru Ishikawa, Agricultural Development Stra­
tegies im Asia, (The Asian Development Bank, T970,-p. 43.
 

3/For details, refer to Tables 1 and 2. 

A. 
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Percent of Percent of
 
Production Marketing


Government Agencies Credit Credit
 

1) Development Bank of the
 
Philippines 3.7 1.2
 

2) Philippine National Bank 25.8 11.2
 
3) Agriculturvl Credit
 

Administration 1.1 0.5
 

Subtotal 30.6 12.9
 

Private Institutions
 

4) Commercial Banks 46.7 87.1
 
5) Private Development Banks 1.5 ­
6) Rural Banks 20.3 ­
7) Savings Banks and other
 

Non-banks 0.9
 

Subtotal 69.4 87,1
 

Total 100.0 100.0
 

Development Bank of the Philippines
 

The Development Bank of the Philippines, a govern­
ment-owned and controlled corporation, with 26 branches
 
and 29 agencies, is the leading development and long-term

financing institution in the country today. Its guiding

philosophy is industrialization and the corollary diver­
sification of the pattern of exports. Promotion of the
 
establishment of private development banks in the pro­
vinces and cities has become an added function.
 

Of the total value of approved loans during

1965-71, 21.6 per cent were for agriculture. However,
 
due to the precarious financial position of the bank,

actual releases daclined from 22 per cent in 1967 to
 
only 5 per cent in 1971.1/ This unfavorable develop­
ment was brought about by a considerable drain in loanable
 
funds to large advances on guarantees made by the bank
 
on foreign loans.
 

A ricultural Loans. Agricultural loans may be
 
classified as ordinary-Tstraight) or special. Special

loans are loans which are granted through a special
 

4/Melisa Agabin and Verden C. Dangilan, "Deve­
lopment Bank of the Philippines," Agricultural Credit
 
Report, April 15, 1972, Table. 2 and 3.
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financing program, of which there are 30. Priority
 
for the granting of loans under these has been given
 
in the financing of rice, coconut, and livestock pro­
duction.
 

Small loans constitute 78 per cent of the
 
number of agricultural loans and 24 per cent of the
 
value of loans approved from 1965-66 to 1969-70.
 
These loans averaged P2,210 while loans over p5,000
 
averaged F42,430. / The strict collateral require­
ments precludes tenants and lessees from using the
 
loaning facilities of the bank. It is in no we.y a
 
small farmers' bank.
 

The Philippine National Bank
 

The Philippine National Bank with 142 branches
 
and agencies is the oldest government credit insti­
tution. Assuming a wide range of activities in the
 
past, this agency has finally settled to perform a
 
commercial banking function. It grants mainly short­
term loans although it holds equity in an investment
 
and development corporation and was drawn into gua­
ranteeing foreign long-term loans to build sugar centrals.
 

The bank has also been used to finance govern­
ment corporations engaged in price stabilization. Past
 
due loans from government corporations, which have
 
little chances of recovery, constitute two-thirds of
 
the total past due loans comprising 34.4 per cent of
 
loans outstanding. The bank now suffers from a liquidity
 
problem as a result of overextending its financial
 
resources.
 

Financing for the Sugar Industry. About 30 per
cent of PNB loans urTng the past 5 years (1967-71)
 

went to agriculture. Of this volume, 78 per cent
 
went to financing sugar producers. The share of
 
s!igar, however. has been increa;ing, In 1971, 93
 
per cent of all agricultural loans went to sugar
 
production./ This high percentage is caused by the
 
necessity faced by the PNB to protect its guarantees
 
on foreign loans for the construction of sugar centrals.
 

.-/Manuel Soliven, "The Philippine National Bank,"
 
Agricultural Credit Report, April 15, 1972, Appendices
 
D and E.
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The PNB is by no means a small farmers' bank.
 
Production loans are primarily secured by real
 
estate. While there are no available statistics on
 
loan recepients, the average size loan of ?4,166, 
as
 
compared to DBP's P6,950 average, is indicative that
 
borrowers are the relatively larger farmers.
 

Agricultural Credit Administration
 

The Agricultural Credit Administration is the
 
only government agency exclusively preoccupied with
 
serving the needs of small farmers. Funds are con­
tinuously pumped into the system with direct govern­
ment appropriations. Its operation is not financially

viable due to its perpetually poor collection perfor­
mance.
 

Once responsible to promote the organization of
 
farmers' cooperative marketing associations, its powers
 
have been trimmed to registration and financing of
 
cooperatives. Loans to farmers are extended through

295 agricultural cooperatives which have remained
 
active out of 668 previously organized.
 

Lending Operation. ACA's lending operation has
 
kept many of these cooperatives alive. A major source
 
of income is the cooperative's share of irterest pay­
ments discounted in advance and also spent for operatior

before these are even collected from farmers.
 

Of the loans granted during the past 6 years

(1966-71), 72 per cWrt were extended to farmers to
 
finance production.'l The rest were loans for mar­
keting purposes granted to farmers and cooperatives.
 

Loans are extended to small farmers on a non­
collateral basis. The average size during the past

6 years was ?618. It is held certain that the loan
 
recopients of ACA belong to the lowest stratum of
 
farmers.
 

Commercial Banks
 

Private commercial banks numbering 37 and ope­
rating 426 branches in the country supply a major

portion of total credit available to agriculture,
 

Z(C.S. Sarmago, "The Agricultural Credit Admi­
nistration," Agricultural Credit Report, April 15,
 
1972, Table 3 and 6.
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especially for marketing purposes. However, accom­

modations to agriculture is only a minor part of
 

their operation, repres nting only 6 per cent of
 

total credits granted.87
 

Commercial banks normally keep credit to agri­

culture at the minimum. Commercial banks derive
 
their income from short-gestation low-risk repetitive
 
transactions with credit-tested permanent clientele.
 

This income opportunity cannot be offered by high­
loans and those with a long-term
risk agricultural 


turnover.
 

Agricultural loans are generally limited to
 

post-harvest activities and relatively stable agro­

industrial enterprises, This set-up necessarily
 
shuts off the loan windows of commercial banks to
 
small farmers.
 

Rural Banks
 

The rural banking system supplies the main
 
bulk of credit to small farmers. Although privately
 
owned, rural banks draw heavy financial support from
 
the Central Bank in addition to assistance they
 
receive in the training of their officers and
 
employees. Initial paid-up capital is matthed on
 
a peso-for-peso basis. The rediscounting window of
 

the Central Bank is wide open to rural banks at
 
preferred rates of interest.
 

There are 539 such banks, not only a few are
 
family-owned. The system, to a certain extent, has
 
chanelled landlord capital into the banking business,
 
a development considered favorable to effecting
 
meaningful land reform.
 

Almost 90 per cent of loanswra chanelled to
 
agriculture in 1971. About 97 per cent of agricul­
tural loans were short-term loans for production.
 
A significant proportion (42 per cent) of these loans
 
financed rice growing. The average agricultural loan
 
granted by the rural banks for the period 1966-71 was
 
p1,085, an amount somewhat larger than ACA loans 

although significantly below the DBP and PNB averages.-/
 

'W. Geonzon, "Private Commercial Banks," Agri­
cultural Credit Report, April 15, 1972, p. 16.
 

V9Zosimo Q. Topacio, Jr., "The Rural Banking
 
System," Agricultural Credit Report, April 15, 1972,
 
Appendix A.
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Some emphasis has also been placed on coconut (15
 
per cent) and livestock (13 per cent) productionl O/
 

With the financial assistance they receive,
 
rural banks are able to carry on a viable banking
 
operation on the basis of small loans. The cost
 
of lending in 1971 averaged 7.8 per cent, 4.9 per
 
cent representing administrative costs and 2.9
 
per cent being the cost of money. Repayment too
 
has been good, with only 2 per cent of outstanding
 
loans under litigation, the amount being almost fully
 
covered by reserves for bad debts. Loans, however,

had been well secured, 81 per cent being protected by

real estate collateral. 1l1 

Supervised Credit Scheme. Recognizing the need 
for rural banks to break away from the traditionally 
collateral-oriented policies in order to pass on to the 
lower-rung farmers the financial benefits received by 
the rural banks, a supervised credit scheme was imple­
mented with the establishment of the Agricultural 
Guarantee and Loan Fund (AGLF). This program supplied 
100 per cent of the funds and assumed 70 per cent of 
the losses for loans to farmers who had no collateral 
to offer. However, after 5 years of implementation, 
the AGLF faced difficulties in expansion. It accounted 
for hardly 3 per cent of the total agricultural loan 
volume granted. 

Loan Supervision. Loan supervision has been
 
considred a major problem since government technicians
 
were assigned to perform this responsibility. Fortu­
nately, a number of measures have been introduced to
 
offset this. The program has since then 'een revised
 
:o encourage rural banks to hire their own technicians.
 
An Agricultural Loan Fund has replaced the AGLF. From
 
this fund special time deposits earning 3 per cent per
 
annum are placed with rural banks. Loans generated out
 
of this fund can be rediscounted at 3 per cent per annum
 
provided banks hire their own technicians.
 

To protect rural banks from losses from unsecured
 
loans, the Agricultural Guarantee Fund was established.
 
Recentliy, the guarantee was raised from 70 per cent to
 

iO/Central Bank of the Philippines, Nineteenth
 

Annual Report of the Rural Banking System, Appendix C.
 

lI/Ibid., Appendix B.
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85 per cent in order to further encourage these banks
 
to participate more actively in the supervised credit
 
program. Rural banks are at present also being encour­
aged to grant loans to groups of farmers who would
 
guarantee each others' loans, an attempt to reduce
 
the cost of loan administration and instill greater
 
social consciousness among farmers in the repayment
 
of loan.
 

Small Farmer Credit Inst 4 tutions
 

Some twenty years ago, there was not a single
 
institution, government or private, which served the
 
credit needs of farm households in the rural areas. 
Interest rates from unregistered money lenders, the
 
small farmers' most frequent and usually the most 
available credit source, were usurious. Interest rates 
of 100 to 200 per cent were not uncommon and social 
unrest prevailed in highly tenanted areas. 

Two credit systems for small farmers were there­
fore instituted in 1952 to ease the situation; the
 
rural banking system and the Agricultural Credit
 
Administration, then called the Agricultural Credit
 
ond Cooperative Financing Administration (ACCFA).
 
The rural banking system has blossomed into a dynamic
 
rural credit institution that it is now. On the other
 
hand, ACCFA was a failure as a credit program because
 
of poor collection. Nonetheless, investment on the
 
ACCFA program was considered by some as a justifiable
 
political cost in quelling on imminent rebellion.
 

Availability of Credit
 

While the ACCFA program has somehow managed to
 
at least survive, the rural banking system has slowly

but surely gained ground in the rural credit field. 
The impact of institutional credit in the rural areas
 
may best be illustrated by the average interest rates
 
farmers pay then and now.
 

A study in 1957/58 in Nueva Ecija showed that
 
the interest rate paid by farming households averaged
 
52 per cent per annum. Only 9 per cent of loans were
 
obtained from institutional sources. The rest were
 
provided by landlords, private money lenders, merchants
 
and relatives. 12/
 

12/Jose P. Gapud, "Financing Lowland Rice Farming
 

in Selected Barrios of Munoz, Nueva Ecija," Economic .O
 
Research Journal (Sept. 1969), p. 79.
 

http:relatives.12
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By 1969/70, another study showed that the
 
average interest rate paid by farming households had
 
declined to 22 per cent. About 27 per cent of house­
holds obtained credit from institutional sources.l 3/
 
The interest charged by unregistered sources had
 
also substantially declined, a clear indication that
 
the expanded availability of institutional credit had
 
cut deep into the profits which these unregistered
 
sources used to enjoy.14/ 

While several studies would show varying magni­
tudes, the fact is that established institutions now
 
supply a significant portion of the credit needs of
 
small farmers and in the process, force non-registered
 
sources to bring down their own credit charges. It is
 
estimated that about 30 per cent of farmer borrowers
 
are reached by institutional sources.l5/
 

Inequities
 

However, in spite of the significant advances
 
attained in supplying credit to farmers, major in­
equities still remain. The agricultural credi system
 
heavily favors the better off sugar producers.'-/
 
Furthermore, only about one-fifth of total credits to
 
agriculture are enjoyed by the small farmer category.
 
Considering that small farmers (under 10 hectares)
 
constitute 95 per cent of the total farmer population
 
who till 70 per cent of the existing cultivated farm
 
area, the distribution of credit is indeed inequitable.
 

This problem is further magnified if the distri­
bution of credit within the small farmer group were
 
examined. It was estimated that farmers with under
 
3 hectares and who have no collatera1 to offer share
 
only 1.6 per cent of production credit.17/ This group
 
constitutes 73 percent of the total fariir population
 
farming 39 per cent of the country's cultivated area.
 

13/ Institute of Philippine Culture (IPC) - Bureau
 

of Agricultur'al Economics, "Socio-Economic Study of
 
Nueva Ecija Rice Farmers, CY 1969-70."
 

14/Refer to Tables 3 and 4.
 
15/Refer to Tables 5 and 6.
 

16/Refer to Tables 7, 8 and 9.
 
1
L-7/Refer to Table 10.
 

http:credit.17
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Major Policy Directions
 

farmer is gaining major
The plight of the small 

among policy makers. Major policy revisions
concern 


farmers are anticipated. The recent
favoring small 

Presidential Decree transferring land ownership to
 

and lessees alone is a clear manifestation of
tenants 

the welfare of small
the attention directed toward 


farmers, To supplement the land reform program,
 
massive finartcial assistance primarily through the
 

rural banking system is planned. It may therefore
 

be said that more encouraging developments are to come
 

in the very near future,
 



TABLE 1
 

Loans Granted for Agricultural Production 1/ by Financing Institution, 1966-1971
 

(million 

T)
TOTAL
 

Year 1966 1967 1968 1969 1970 1971 (1966-71)
 

L o
 
I. Government


1. ACA2 / 	 9.1 16.3 23.9 23.4 30.9 32.3 135.9 1.1
 
2 DBP_/ 	 42.1 77.0 135.4 97.7 70.5 24.0 440.7 3.7
 

a. Prodn. inputs
 
and farm operating
 
expenses * 38.3 66.8 55.6 * 11.7
 

b. Capital assets * 38.7 68.6 42.1 * 12.3 
3. PNB 	 409.6 521.7 493.3 482.5 553.0 672.0 3132.3 25.8
 

Sub-Total 460.8 615.0 652.6 603.6 654.4 728.3 3714.9 30.6
 
Percent 34.6 35.6 35.5 31.8 26.5 25.3
 

II. Private
 
4. Commercial Banks-' 595.5 736.9 775.8 836.9 1275.4 1451.121/ 5671.6 46.7
 
5. 	Private Development
 

Banks 8 / - Total 22.0 38.5 25.0 22.6 30.2 40.0 178.3 1.5
 
a. Prodn. inputs and
 

farm operating
 
expenses * * 4.9 4.1 5.6 5.2
 

b. Capital assets * * 20.1 18.5 24.6 34 8 
6. Rural Banks - Total 247.5 334.1 377.5 418.7 496.5 606:4-/ 2478.6 20.3
 

a. Prodn. Inputs and
 
farm operating
 
expenses./ 247.5 314.8 362.3 409.2 490.0 592.9
 

b. Capital Assets!/ - 19.8 15.2 7.5 6.4 13.4
 
7. Savings Banks 	 4.6 1.8 2.3 2.3 1.5 0.4 1249 0.1
 
8. Non-Bank. Financing
 

Institutions*5/ 2.4 2.1 5.1 15.6 22.2 53.5 100.9 0.8
 

Sub-Total 872.0 1113.4 1185.7 1294.1 1825.8 2151.4 8442.2 69.4
 
Percent 65.4 64.4 64.5 68.2 73.6 74.7
 

GRAND TOTAL 	 1332.8 1728.4 1838.3 1897.7 2480.2 2879.7 12157.1 100.0
 



* 	 Breakdown not available. 
I/ 	Generally includes short-term input and longer term capital loans to agriculture,
 

fisheries and forestry. Data from 1968 reflect loan volumes granted to the
 
private sector only.
 

2/ Loans granted for FY ending year shown at top. These are short-term loans maturing
 
60 days after harvest.
 

3/ Loans approved for FY ending year shown at top. Actual loais released for
 
agriculture average 84% of approved loans over the period 1966/67 - 1970/71.
 

4/ Commercial banks data as secured from the Central Bank include renewals. These
 
are mostly short-term maturing loans.
 

5/ Include NIDC, PDCP, Bancom Development Corp., Mutual Bldg. and Loan Assns. and
 
Stock Savings and Loans Assns. Data exclude ACA loans.
 

6/ Data include short-term production loans under special financing programs.

7/ Include medium and long-term loans under AGLF, CB-IBRD and other special financing
 

programs in addition to ordinary loans.
 
8/ 	Including some marketing and/or commodity loans not separable. Loans classified
 

as short-term are assumed to be production loans while those classified as medium
 
and long-term as loans for facilities.
 

9/ Figure includes December estimate by CB Dept. of Rural Banks.
 
lO/ Exclude funds channelled by government institutions to private financing institutions.
 
TT/ Include estimate of p737 M for July to Dec. (Only January to June data available at CB).
 

SOURCES OF DATA:
 

1) 	Agricultural Credit Administration (ACA).
 
, 	 2) Development Bank of the Philippines (DBP)
 

3) Philippine National Bank (PNB)
 
4) 7 & 8 - Central Bank, Dept. of Economic Research
 
5) DBP, Dept. of Development and Rural Banks and Annual Reports
 
6) CB, Dept. of Rural Banks
 

(Adopted from the Agricultural Credit Report.)
 



fABLE -2 

Total 	Agricultural Loans Granted for Marketing Purposes
 
(Output)lI/ by Financing Institutions, 1966-71.
 

(million F) 
Total
 

Year - 1966 1967 1968 1969 1970 1971 (1966-71) %
Institution 


I. Government
 
14,3 10.2 37.9 0.5
1. ACA./ 	 4.8 8.9 7.9 5.4 


2. DBP 3 / 	 6.3 8.1 37.8 45.3 11.0 7/ 94.1 1.2
 

3. PNB 4 / 	 n.a. n.a. 168.3 80.6 279.5 325.6 854.0 11.2
 

Sub-Total 	 214.0 131.3 304.8 335.8 986.0 12.9
 

II. PrivateS/
 

n.a. n.a. 1,011.7 1,210.3 1,946.7 2,469.8-Y 6;639.4 87.1
4. Other Commercial BanksA/ 

n.a. 0.7 0.04 0.03 0.07 0.8 *5. Development Banks n.a. 


0.2 0.35/ 1.4 *6. Rural Banks n.a. 0.8 0.7 0.2 


1,946.93 2,470.17 6,640.6 87.1
Sub-Total 	 1,013.1 1,210.54 


GRAND TOTAL 	 1,227.1 1,341.84 2,251.73 e,805.97 7,626.6 100.0
 

* Less than .05 percent. 

1/ Exclude loans granted to agriculturally-related indstries except DBP, PDB loans to rice and 

corn mills. 
2/ 	 Loans granted for FY ending year shown at top. 
2/ Approved working capital loans to palay/corn millers, warehouses and traders. Since at least 

practice stopped giving loans for trading purposes for the other industrial sectors.
1966 DBP in 

4/ Only for sugar, palay and coconut. Exclude loans granted to government agencies like
 

RCA, Phil. Exchange and NIDC.
 
5/ Estimated.
 
6/ Savings banks volume insignificant.
 
7/ Loans for working capital for rice/corn industry suspended.
 
/I Includes estimate of P1,277 M for latter half of year (only January-June data available at CB).
 

W/ Includes renewals but excluJes export/import financing of processed products.
 

http:e,805.97
http:2,251.73
http:1,341.84
http:1,210.54
http:2,470.17
http:1,946.93


SOURCES OF DATA:
 

1) Agricultural Credit Administration (ACA)

2) Development Bank of the Philippines (PBP)
 
3) Philippine National Bank (PNB)
 
4) Central Bank of the Philippines, Dept. of Economic Research
 
5) DBP, Department of Development Banks and Annual Reports
 
6) Central Bank, Department of Rural Banks.
 

(Adopted from the Agricultural Credit Report.)
 



TABLE 3
 

Short-Term Loans Interest Rate Per Year*, by Source of Loan, 224 Loansi/, 1957/58.
 
% of No. 	of Loans)
(in 


ALL LOANS
 
Other Priv. 

Interest Rate Land Land- Indi- Rela- Mer- Rural 
% Per Year No. % lord lords?/ vidual tives chants FaCoiia Banks PNB 

No. of Loans 224 125 35 20 18 6 9 10 1 

None 44 
1-14 29 

15-29 19 
3059 21 
60-99 31 

100-199 45 
200-299 21 
300 & over 14 

20.0 
13.0 
9.0 
9.0 

14.0 
20.0 
9.0 
6.0 

22.0 
10.0 
12.0 
10.0 
13.0 
18.0 
9.0 
6.0 

3.0 
-
-
6.0 

29.0 
43.0 
11.0 
8.0 

30.0 
10.0 

-
10.0 
10.0 
15.0 
15.0 
10.0 

50.0 
-
-
17.0 
5.0 

11.0 
17.0 

-

17.0 
-

-
33.0 
33.0 

-

17.0 

-
44.0 
44.03/ 
12.03/ 

-
-
-

-

- -
100.0 .00.0 

- -

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Average Interest Rate 51.99 69.19 119.7 75.75 89.55 81.52 18.32 14.04/ 

* Interest rates shown are computed rates (by Gapud) based on formula: 

Actual 	amount charged for interest 12 
actua'l amount received Period of loan x 100 = Interest Rate/year 

l/ Only 	fully repaid loans included. Of the total 256 loans obtained by all borrowers, 48%
 
were in cash and 43% werc in-kind loans. 

2/ Landlord other than the tenants. 
3/ These high FaCniia rates were reported arising when loans were repaid before maturity but 

no interest adjustments were given or when the annual rate was charged for loans
 
maturing shorter than a year. Add to this is the practice of charging the service
 
fee on a loan basis rather than on a per annum basis.
 

4/ Considering that loans are usually discounted, author found 14% as average on rural bank loans.
 

SOURCE: 	 Jose P. Gapud, "Financing Lowland Rice Farming in Selected Barrios of liunoz, Nueva Ecija,
 
1957-58" Undergraduate thesis, U.P. College of Agriculture, Los Banos, Laguna p. 79.
 

(Adopted 	from the Agricultural Credit Report.)
 



Footnotes
 

* Less than 1/2 of 1 per cent.
 
1/ In % of borrowers.
 
2/ In % of total numLer of loans.
 
3/ Including loans from pawnshops.
 
4/ Including rice/corn miller or merchant.
 
5/ Including friends and neighbors.
 
b/ Includes some merchants and co-farmers.
 
7/ Sources of 595 loans obtained by 285 borrowers prior to borrowing from rural banks.
 
/ Includes a few "cash and kind" loans.
 

9/ Only rice mill/warehouse.
 

SOURCES:
 
(1) Leopoldo P. de Guzman, "An Economic Analysis of the Methods of Farm 

Financing Used on 5,144 Farms," Philippine Agriculturist, Vol. 41 
(January, 1958). 

(2) Jose P. Gapud, "Financing Lowland Rice Farming in Selected Barrios of Munoz, 
NuevaEcija," Economic Research Journal (Sept. 1959) p. 79. 

1.- (3) BCS, "Borrowing Practices 
PSSH, Bulletin Series No. 

of Farm Households, May, 1961," 
12 (June, '963) p. 241. 

(4) Romeo A. tiuere, "An Economic Evaluation of a Decade of Rural Banking in the 
Philippines in Relation to the Development of Agriculture' Masters thesis 
UPCA (19b5). p. 142. 

(5) Adelino Ordono, "Agricultural Credit in the Land Reform Areas," 
Economic Research Journal (March, 1957) p. 248. 

(6) Institute of Philippine Culture (IPC)- BAEcon, "Socio Economic Study of 
Nueva Ecija Rice Farmers, CY 1969-70." 

(Adopted from the Agricultural Credit Report.) 



TABLE 4
 

1969-70
Interest Rate Per Year, by Source of Loan, 803 Loansl/,
Short-Term Loans 

(in % of number of loans)
 

INFORMAL SOURCES
 
FORMAL SOURCES
HIercn., Sub-T 


Sub-T
 
Friends Wrhses. Informal Rural Other Formal
Priv. Sources FaCo~ia

Interest RateALL LOANS Land- ioney & Rela- Rice 

ACA Banks Banks No.Others No.
Lender tives Mills
% Per Year No. % lord 

37 220
13 583 O0 75 


N6. of Loans 803 261 64 228 17 

3 1.4?12 36.4 1.9 1.5 0 

5 215 26.8 33.7 18.7 46.5 23.5 16.7 
54 24.526 4.5 26.8 16.0 35.12.7 5.9 ­5-9 80 9.9 6.1 4.7 71.811.8 67.6 81.4 64.9 158
35.3 - 69
10-14 227 28.3 lb.1 7.8 7.0 0.58.3 11 1.9 0.9 ­

15-19 12 1.5 2.1 3.1 0.4 0 
-

-
1 
1 

0.5 
46 5.7 7.3 1.6 8.4 17.6 25.0 45 7.7 - 1.3

20-24 ­12 2.1 - ­1.3 5.9 8.325-29 12 1.5 1.9 3.1 1 0.5 
30-34 56 7.0 5.4 31.2 7.9 11.8 8.3 55 9.4 0.9 - -

2 0.8- 23 3.9 1.9 - ­
3.1 3.8 12.5 2.2 ­35-43 25 - - ­33.4 68 11.7 ­
8.5 10.7 9.4 13.2 ­44-50 68 

7 1.2 - -.1.5 1.6 0.9 - ­51-65 7 0.9 
- 30 5.2 - -..-66 30 3.7 6.1 1.6 5.7 ­- 7 1.2 - ­

7 0.9 1.2 3.1 0.4 ­67-87 
 1.2 - -. 
88 7 0.9 1.5 - 1,3 - - 7 


----------88-109 ­
1.3 - - 7 1.2 ­

110-199 7 0.9 1.2 1.6 ­

2 0.3 - ­0.4 - ­200-299 2 0.2 0.4 - - - - ­- 2 0.30.4 ­300 & over 2 0.2 0.4 ­
100.0 100.0 100.01
100.0 100.0 100.0


100.0 100.0 100.0 100.0 100.0 100,0 100.0 


11.26 11.24 10.24 11.0

25.36 15.06 28.34 25.93 


Average Int. Rate 21.84 26.16 30.04 


-IInclude both production and consumption loans.
 

-Mainly PNB & DBP.
 

CY 1969/70."

IPC-BAEcon "Socio-Economic Study of Nueva Ecija Rice Farmers,
SOURCE OF BASIC DATA: 


(Adopted from the Agricultural Credit Report.)
 



TABLE 5
 

SOURCES OF FARM CREDIT
 
(In % of Number of Borrowers or in % of Total No- of Loans)
 

1965/66 Study
 
1954/55 1957/58 1961 PSSH 1962 Study Land Reform
 
Study Study Survey Phil..2/ Areas 2/ 1969/70 Study


STUDY YAR Phil._/Nueva Ecijal/ Phil./ (Rural Bank C. Luzon Nueva Ecija 2 7
 

(Rice Farms
Source (All Farm (Rice Farm (All Farm Borrow rs (Rice Farm 

Types only) only) TyPn) nnly)9/ only) nnly)
 

(1) 	 (2) (3) (4) (5) (6)"
 
Cash Kind Total Cash Kind Total
 

1.3 5.0 22.0 17.7 0.8 13.7
FaCoMas/ACA/(ACCFA) 11.0 4.0 1.1 1.6 

1.3 	 3.0 6.5 4.5PNB 	 1 * 1.9 

DBP 	 1.2 0.8 45.6 0.5 0 
4.4 8.1 	 10.0 14.4 9.5Rural BanksI 	 1.0 4.0 
0
Commercial & Other
Banks 	 -0.1 

- 1.2 0.8 	 0.5Credit Union
SSS, GSIS, Other 
Ins. Companies *-0.7 0.5 11.5 ­

27.7
Total Institutional 12.0 8.0 10.6 1.6 7.8 62.1 36.0 38.6 0.8 


64.0 22.9 48.0 32.8.
Landlords 	 39.0 56.0 16.8 36.2 22.7 ­
8.0 38.3 4.4 28.0 10.3 - 16.9 24.8 16.8Relatives 	 6.0 

1.0 3.0 	 22.8 37.2 27.2 - 2.01/ 1.6 2.3,lerchants4/ 
7.2 8.3Private Money Lenders 	 9.0 3.63-/ - 2.5 3.8 - 8.9 

Others/ incl. 142.0 
16.0 7.9 19.3 11.4 23.810/ - 10.2 16.0 12.1Self-Financed 

Not Reported 	 1.2 0.4 - 0.5 1.6 0.8
 

TOTAL 	 100.0 100.0 1O.0 100.0 100.0 100.0 100.0 100.0 100.O 100.0
 

1,010
Sample Size 5,144 78 	 573 




TABLE 6
 

Loans Obtained by Farm Households by Source of Loans
 
(In % of Total Value of Loans)
 

BAE Integrated
 
.960/61 PSSH Survey FaCoMa Agric. Survey
 

All Farms Members 1 9 6 8 / 6 9
 
S o u r c e Loans Luzon Loans
 

in Cash Total 1965/66 in Cash Total
 
Kind Loans Loans Palay Farms Kind Loans Loans
 

1. FaCoMa/ACA/ACCFA 	 1.7 1.3 1.4 38.0 13.9 13.7 13.7
 
2. DBP 	 - 9.4 7.9 - 2.2 1.9
 
3. PNB 	 - 21.1 17.8 18.0 - - ­

4. Rural & Commercial Banks 	 - 10.5 8.9 4.7 30.2 26.5
 
5. SSS, GSIS, & Other
 

Insurance Companies - 1.4 1.2 - - - ­

6. Loan Associations &
 
Credit Unions - 1.4 1.2 1.0 - - ­

7. Total Institutional Credit 	 1.7 45.1 38.4 57.0 18.6 46.1 43.7**
 
8. Landlords 	 37.0 10.7 14.8 10.0 44.7 15.3 19.6
 
9. Relatives 	 5.8 19.9 17.7 8.0 6.4 4.5 4.8
 

10. Rice/Corn Miller or Merchant 18.0 5.1 7.1 4.0
 
11. Other Merchants 	 20.9 11.6 13.0 29.2 30.0 29.9
12. Friend or Neighbor 	 2.4 0.6 0.9 1
 

13. 	Pawnshops or Professional
 
Money lenders - 2.6 2.2 21.0
 

14. Others 	 13.8 4.4 5.8
 
15. Total Informal Sources 97.9 54.8 61.5 43.0 80.3 49.8 56.3** 
lb. No Source Reported 0.5 - 0.1 - 1.1 4.1 

Total 	Value of Loans (F millions) 31 169 200
 



* 	 Adapted from Mears and Agabin,"Finance & Credit Associated with Rice Marketing in 
the Philippines," U.P.-IEDR Discussion Paper No. 71-15 (August 17, 1971). 

** Including no source reported. 

SOURCES OF DATA:
 

1) PSSH Survey: BCS, "Borrowing Practices of Farm Households, May 1961," PSSH, Bulletin 
Series No. 12 (June 1963), p. 247. This sample survey excluded loans in kind and 
purchases on credit with a value less than FlO, and daily or weekly credit 
purchases of foodstuffs and other daily needs, regardless of value. 58.8% of 
loans were made by palay farmers. 

2) BAE Survey: BAE, Integrated Agricultural Survey, 1968/69. All loans reported above 
are to palay farmers, with sample including about 6,946. in 

3) FaCoMa Members: Rodolfo ,iatienzo, "A Study of iiembership of Fourteen Active Rice 
Farmers Cooperative Marketing Associations in the Central Plain of Luzon,
 
Philippines," Unpublished Masters thesis, Oregon State University (June 1969),
 
p. 46.
 

C. (Adopted from the Agricultural Credit Report.)
 



TABLE 7 

Production Loans Granted to Selected Agricultural Crops, Fisheries and Forestryl' 
by Year (1966 - 1971) 

(million P) 

TOTAL
 
I t e m Year - 1966 1967 1968 1969 1970 1971 (1966-71) %
 

i. Crops 
Abaca and other fibers 10.1 14.7 18.3 16.3 6.3 15.1 80.8 0.8
 
Coconut 107.0 147.7 156.5 167.8 207.1 162.5 958.6 8.9
 
Coffee and Cacao 9.2 14.4 28.9 11.4 11.8 14.3 90.0 0.8
 
Corn 14.4 17.7 10.7 17.6 20.1 18.4 98.9 0.9
 
Palay 327.0 468.4 493.3 409.6 373.6 434.3 2496.2 23.2
 
Pineapple and Citrus 6.2 7.3 17.2 24.6 6.3 8.4 70.0 0.7
 
Soybean and other
 

fedd grains - 0.1 36.5 4.4 0.1 2.2 43.3 0.4
 
Sugar 450.3 543.3 611.2 739.7 1119.5 971.4 4435.3 41.3
 
Tobacco 14.3 25.7 32.5 23.5 17.3 43.4 156.2 I._
 

C Other Fruits &
 
Vegetables 11.8 14.0 8.4 13.5 10.4 19.8 77.9 0.7
 

Sub-T.,tal 950.3 1252.8 1413.5 1428.4 1772.4 1689.8 8507.2 79.2
 

II. Livestock, Piggery

and Poultry/ 130.4 168.6 173.5 139.8 135.0 150.7 898.0 8.4
 

III. Fisheries 62.4 82.6 75.5 80.7 61.5 76.4 439.1 4.1
 
IV. Forestryi/ 99.6 108.0 167.0 186.2 219.2 116.6 896.6 8.3
 

TOTAL 1242.7 1612.0 1829.5 1835.1 2188.1 2033.5 10741.0* 100.0
 

* May not add due to rounding.
 
1/ Except for private commercial banks, data for other institutions include only new loans.
 
7/ Commercial banks data only for January - June.
 
S/ Includes cattle and dairy farms, piggery, poultry and other livestoc! s.
 
W/ Includes forest nurseries and reforestation projects, logging, timber tracts and forest
 

product gathering.
 

SOURCES OF DATA: See Table 1.
 

(Adopted from the Agricultural Credit Report.)
 



TABLE 8
 

Loans Granted for Marketing Purposesl/ to Selected Agricultural Sectors by Year
 
(1968 - 1971)
 

(million ?I_ 

TOTAL
 
1968 1969 1970 1971/ (1968-71) %
 

I. Crops
 

Abaca and other fibers 39.4 46.4 66.5 28.6 180.9 2.8
 
Coconut 18.8 7.1 7.2 26.5 59.6 0.9
 
Coffee and cacao 10.0 7.5 5.6 3.0 26.1 0.4
 
Corn 25.6 4.3 12.9 12.0 54.8 0.8
 
Pal ay 186.5 118.1 134.6 43.6 482.8 7.4
 
Pineapple and citrus 0.7 1.2 9.8 8.8 20.5 0.3
 
Soybean and other feed grain 0.2 2.3 28.6 5.3 36.4 0.6
 
Sugar 506.4 318.4 767.6 613.7 2206.1 33.6
 
Tobacco 38.5 38.4 61.5 54.3 192.7 
 2.9
 
Other fruits and vegetables 6.9 10.4 22.5 36.7 76.5 1.2
 

Sub-Total 832.9 554.2 1116.8 832.5 3336.4 50.8
 

II. Livestock, Piggery and Poultry 9.6 29.3 10.7 7.1 56.7 0.9 

III. Fisheries 
 12.2 10.6 21.2 13.9 57.9 0.9
 

IV. Forestry 559.9 732.9 1137.6 681.1 3111.5 47.0
 

TOTAL* 1414.6 1327.0 2286.3 1534.6 6562.5 100.0
 

* May not tally due to rounding.
 
1/ Mostly for first-stage agricultural domestic trading. Excludes loans for marketing of
 

processed products, export and import.

2/ 1971 data for priv. commercial banks only for January to June.
 

SOURCES OF DATA: See Table 1.
 

(Adopted from the Agricultural Credit Report.)
 



TABLE 9 

Loans Granted for Corn, Palay and Sugar Industries for Processing, Warehousing 

and Other Facilities1-, by Year (1968-71) 

(million 5c) 

TOTAL
 
Crop Year - 1968 1969 1970 1971-/ (1958-71)
 

Corn 16.1 13.0 0.04 2.9 32.04
 

Palay 45.1 33.7 22.7 15.5 118.0
 

Sugar 116.0 87.9 66.1 39.7 309.7
 

1/ Exclude guarantees on foreign loans. 2/January to June only.
 

SOURCES OF DATA:
 

1) ACA
 
2) DBP
 
3) Central Bank
 
4) PNB
 

(Adopted from the Agricultural Credit Report.)
 



TABLE 10
 

The Distribution of Production Credit in the Philippines
 
1967
 

Total Total
Description of Loan Recipients 

Number of Farm Area 


Farms (hectares) 


898,032
1) Commercial farmers 4,303 

Farm size: 50 has.-200 has. & over (0.2%) (11.6%)
 

103,234 1,454,489
2) Semi-commercial farmers (Bankable) 

Farm size: 10 has.-Under 50 has. (4.8%) (18.7%) 


3) Farmers (small landowners) with collateral 485,510 2,393,350
 
(May or may not be bankable) (22.4%) (30.8%)
 

Farm size: 3 has.-Under 10 has.
 

4) a. Subsistence farmers (all forms 1,573,169 3,026,603 


of tenure) (72.6%) (38.9%) 

Farm size: 0.2-Under 3 has.
 
No. of farms: 1,350,748
 

b. 	 Farmers w/no collateral but
 
w/loan can be creditworthy
 
No. of farmers: 209,101
 

c. 	 Farmers w/no collateral but
 
need credit support to
 
continue being creditworthy
 

No. of farmers: 13,320
 

All farmers 	 2,166,216 7,772,474 

(100.0%) 


l/ Does not necessarily correspond to no. of loan recipients, but figure is 


size of farmer recipients in each category.
 

no. of farmers in this category.
2/ Represents about 3.8 of total 


Volume of
 
Production Number
 
Credit (1967) of
 

(?M) Loans1 /
 

?1,701.6 607,300
 
(98.4) (91.1)
 

P 26.8 59,440V /
 

(1.6) (8.9)
 

F1,728.4 666,740
 
(100.0%) (100.0%)
 

suggestive of relative
 



Sources: 
 (1) 	BCS, 1960 Agriculture Census (Summary Report), Vol. II, Manila, May, 1965,
 
for number of farm: & farm areas
 

(2) 	 Ad Hoc Committee to study the Agricultural Credit System in the Philippines, 
"Agricultural Credit Report," April 15, 1972 - For Volume of Production 
Credit & number of loans. 

(Adopted from Comments and Recommendations of Pir. Glenn Browne and Dr.

John Brake, Consultants to the Ad Hoc Committee on Agricultural Credit.)
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Abarientos, E.P. and Deomanpo, N.R. "The Financing of
 
Small Farm Operations: A Study on Policy Impli­
cation." Unpublished Abstract. Laguna, U.P.
 
Department of Agricultural Economics, 1972.
 

This study is based on a nationwide sample of
 
661 farm records chosen and distributed according
 
to importance of various crops. These include
 
332 rice, 198 corn, 47 tobacco, 26 vegetables and 
58 sugarcane farms. Data analyzed pertain to the 
CY 1969-70. 

The effect of external credit on farm income 
is considered and the study suggests that the 
diversion of loan proceeds for non-productive 
uses has negatively affected the accrual of any 
net increments to productivity. The study also 
attempts to show that rural banks and the ACA 
have not effeutively reached the small farmers 
giving as explanation the ned tape and paper work 
involved in formal loans, and the flexibility in 
the terms of loans from informal sources. 

"Agricultural Credit Report." Report prppared by the
 
Ad Hoc Committee to *tudy the Agricultural Credit
 
System in the Philippines, April 15, 1972.
 

This credit report was prepared by an Ad Hoc
 
Committee to study and review the Agricultural
 
Credit System in the Philippines. The study
 
sought to determine the ex:tent of credit avail­
ability for agriculture and the manr.er by which
 
credit is allocated. Credit volumes from all
 
sources, both government and private were com­
piled for the period 1966 to 1971. In addition, 
separate studies were made on the.major financial 
institutions. 

The study reveals that these financial insti­
tutions were able to achieve a greater degree of
 
penetration into the small farmer stratum during

the past ten years. However, it was also found 
that certain inequities have arisen in the allo­
cation of credit among the different industries
 
within the agricultural sector. In addition, the 
credit system seemed to have favored the better off 
farmers leaving for the bottom strata farmers a 
minimal proportion for them to share. 
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Agricultural Credit and Cooperative Institute. "An
 
Economic Evaluation of the Agricultural Coope­
rative Production Credit Program Using USAID-

NEC Funds." Preliminary draft of report, 1972.
 
163 pp.
 

The study evaluates the FACOMA Wholesale Loan
 
Program, which was initiated in 1968-69. A
 
comparison of the characteristics of the members
 
of the participating FACOMAs and those of the 
non-participating FACOMAs reveal the following:
 
Members of the FACOMAs are, or the average, 
smaller farmers and less economically viable; 
are somewhat more dependent on income outside 
of farming; have lesser repayment performance. 

Asia Research Organization, Inc., "A Study of Rural 
Credit in the Second District of Pampanga." 
1968. 21 pp. (Statistical Tables only.) 

Nine municipalities in Pampanga were covered 
in the study. Surveyed were 305 farmers who 
secured loans during the CY 1966-67. Samples 
were classified into categories falling under 
ACA borrowers, Rural bank borrowers of AGLF 
loans, and borrowers from Other Sources. The 
characteristics of each set of borrowers and 
the attitudes towards the lending sources are 
compared. The findings reveal: A large pro­
portion of the borrowers in each category are 
tenants, but the percentage is highest (92%) 
of the borrowers from Other Sources. Rural 
bank borrowers show greater farm productivity 
and greater usage of modern farm inputs than 
farmers in either of the two other categories. 
These findings reflect better rural bank super­
vision over loan application. 

Bureau of Agricultural Economics. Integrated Agricu,­
tural Survey, CY 1968/69. (Raw Data.) 

The data on rice farm indebtedness are part 
of the nationwide integrated survey conducted
 
by the agency for the crop year 1968/69. The
 
data indicate that of the total value of loans
 
received by farmers, non-institutional sources 
supplied about 55 per cent and formal agencies,
 
40 per cent. 
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The survey data also contain information on
 
the demand for loan, by month (demand for pro­
duction loans tend to be greatest in July,
 
followed by June and May, in this order), and
 
the purposes for which loans were applied.
 

Bureau of the Census and Statistics. "Borrowing
 
Practices of Farm Households, May 1961." The
 
Philippine Statistical Survey of Households
 
Bulletin. No. 12, June 1963. 19 pp.
 

The bulletin contains statistical tables
 
showing data on the borrowing practices of farm
 
households collected during the May 1961 sample
 
survey of households. Generally, data collected
 
pertain to loans, including cash and in-kind
 
loans, obtained during the 12-month period from
 
May 1, 1960 to April 30, 1961.
 

The data presented in this publication give a
 
fairly good idea of the borrowing practices of
 
Philippine farm households and the factors and
 
conditions affecting such practices.
 

Economic Development Foundation, Inc. "Evaluation of
 
Total Operations of Farmers' Cooperatives in
 
Nueva Ecija." Final draft of report, January, 
1972. 

This study comprises phase I of a five-phase 
project undertaken by the E.D.F. The over-all
 
objective of the project is to determine a
 
feasible method of getting the FACOMAs opera­
tionally stable and viable. Phase I contains
 
information on the credit operations of the ACA
 
and the FACOMAs, and a discussion of problems
 
encountered in collection as well as the factors
 
responsible for poor repayment of loans.
 

Guinanao, Romerico de Mayo. "The Role of Agricultural
 
Credit in the Socio-Economic Development of
 
the Province of Bukidnon." Master's Thesis,
 
Araneta University, 1965. 60 pp.
 

The sample for this survey cons'sted of 200
 
farm owner-operators, 100 borrowers and 100
 
non-borrowers selected randomly. Data on farm
 
business and social conditions, among which was
 
information on the use of credit, for the crop
 
year 1962-63 were obtained from interviews with
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the farmers, their wives, and other members of
 
the family. A comparison of borrowers and
 
non-borrowers of institutional credit sources
 
is presented.
 

The author concludes that agricultural credit
 
institutions have served to increase agricultural
 
production and income of farmers. He recommends
 
certain measures for technical improvement of the
 
agricultural credit program, among which is the
 
organization of a system of supervised credit.
 

Mears, Leon A. and Agabin, Meliza, H. "Finance and
 
Credit Associated with Rice Marketing in the
 
Philippines." U.P.-I.F.D.R. Discussion Paper
 
No. 71-15, 15 May 1972. 50 pp. (excluding appen­
dices).
 

This study provides a discussion on the finan­
cing and credit involved in the rice industry ­
beginning from the factor market for production 
inputs to the final phase ofmarketing the product. 
The paper also shows the rise and fall of the 
total credit supplied by the formal lending 
agencies to the rice industry during the 1960s 
and early 1970s. It discusses the different types 
of financing and credit accommodationsespecially 
the informal ones, typically existing within the 
industry. 

Detailed tables and appendices are presented.

Among these are tables on sources of loans, tables 
on loans extended by the different formal agencies, 
table on interest rate. 

Muere, Romeo A. "An Economic Evaluation of a Decade 
of Rural Banking in the Philippines in Relation 
to the Development of Agriculture." Master's 
Thesis, U.P. College of Agriculture, 1965. 254 pp. 

This study includes a discussion of the entire 
rural banking system, traces its growth and dis­
cusses some of the factors that account for the
 
system's successful growth in the first 10 years 
of its existence. The author notes that the
 
requirement of adequate collateral has been a
 
notable feature in rural bank lending, with
 
credit worthiness measured more in the existence
 
of tangible assets which are readily convertible
 
into cash, and that rural bank loans were extended
 
not in terms of expected net increments in pro­
duction but of existing wealth and income.
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Fifty sample banks and 573 of their borrowers
 
throughout the country were surveyed to test
 
the systems financial strength and operating
 
efficiency, rate of growth, and responsiveness
 
to the credit needs of the territory served. The
 
author's findings, generally are positive.
 

Ordono, Adelino V. "Agricultural Credit in the Land-

Reform Areas." Economic Research Journal. XIII:4
 
(March 1967). 245-257 pp.
 

The effects of agricultural credit assistance
 
to the farmers in 6 land reform areas in Central
 
Luzon are discussed, based on a survey of 180
 
farmers
 

The study focuses on the farmers' availment
 
of ACA loans. Only 21.6 per cent of the respon­
dents borrowed from ACA while a two-thirds (64%)
 
obtained *,oans from traditional sources, including
 
former landlords. The author offers reasons why
 
this is so - among these are: the no-repayment
 
capacity of most farmers who are marginal and
 
sub-marginal producers and thus ineligible for
 
ACA loans; and delinquent stal;us in the FACOMAs.
 

Pahilanga, Romana J. "Socio-Economic Conditions Among
 
Rice Farmers in Nueva Ecija." Preliminary
 
Summary of Findings, September 30, 1971. 11 pp.
 
(Mimeographed.)
 

Interviews were conducted with 1,010 rice
 
farmers and in depth-intervieas with 75 landlords
 
of the farmer respondents. Questions pertain to
 
CY 1969-70. The farmer respondents were struc­
tured according to different tenure statures, with
 
41% lessees, 37% share tenants, 12% owner-operators,
 
b% part-owners and 4% lessee-share-tenants. The
 
credit information gathered showed the following:
 
1) more than 2/3 of the farmers had indebtedness;
 
2) tenure status is a major factor affecting
 
availment of loans from formal agencies; 3) private
 
money lenders and landlords are still strongly
 
in evidence; and 4) twice as much lessees, part­
owners and lessee-share-tenants resort to govern­
ment for loans than owners and share tenants.
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Quintana, Vicente U. "A Study on the Demand for Medium
 
and Long-Term Agricultural Credit for Small
 
Farmers in 20 Rural Banks." The Philippine Agri­
culturist. XLIX:8. (January 1966). pp. 603-642.
 

The findings of this study are based mainly
 
on data gathered from records at the Central Bank
 
of the Philippines and at the Agricultural Credit
 
and Cooperative Institute (ACCI). The findings
 
are supported by information gathered from inter­
views with 221 borrowers from the 20 rural banks
 
studied whose loans were not less than p500, and
 
with 180 non-borrowers. Among the findings
 
revealed by the study are: (1) Farms operated
 
on rural bank loans are larger in size than those
 
operated by non-borrowers. (2) Small-farm holders
 
do not avail themselves of rural bank loans for
 
reasons of red tape, delays in obtaining loans,
 
strict collateral requirements, and repayment
 
difficulties. (3) Most of the Farm operators
 
demand short-term loans primarily for the purchase
 
of livestock feed.
 

Sacay, Orlando J. "An Analysis of the Crop Loan
 
Program of the Agricultural Credit and Cooperative
 
Financing Administration." Ph.D. Dissertation,
 
Cornell University, New York, 1961. 229 pp.
 

The study focuses on the repayment performance
 
of both the FACOMAs and the farmer-borrowee's. A
 
nationwide sample of 27 FACOMAs and 400 borrowers
 
were surveyed. Various factors which may have a
 
bearing on repayment of loans were examined. Net
 
income was found to be the single most important
 
factor affecting repayment. Other factors which
 
determine productive capacity such as farm size
 
and quality land resource also showed significant
 
correlation to repayment. Tenure as a factor did
 
not show a clear pattern, although part-owners
 
registered the highest repayment performances.
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CREDIT AND S1MALL FARMER DEVELOPMENT
 

IN THE PHILIPP!NES±/
 

The availability of institutional credit at
 
liberal terms, a competent extension service, an effi­
cient marketing system and land reform are not essen­
tial to triggering a technological breakthro-ugh in
 
agriculture. However, once a breakthrough has started,
 
failure to move ahead in any one or a combination of
 
these factors may seriously affect the rate and extent
 
to which modern technology will spread.
 

The foregoing statement reflects current think­
ing on the requisites to agricultural development. 2/
 
This new school of thought has been brought about by
 
stu dies ofnmdern advances attained in the development
 
of technology which have proven to dramatically in­
crease farmers' yield.
 

While development efforts are now centered on
 
the wider adoption of new technology, the factors which
 
accelerate the rate of adoption have gained new dimen­
sions and has since cast a shadow of doubt on traditional
 
concepts of development. In addition, it is now no
 
longer sufficient to consider these factors singly but
 
as part and parcel of a total development effort. Hence,
 
emphasis has now been placed on integrated approaches
 
to rural development.
 

There is, however, one dilemma. It is a fact
 
that the precise combination of factors necessary to
 
expand and sustain the use of modern technology beyond
 
the initial diffusion stage is not as yet perfectly
 
understood. This dilemma is occasioned by the exist­
ence of varying circumstances related and important
 
to proper evaluation of development among developing
 

l/This paper was prepared by Dr. Orlando J. Sacay
 

for the Spring Review of Small Farmer Credit sponsored
 
by the United States Agency for International Develop­
ment.
 

2/F.F. Hill and Lowell S. Hardin, Crop Production
 

Succession and Emerging Problems in Developing Countries,
 
Some Issues Emerging from Recent Breakthrough in Food
 
Production, Kenneth L. Turk (ed.)"(New York: Vail-Ballen
 
Press, Inc., 1971), p. 24.
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countries and in regions within a country itself.
 
In addition, one must consider the inevitable effect
 
which time exerts on these.
 

Objective of the Study
 

It is the purpose of this study to segregate the
 
role of credit in the process of small farmer develop­
ment while considering other factors which exert an
 
influence on the adoption of technology. The study
 
will attempt to identify the circumstances under which
 
institutional credit becomes necessary in a Philippine
 
setting. Recent efforts to provide small farmer credit
 
will be examined in order to determine their contribu­
tion to growth in productivity. Problems and short­
comings will be identified and solutions will be of­
fered.
 

Limitation
 

Advances in rice production in the Philippines
 
during the last five years has been pronounced. The
 
provision of credit to small farmers has been given
 
major attention and still commands major concern.
 
The study is therefore limited to the role and ins­
titutional issues of small farmer credit, as these
 
pertain to the adoption of new rice technology. The
 
definition of new rice technology is further limited
 
to varietal change and increased use of fertilizer
 
and pesticides.
 

Experience with Ado tion
 

or New Rice hno ogy
 

Varietal Change
 

The rate of adoption of the new high-yielding 
varieties (HYVs) since their initial diffusion in 1966 
is shown in Table 1. 

40
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Table 1. 	Area of Rice Harvested, Area Grown to
 
High Yieiding Varieties and National
 
Average Yields by Year, 1966 to 1971.
 

Crop Area Area Grown Yield Per 
Year Harvested to HYVs Hectare 

million n.etric 
hectares-- toms-­

1966/67 3.10 .08 1.35 
1967/68 3.30 .70 1.41 
1968/69 3.33 1.35 1.36 
1969/70 3.11 1.35 1.72 
1970/71 3.11 1.57 1.76 

Sources: 1) Bureau of Agricultural Economics. 
2) Area grown to HYVs for 1966/67 

obtained from Barker, Randolph, 
"International Rice Research 
Institute", Paper read during the 
Regional Seminar on Agriculture, 
Sydney, Australia, April 10-12, 1969, 

1966/67 may be considered as the period of ini­
tial diffusion. The next two years witnessed a major

expansion in HYV hectarage. It was during this beriod
 
that government and private sector efforts were directed
 
towards rice self-sufficiency. The government intensified
 
extension activities, accelerated its program of irrigation
 
development, and expanded credit and exerted efforts to
 
stabilize 	 rice prices. The private sector participated in terms 
of the expansion of rarm supply outlets and extension of
 
credit.
 

In spite of a slight drought and some damage
 
caused by a powerful typhoon and rat infestation, a
 
slight surplus was produced in 1967/68. This situation
 
caused prices to drop and necessitated some 35,000 m.t.
 
to be exported.
 

The country experienced a drought of severe pro­
portions in 1968/69. This caused production to drop.
 
But were it not for this natural calamity, the country
 
would have been faced with the acute problems attendant
 
to an unmanageable surplus.
 

The last two years of the period under study
 
represents the period of sustained interest in the new
 
variety. Government attention on rice seemed to have
 
wdned during this period. And even with significant
 
increase recorded un the hectare yields, the country
 
had reverted into its former rice deficient status.
 

/v4
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In spite of some natural calamities experienced,
 
including a drop in prices during certain years and
 
reduced interest on the part of the government con­
cerning the rice industry, the switch to HYVs conti­
nued. By the end of the program under review, 50 per
 
cent of total harvested hectarage was under the flew
 
high yielding rice varieties.
 

Use of Technical Inputs
 

Consumption of fertilizer and pesticides may be
 
deduced from available supply statistics (Table 2).
 

Table 2. 	Reported Supply uf Fertilizer and
 
Pesticides, 1966 to 1971.
 

Year Fertilizer Supply Pesticide Supply-Li
 
Total imports Production Total Imports Production
 

--- 000 m.t. --	 --- million ­

1966 198 85 a/ 113 8 6 2
 
1967 421 190 231 14 11 3
 
1968 423 179 244 20 12 8
 
1969 496 214 282 18 12 6
 
1970 451 192 259 25-/ 25 n.a.
 
1971 586 306 283 33 n.a.
 

Sources: 	 1) Fertilizer Institute of the Philippines
 
2) Central Bank of the Philippines
 
3) Foreign Trade Statistics, Bureau of
 

Census and Statistics.
 

Remarks: a) Fertilizer imports in 1966 were unusually
 
low due to an import of 207,961 m.t. in
 
1965.
 

b) Pesticide refers to agricultural chemicals
 
used for pest, disease and weed control.
 

c) Includes imports only.
 

The increase in fertilizer consumption may be
 
primarily attributed to the increased demand of the
 
rice sector. Consumption by the rice sector was
 
estimated at 27 per cent of national consumption in
 
1964. 3/ The sugar industry claimed 49 per cent. If
 

LBased on a breakdown of fertilizer consumption by
 
area and crop, San Miguel Corporation, Market Research
 
Department as cited by Randolph Barker, "The Philippine
 
Fertilizer Industry: Growth and Change," Seminar on 1
 
Economics of Rice Production in the Philippines (Paper

presented at a Conference at the International Rice
 
Research Institute, December 11, 12 and 13, 1969), p.5-25.
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the consumption of the sugar industry increased only
 
moderately, and there is no reason to believe other­
wise, then the use of fertilizer by rice growers
 
during the past five years would have at least doubled.
 
The growth in pesticide use was likewise phenomenal.
 

Profitability and Risk
 

Research studies would show that varietal improve­
ment has shifted the production response curve upward
 
and to the right. 4/ Studies have also showed that high
 
yield expectancy is the single most important reason for
 
adopting improved varieties. Farm experiences in the
 
provinces of Laguna, Bulacan, Pampanga and Rizal showed
 
that per hectare yields of HYVs to be about 40 to 120
 
per cent more than traditional varieties. Despite a
 
150 to 200 per cent increase in production expenditures,
 
net returns of HYVs were 60 to 100 per cent higher.-5/
 

On the contrary, certain misapprehensions on the
 
value of the new rice technology havebeen entertained.
 
A study conducted it,Iloilo province in 1971-72 led
 
to a conclusion that HYV technology Is under some tenancy 

than the lower high-yieldingarrangements, less profitable, per crop, 

traditional methodology, for the typical yields obtained". ___!_/"
 

In the study of farmer records kept by farmers in 
the province of Laguna and Batangas, 11 out of 16 farmers 
showed an increase of the harvest when they shifted to 

41 Randrlph Barker, S.H. Liao and S.K. De Datta, "Eco­

nomic Analysis of Rice Production from Experimental
 
Results to Farmer Fields," (Paper presented at
 
Agronomy Department Seminar, UPCA, August 9, 1968).
 
(Mimeographed.) p. 15.
 

5/ 
Randolph Barker and E.U. Quintana, "Farm Manage­

ment Studies of Costs and Returns in Rice Production",
 
The Seminar-Workshop on the Economics of Rice Pro-

EtTon Paper presenfed -t a confrence at the
 

International Rice Research Institute, December 8-9,
 
1967).
 

6/ 
Kenneth F. Smith, "Palay Productivity & Profitability 

in Iloilo 1971-72, A Comparative Analysis Study" (Study conducted 
bv the Office of Agricultural Development, USAID, Manila, 
March & Dec. 1972. (Xeroxed.) 

43 
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high-yielding varieties. Three realized larger net
 
shares than when they were planting traditional varie­
ties. For the two other farmers, there was no consi­
derable change. 7/
 

Yield statistics obtained from Rizal Province
 
during the dry season of 1966-67 showedI -tt
 
imately 20 per cent of farmers who grew !R8 attained
 
yields less than the traditional variety average._./
 

General Observations
 

With the experience gained in recent years, the
 
following can be surmised:
 

1) Varietal change was attained at a very
 
rapid rate.
 

2) There was an accompanying increase in the
 
use of fertilizer and pesticide.
 

3) With the demonstrated -,onfidencefarmers
 
have shown in new rice technology, they
 
must have found adoption to be profitable.
 
This is so despite losses caused by natural
 
calamities and price declines.
 

4) There did not seem to be any major cristraints
 
to technological change although in specific
 
circumstances or cases, practice of new
 
technology did not necessarily contribute
 
to the farmer's betterment.
 

Factors Other than Credit
 
Influencing Technological Change
 

Before the real role of credit to technological
 
change can be clearly delineated, it is necessary to
 
first examine the impact other factors have made on
 

7/_ E. P. Abarientos, et. 
al., Impact of Technology
 
on Small Farmers and their Famili Fn i
 
Experience in rFarmRecorU-Keeping ProjLt 70);
 

8/ (Laguna: U.P. oTlege of Agriculture, 1972), p. 96.
 

Barker and Quintana, Op. cit., p. 1-41.
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use of improved technology at the
accelerating the 

The factors examined were communications,
farm level. 


land reform. Their
irrigation, prices, size of farm and 

relevance to the role of credit was likewise examined.
 

Communication
 

The "communication gap" is the first major constraint
 

to technological change. This observation is illustrated
 

by a study conducted in the province of Laguna. The reasons
 
the period
given by 359 non-users of certified seed during 


of early introduction of HYVs were as follows (Table 3):
 

Table 3. 	Reasons Given by 359 Farmers for
 
Not Using Certified Seeds, Laguna Pro,'ince.
 

Per cent of Farmers
Reasons Given 


1) Never heard about it 	 48
 

2) Not available locally,
 
limited supply and 

36
stocks arrive late 


3) Prohibitive price and
 
6
no money 


4) Not interested, not
 
applicable, haven't tried
 
it yet 6 

5) Planting seeds provided 

by landlord 3 

6) Poor germination 1 

Total 100 

Gelia T. Castillo, "Impact of Agriculture
Source: 

Life
Innovation on Patterns of Rural 


(Focus on the Philippines):', Aoricultural
 
II,
Revolution in Southeast Asia, (V-1. 


1970), p. 2T
 

Once the communication barrier is removed, other
 

factors such as supply availability and credit become
 
more important constraints. This is also illustrated
 
by the same study mentioned above in the case of ferti­
lizer use.
 

45 
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Table 4. 	Reasons Given by 156 Farmers For Not 
Using Commercial Fertilizer, Laguna. 

Reasons Given 	 Per cent of Farmers 

1) 	Not available locally,
 
stocks arrive late and
 
limited supply 43
 

2) 	Not interested because
 
the farms are fertile 19
 

3) 	No mo!, y to buy and
 
prohiuitive price 22
 

4) 	 Unavailability of irriga­
tion water and belief that
 
fertilizer produce no good
 
effects on the farm 	 10
 

5) 	Landlord or overseer does
 
not allow the use of fertilizer 3
 

6) 	No reason given 3
 

Total 	 100
 

Source: Ibid., p. 21
 

Efforts to encourage farmers to use fertilizer
 
was initiated during the 1950s. This was done by
 
means of a fertilizer price subsidy program. By the
 
time the HYVs were introduced, the lack of information
 
concerning the use of fertilizer was no longer a
 
serious problem. Hence, availability of supply,
 
funds and 	irrigation were more important factors
 
although lack of technical information was by no
 
small measure still a problem.
 

Demonstration Effect. The "demonstration effect"
 
is a major contributor to the rapid adoption of HYVs.
 
Starting with a few resourceful farmers, it was not
 
uncommon to see in a given town or village the number
 
of farmers switching to HYVs to increase in multiples
 
of 10 during the following growing season. There would
 
seem to be no substitute to farmers seeing for them­
selves the benefits HYVs would give them. The study of
 

46g
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three Laguna municipalities for instance would indicate
 
that no 	other factor could have produced such a rapid
 
rate of 	adoption than the demonstration effect (Table 5).
 

Table 5. 	Percentage of Area Planted to HYVs
 
Three Municipalities of Laguna Province
 
T-T5 1969
 

1c1 ality 

Year Season Ba an Cabuyao Cal anba 

1966 Wet Season - 2 1 

1967 Dry Season 4 18 15 
Wet Season 39 64 60 

1968 Dry Season 
Wet Season 

58 
92 

58 
70 

55 
50 

1969 Dry Season 97 42 58 
Wet Season 80 68 61 

Source: 	Randolph Barker and Violeta Cordova, "The
 
Impact of New Technology on Rice Production
 
- A Study of Change in Three Philippine
 
Municipalities from 1966 to 1969" (Paper
 
presented at the 28 International Congress
 
of Orientalists, Canberra, Australia,
 
January 6-12, 1971). (mimeographed.) p. 12
 

The rate of adoption of HYVs is faster than the
 
hectarage data would show. It was observed that not
 
all farmers who plant HYVs place their entire farm
 
under a new variety. A study of 155 farmers in Laguna
 
illustrates this (Table 6).
 

Table 6. 	Manner of Adoption of HYVs, 155
 
Farmers, Laguna Province, 1967.
 

Area of Farm Grown
 
to HYVs Per cent of Farmers
 

Entire farm 39
 
Portion of farm 31
 
Non-adoptor 30
 

Total 100
 

Source: Castillo,O . cit., p. 28
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It was also observed that the proportion of farmers
 
growing only the recommended variety was directly cor­
related with the length f experience in growing the
 
variety (Table 7).
 

Table 7. 	Per cent of Farmers Growing Recommended
 
Varieties, Barrio Coralan, Laguna.
 

Number of 
Seasons 

Participating 

Per 
Both 
Local 

cent Planting 
Recommended& 
Varieties 

Per 

V

cent Planting 
Recommended 
ariety Only 

One Season 
Two Seasons 
Three Seasons 
Four Seasons 

80 
69 
23 
-00 

20 
31 
77 

Source: 	 C. Dimaano and A. M. de Guzman, "Coralan Rice
 
Farmers' Response to Change in Cropping Pat­
tern". A Case Study, (The Seminar-Workshop on
 
the Economics of Rice Productidn (Paper pre­
sented at a conTeie at the International
 
Rice Research Institute, Dec. 8-9, 1967). p.
 
7-44
 

This information suggest that while farmers would
 
readily adopt recommended HYV's, they still go through the 
adoption process within their farm. And it would be an
 
error to assume that all farmers who accept change will
 
place their entire farms under HYVs.
 

Irrigation
 

It has been observed that nearly 100 per cent of
 
the early adoptors of HYVs had fully irrigated farms.
 
This level dropped to 50 per cent for later adoptors.
 
It was also observed that poor irrigation facilities were
 
associated with lower input levels and the resultant lower
 
yields and profits. 9i
 

On a national scale, a higher adoption rate was
 
observed in irrigated land compared to rainfed land (Table
 
8).
 

9_/ Randolph Barker, "Economic Aspects of High Yielding
 
Varieties of Rice with Special Reference to National
 
Price Policies: IRRI Report" (Paper prepared for the
 
Thirteenth Session of the FAO Study Group on Rice,
 
Manila, March 20-27, 1969).
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Table 8. 	Per cent of Irrigated and Rainfed Lowland
 
Area Grown to HYVs in the Philippines,
 
b__ 967/68 to 1970/71.
 

(per cent)
 

Crop Year Irrigated Rainfed Total Lowland
 

1967/68 34 17 25
 
1968/69 62 31 47
 
1969/70 61 39 50
 
1970/71 67 45 57
 

Source: 	 Based on data from the Bureau of Agricultural
 
Economics.
 

The influence of irrigation on the adoption of
 
new technology at the local level is more pronounced.
 
This may be seen in the case of Gapan, Nueva Ecija
 
(Table 9).
 

Table 9. 	Adoption of HYVs and Improved Cultural
 
Practices on 513 Farmers in Gapan, Nueva
 
Ecija, T'970.
 

Ir'iqated Partially
 
Item Crops Irrigated Rainfed
 

1) Per cent of Area
 
planted to HYV 96.5 62.5 31.6
 

2) Nitrogen applica­
tion per hectare
 
(kg.) 49.8 28.9 20.5
 

3) Per cent using
 
insecticide 90.5 78.2 56.8
 

4) Per cent using
 
herbicide 52.0 21.8 11.4
 

Source: 	 Keith Griffin, "Economic Aspects of Technical
 
Change in the Rural Areas of Moonsoon Asia"
 
(Geneva United Nations Research Institute of
 
Social Development, January, 1972). (Mimeographed.).
 

In a study of five villages in Cavite province,
 
reception to the new varieties was cool despite a massive
 
information campaign and assurance of credit accommodations.
 
This was due to the unreliability of the irrigation system
 

49 
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serving the area. 10/
 

As HYVs' need irrigation and the lack of it in­
creases risk of failure and reduces prospective profits.
 
irrigation has become a major limitinci factor to varietal
 
change.
 

Prices
 

Experience of recent years has showrn chat the product/
 
factor price relationship was favorable in providing
 
incentives to farmers to increase output. The conversion
 
rate from traditional varieties to HYVs continued despite
 
price declines. A weakening of rice prices was experienced
 
in 1968 and 1969 (Table 10).
 

Table 10. Average Yearly Prices of Rice 1968-1971.
 

Palay Farm Price Wholesale Milled Rice 
Year (Macan or Equiv.) (Wagwag 1st Class) 

1966 14.92 43.44 
1967 15.21 47.10 
1968 14.52 42.42 
1969 14.95 42.82 
1970 17.62 50.77 
1971 25.56 60.20 

Sources: 	 1) Bureau of Agricultural Economics
 
2) Central Bank of the Philippines
 
3) Bureau of Commerce
 

If the data in the preceding table is compared with
 
the information contained in Table 1, it may be observed
 
that prices may have had an effect on the rate of varietal
 
change. However, what appears to be a dampened enthusiasm
 
on HYVs in 1969 may have been the effect of unfavorable
 
weather rather than prices.
 

A study of the price elasticity of hectarage show.ed
 
elasticity to be highest in areas with strong commercial
 
markets and/or relatively extensive irrigation develop­

0/. 0. J. Sacay, D.H. Shapiro and R.H. Gecolea,
 

Strategies in Rural Economic Development: A Case
 
S-tud-y in Five Philippine Villages. (Silang: Inter­
ationaT Institute of Rural Reconstruction, 1971).
 

so 
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ment.-1 / But whether there is a parallel between the
 
expansion of hectarage and the adoption of HYVs cannot
 
be ascertained. It is however clear that price was
 
not a significant constraint although these could have
 
posed as a major deterrent to adoption had circumstances
 
been different.
 

Size of Farm
 

It has be'rn observed in Gapan, Nueva Ecija that
 
large farms with a strong financial base were the first
 
to adopt new technology. 12/
 

The study of farmers in Barrio Coralan in Laguna

showed the adoption of recommended farm practices to be
 
correlated to the size of farm. Farmers with bi 
ger

landholdings had better adoption performance. 13,
 

A study of 7 municipalities in Central Luzon pro­
claimed as land reform areas, however, showed smaller
 
farms to have significantly higher yields than larger

farms. This relationship was observed before and after
 
the proclamation of these municipalities as land reform
 
areas.
 

The confusion seemsto arise from the interpretations

of "size of farm". If interpreted to refer to the owner­
ship unit, then it iqould be revsonable to assum' that

these who owned larger tracts of land would be in a better
 
position to finance and adopt new technology. On the other
 
hand, if interpreted to mean the operating farm unit, it
 

A.M. Weisblat and P.R. Sandoval, "Rice Production
 
Institutional Factors and Economic Incentives', 
The
 
Seminar-Workshop on 
the Economics of Rice Produc-T-rn
 
Paper presented it a conference at t---Tnternational
 

Rice Research Institute, Dec. 8-9, 1967), p. 9-7.
 
12/ 
 Randolph Barker, Geronimo Dozina, Jr. and Liu Fu-


Shan, "The Changing Pattern of Rice Production in
 
Gapan, Nueva Ecija, 1965 to 1970" (Saturday Seminar,

Agricultural Economics Department, UPCA, Dec. 
11,
 
1971). (Mimeographed). p. 3.
 

13/ C. Dimaano and de Guzman, Op. cit., p. 7-6 7.
 
14/ Pedro R. Sandoval and Benjamin V. Gaon, A ricul­

tural Land Reform in the Philippines: Econom'ic Aspects
 
(--aguna:
TCollege of Ag-riculture, UniversiLi of the
 
Philippines, 1971), p. 35.
 

t '
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would also be reasonable to assume that farmers who
 
cultivate smaller areas would be able to devote more
 
labor for the care of the crop and achieve higher
 
yields.
 

Land Tenure
 

Studies have shown that a share-tenancy arrange­
ment was conducive to the adoption of new rice techno­
logy. Unfortunately, most of the studies were conducted
 
in the province of Laguna. However, whether Laguna land­
owners are "good" landlords compared to their counter­
parts in other provinces is only a matter of conjecture.
 

A study of Central Luzon noted the emergence of
 
commercial rice farmers from former non-farming land­
lords since the appearance of the new rice varieties. 1 5/

How many of these commercial rice farmers worked with
 
their tenants or farmed by direct administration could
 
not be ascertained.
 

One of the studies referred to above covered three
 
municipalities in Laguna which experienced a high rate
 
of adoption of new technology from 1966-69. inety per
 
cent of the farmers surveyed were tenants 6
 

The significant findings of the study were as
 
follows:
 

1) In 24 out of 30 cases studied, the tenant 
made the decision regardiog variety, fer­
tilizer and chemicals; 

2) All but three tenants interviewed were 
financed by the landowner; 

3) In a majority of cases, the landowners did 
not find it necessary to borrow money to 
lend to tenants; 

4) The landowners had every reason to finance 
the adoption of new technology as they got 
the lion's share of incremental profits. 

15/Shigeru Ishikawa, Agricultural Development
 
Strategies in Asia, (The Asian Development Bank, 1970),
 
p. 25.
 

16/Barker and Cordova, Op. cit., p. 6.
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Based on data from 45 farms during the
 
wet seasons from 1966 to 1969, increase
 
in profits were shared as follows
 
(Table 11).
 

Table 11. 	How Increase in Profits is Shared 
Among Claimants, 45 Laguna Towns, 
Wet Season, 1966-69. 

Per cent
Claimant 


38
Landowner 

28
Tenant 

23
Hired Labor 


Operating Capital 11
 

Total 	 100 

Source: Ibid., p. 21.
 

In another study of the same area, 16 out of 41
 
farmer respondents reported that non-adoption of
 
improved varieties was the landlord's decision.
 
This indicates that share-tenancy also presents
 
some constraints to change.
 

A study of five Bulacan towns showed that farms
 
operated under lease tenure used more technical in­
puts and achieved higher yields than share tenure.
 
However, the study was carried out in 1965 prior to
 
the introduction of HYVs. 17/ As a matter offact,
 
a negative correlation, although statistically in­
significant, was found between the conversion of
 
share-croppers to a leasehold system and the spread
 
of HYVs._ 7The study of 8 pilot barrios in two muni­
cipalities in Laguna seem to indicate that both share­
tenants andleasees are more responsive than part­
owners.-


A more intensive study of land reform has been
 
carried out on 7 municipalities of Central Luzo!i which
 
have been declared as land reform area between 1964
 

1 7/ Weisblat and Sandoval, p. cit., p. 9-4. 
]8/Griffin, Op. cit., p. 36.
 
19/Gelia T. Castillo, Alice M. de Guzman, Soledad
 

L. Pahud and Lorna Paje, "The Green Revolution at the
 
Village Level. A Philippine Case Study" (Paper pre-

pared for the 28th International Congress for Orient­
alists, Canberra, January 6-12, 1971) (Xeroxed). p. 93.
 

5 
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and 1965. This study included a benchmark survey
 
during the pre-land reform period (1963-65) and post­
proclamation periods (1967/68 and 1968/69). The data
 
reported by this study showed that:
 

1) 	There is a strong correlation between the
 
value of technical inputs used per hectare
 
and yields. However, there is no clear
 
pattern in the difference in inputs used
 
among tenure groups.
 

2) 	There are significant differences in the
 
yield per hectare between tenure groups and
 
within tenure groups over time. However,
 
the differences and changes do not fall into
 
any discernable pattern.
 

There were data to prove that an improvement in
 
tenure status encouraged farmers to use fertilizer and
 
insecticide. However, this observation is not supported
 
by the resultant yields per hectare (Table 12).
 

Table 12. 	 Relationship of Tenural Change to the
 
Use of Technical Inputs andYields, -66
 
Farms, 7 Land Reform Municipalities,
 
Central Luzon, 1968/69.
 

Per cent Per cent Per cent
 
Tenural Change of Using Using Yield
 

Farmers Fertilizer Insecticide /Ha.
 
- cavanS-


No change in
 
Share-tenancy
 
status 31 80 54 52.3
 
Share-tenants who
 
shifted to:
 

Ownership 1 67 67 69.4
 
Part-ownership 2 86 43 38.4
 
Leasehold 56 93 69 51.6
 
Lease-Tenancy 10 97 61 51.1
 

All who shifted 69 93 67 51.0
 
All share tenants 100 51.4
 

Source: Sandoval and Gaon, Op. cit., p. 100.
 

Studies on land reform so far carried out does
 
not establish any conclusive relationship between tenural
 
arrangement and the adoption of technology.
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Major Observations
 

Based on the foregoing studies on recent expe­
riences gained in the adoption of new rice technology,
 
the 	following observations may be made as they pertain
 
to the role of credit to technological change.
 

1) 	During the early stage of introduction of
 
new technology, the speed by which inform­
ation is passed on to farmers is the single
 
most important factor determining the rate
 
of adoption. Once the "communication gap"
 
is bridged, other factors of secondary
 
importance such as availability of farm
 
supplies and credit gain greater prominence.
 

2) 	 If the objective is to merely gain farmer
 
acceptance of new technology, the tendency
 
of farmers to only partially adopt change
 
reduces the immediate need for massive credit
 
assistance. However, if the objective is
 
hectarage expansion and significant growth in
 
total production, credit availability becomes
 
more important.
 

3) 	Recognizing the force of the "demonstration
 
effect" on the rate of adoption would strongly
 
suggest that credit programs should only be
 
part of a major agricultural extension effort.
 

4) 	A favorable product/factor price relationship
 
is a pre-conidition to technological change.
 
Credit could then be used by farmers profitably.
 
On the other hand, availability of credit will
 
not reverse an unfavorable price situation.
 

5) 	The availability of irrigation and size of
 
farm are strongly correlated to technological
 
change. However, since there is little that
 
can be done to modify existing situations,
 
these factors become relevant only in the
 
selection of loan recepients.
 

6) 	The relationship of tenure and land te:nure
 
reform to technological change is noc con­
clusive. There is some evidence that new
 
rice technIu,' y creates certain inequities
 
in tenancy ar ingements. A disturbance ,
 
however, in t incy arrangements would affect
 
availability o. financial assistance. This
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would in turn create a demand for credit
 
from other sources in place of the tradi­
tional sources of credit which include
 
landlords, relatives, private money lenders
 
and merchants.
 

Relationship of Credit
 
to Technological Change
 

With the experience gained in recent years, it
 
becomes apparent that the availability of credit is
 
not a necessary pre-requisite to trigger a break­
through in technology. It also becomes equally apparent
 
that once the initial diffusion stage is past, the avail­
ability or lack of credit can materially affect the rate
 
and extent of adoption of new technology. The issues
 
are therefore focusea on the circumstances under which
 
credit becomes essential and the extent lack of credit
 
would retard progress.
 

Increase in Demand for CrediA
 

Most farmers borrow to finance usual farm expen­
ditures and to tide them over from one harvest period
 
to another. This is so even if technological improve­
ment were not part of their farm program. However,
 
researches clearly show that technological change in­
creases production expenditures which in turn increases
 
farmers! demand for credit. The study of farmers in
 
Barrio Coralan in Laguna clearly illustrates this
 
point. 20/ 

It was found that:
 

1) 	81 per cent of participants in the rice
 
production program carried out in the barrio
 
borrowed from one or more sources while only
 
50 per cent of non-participants used credit;
 

2) 	Theve was strong correlation between adoption
 
of recommended practices and the amount
 
borrowed by farmers;
 

3) 	with changing technology, there was a shift
 
in the proportion of loans used for fertilizer
 
and 	chemicals from 5 per cent to 24 per cent.
 

20 Dimaano and de Guzman, Op. cit., p. 7-70 

"e 
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The study of 30 tenants changing to HYVs In three
 
municipalities in Laguna province from 1965 to 1969
 
showed advances made by landlords to have increased.
 
This study showed that a larger proportion of tenants
 
were advanced larger amounts for items such as ferti­
lizer and chemicals. About 40 per cent of the increase 
in production credit accommodation were due to increased 
allowances for these items. Allowances for labor expen­
ditures also increased (Table 13). 

Table 13. Money Advanced by Landlords for
 
Sgecific Items, 30 Tenants, Laguna, 
1965 vs. 1969.
 

1965 1969 
Items iumber % Per Number % Per 

Reporting Hectare Repurting Hectare 

Fertilizer 18 28 24 65 
Chemicals 10 5 23 16 
Land preparation 0 0 14 108 
Transplanting 13 34 19 52 
Weeding 
Others 

4 
1 

15 
39 

10 
9 

55 
74 

Source: Barker and Cordova, Op. cit., p. 17. 

Causes for Non-adoption
 

The reiationship of credit to technological change
 
can be better examined by studying the causes of non­
adoption. The results of the survey nade by the Bureau
 
of Agricultural Economics for thecrop year 1966/67 for
 
the provinces of Bulacan, Laguna, Nueva Ecija, Pampanga
 
and Tarlac were therefore examined. In 1966/67 only 2
 
to 3 per cent of these areas were under HYVs.
 

The survey showed that the major constraint to
 
varietal change was lack of information. This was
 
followed by the problem of supply availability. If
 
the reasons "prohibitive price" and "no cash outiay"
 
referred to the unavailability of credit, then this
 
factor would be ranked third (Table 14).
 

51?
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Table 14. 	 Reasons for Non-Use of Recommended
 
Varieties, Five Provinces, 1966/67.
 

Reasons 	 Per cent
 

1) Never heard of them 43
 
2) Not available locally 26
 
3) Available but:
 

a. prohibitive price 	 7
 
b. no cash 	outlay 15
 
c. stocks arrive late 	 2
 
d. limited 	supply I
 
e. not interested 	 4
 
f. other 	reasons 2
 

Total 	 100
 

Source: 	 Shigeru Ishikawa, Agricultural Development
 
Strateuies in Asia, (Te Asian Development
 
Bank, 1970) p. 36.
 

About 50 per cent of farmers in the five provinces
 
were reported to be using fertilizer, indicating the
 
fact that there was existing universal appreciation of
 
the use of fert114i7'.r during the period of survey. It
 
should also be mentioned that the private sector had
 
already gained significant inroads in the domestic
 
distribution of fertilizer. Hence, the unavailability
 
of credit became the major reason for non-use of fer­
tilizer. The reasons "prohibitive price" ard "no
 
cash outlay" may be considered synonimous to lack of
 
credit (Table 15).
 

Table 15. 	 Reasons for Non-Use of Chemical
 
Fertilizer, Five Provinces, 1966
 
to 1967.
 

Reasons Per cent 

1) Not available 15 
2) Available but: 

a. prohibitive price 16 
b. no cash outlay 38 
c. fertilizer arrive late 2 
d. don't want to use it 12 
e. other reasons 7 
f. no reason given 10 

Total 100 

Source: Ibid. 5 
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An ESFAC fertilizer survey conducted earlier in
 
1964 shows that credit is not as important a factor cis
 
the above information indicates. Reasons given by
 
non-users were lack of money or credit (13 per cent)
 
and high price of fertilizer (5 per cent). This was
 
however to be expected since 51 per cent of farmer
 
respondents did not have knowledge of the proper use
 
of chemical fertilizers.21/
 

Conclusions
 

On the basis of the foregoing studies, some con­
clusions can be derived. These conclusions are as
 
follows:
 

1) Technological change with the associateJ
 
increase in production expenditures will de­
finitely increase the demand for credit.
 
Farmers who normally borrow for subsistence
 
and farm expenditures will need larger loans
 
to finance additional expenditures.
 

2) Other farmers who normally are able to finance
 
their expenditures from current income and
 
savings may have to secure credit to finance
 
the added cost of new technology. There will
 
be farmers who will not find the necessity to
 
borrow.
 

3) It is clear that once the "communication gap"

is bridged, the availability of farm supplies
 
becomesthe major constraint to change. However,
 
as soon as the problem of local availability is
 
resolved, credit becomes the most important

factor affecting adoption of new technology.
 

4) The credit problem seems to be more pronounced
 
among farmers who desire to increase input use
 
as compared to farmers who desire to switch to
 
HYVs and apply what they consider to be the
 
associated improvements in cultural practices.
 

Unfortunately, research studies have not been pur­
posely directed to determine how farmers who adopted

change financed the added cost associated with new
 
technology. In the absence of research data which would
 
clearly segregate the contribution of credit to techno­
logical improvement, only rough approximations can be made. 

2 1 bid. 

http:fertilizers.21
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Among farmers who adopted new rice technology,
 

it is estimated that:
 

1) 50 per cent had to increase the volume of
 

credit secured by approximately 40 per cent
 

of previous total borrowings.
 

per cent had to go into borrowing.
2) 30 


3) 20 per cent did not have to borrow from
 
any source.
 

Using the above estimates, credit volume availed
 

of by rice farmers would have increased by approximately'
 

60 per cent. It is also roughly calculated that had
 

rice farmers been deprived of additional credit, the
 
as fast
 rate of adoption would have proceeded only half 
 It is
 

as was actually 	experienced during recent years. 

per cent of farmers who
further estimated that about 25 


did not adopt new technology but who cultivate about 50
 

per cent of the 	entire rice area of the country are
 
because of the unavailability of credit.
unable to do so 


Role of Institutional
 
Credit for Small Farmers
 

Recognizing the significant role credit plays in
 on
improving the level of technology, the question lies 


whether it is absolutely essential that credit be made
 

available through established institutions.
 

Credit Volume and Technological Change
 

During the period covering the years 1966 to 1971,
 
been placed on provisions for insti­major emphasis has 


tutional credit 	in the government's effort to increase
 
The reported volume made available through
production. 


established institutions is presented in Table 16.
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Table 16. 	 Volume of Institutional Credit for Rice
 
Production Compared to Indicators of "
 
Technological Improvement, 1966 to 1971.
 

Ferti- Pesti-
Area lizer cide
 
Year Credit Volume 	 Ara Suppl Sup­

- Grown Supply Sup-

Government Private Total To HYV ply
 

P Million 	 (Million Ha.)
 

1966 ill 216 327 
 198 7
 
1967 152 	 468 421
316 	 .08 14
 
1968 141 
 352 493 .70 423 20

1969 85 	 409 496
324 	 1.35 18
 
1970 74 299 373 
 1.35 451 25a/
1971 57 377 434 1.57 586 33a/
 

Source: 1) "Agricultural Credit Report" (Report

prepared by the Ad Hoc Committee to
 
Study the Agricultural Credit System

in the Philippines, April 15, 1972),
 
p. 46.
 

2) Fertilizer Institute of the Philippines.
 

3) Central 	Bank of the Philippines.
 

4)_F.ce~j gn Trade Statistics, Bureau of
 
Census and Statistics.
 

Remarks: 2Jincludes imports only.
 

It will be noted that a major expansion of credit

from government and private institutions was registered

during the years 1967 and 1968. These were the years

characterized by massive efforts of the government to

attain rice self-sufficiency. Starting 1969, 
the credit

situation tightened. While credit volumes seemed to
 
have recovered by 1971, the increase in volume during

this year was offset by a high rate of inflation re­
sulting from the de facto devaluation of the peso.
 

The initial years of the period under review 
seem
 
to indicate that credit expansion seemed to have influenced
 
varietal change. However, despite the 
contraction of
 
credit, the area grown to HYV's continued to expand

almost unabated, except for the year 1969. 
 The stag­
nation during this year may have been 
caused by unfavorable
 
weather conditions.
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It would also appear that purchases of fertilizer
 
and pesticides were not severely affected by the con­
traction of credit. Purchases as indicated by supply
 
statistics manifested a sustained yearly growth.
 

It would, however, be difficult to correlate the
 
availability of institutional credit to technological
 
change in terms of aggregates. There is also doubt that
 
impressive credit volumes as shown by statistics were
 
all used for rice production.
 

Institutional Credit Availability
 

It should be mentioned that during the past
 
decade, substantial inroads have been gained in pro­
viding institutional credit to small farmers. By the
 
end of the 1960's, a significant portion of farmers
 
and of loan volumes were supplied by institutional
 
sources (Table 17).
 

Table 17. Sources of Credit by Farm Households
 

No. of Loans A/ Value of Loans P/
Source 41969/70) (1968/69)
 

Institutions: 
ACA 13.7 13.7
 
PNB & DBP 4.5 1.9
 
Rural Banks 9.5 26.5
 
Others - -


Subtotal 27.7 43.7
 

Unregistered:
 
Landlord 32.8 19.6
 
Relatives 16.8 4.8
 
Merchants 2.3 ) 
Money lenders 8.3 ) 29.9 
Others 12.1 ) 

Subtotal 72.3 56.3
 

Total 100.0 100.0
 

A/Based on 1969/70 Study of Nueva Ecija for rice
 
farms only. IPC-BAEcon.
 

!/Based on 1968/69 Study of rice farmers only.
 

BAE, Integrated Agricultural Survey, 1968/69.
 

GZ 



- 25 -

A substantial decline in the average interest rate
 
paid by a farming household was also observed during
 
the past decade A study in 1957/58 conducted in Munoz,
 
Nuev4 Ecija reported interest rate to average 52 percent
 
per annum. 22/ The socio-economic study conducted in
 
Nueva Ecijashowed average interest payment to have
 
declined to 22 per cent per annum by 1969/70. 23/
 

Rural Bank and ACA Loans
 

Two major programs are responsible for this im­
provement in the credit situation in the country. The
 
rural banking system established in 1952 constitute the
 
first program. Rural banks are privately owned banks
 
provided heavy financial assistance by the Central Bank
 
of the Philippines. Equity capital andaccess to the
 
rediscount window at extremely low interest rates are
 
provided, enabling these banks to generate loans about
 
5 times paid-up capital. Today there are 580 such banks.
 

The other agency is the Agricultural Credit Admi­
nistration (ACA) established also in 1952. It is a
 
government owned financial institution which grants
 
loans to farmers through 295 active Farmers' Coopera­
tive Marketing Associations. Together, rural banks
 
and ACA represent the institutional source of credit
 
for subsistence and semi-commercial farmers.
 

While these two agencies were organized at the
 
same time to solve the liquidity problem in rural
 
areas, the impact they effected have been quite dif­
ferent. The rural banking system has flourished into
 
a major source of credit in the rural areas. Of total
 
credit volumes granted for agricultural production by
 
government and private financial institution from
 
1966-71, the system supplied 20.3 per cent. 4/Repayment
 
averaged 96.3 per cent. 25/
 

-- ose P. Gapud, "Financing Lowland Rice Farms
 
in Selected Barrios of Munoz, Nueva Ecija", Economic
 
Research Journal (September, 1963).
 

23/Institute of Philippine Culture (IPC) BAEcon,
 
"Socio-Economic Study of Nueva Ecija Rice Farmers,
 
CY 1969-70, (Basic data).
 

24/ "Agricultural Credit Report," Op. cit., 
p. 18.
 
2-5/Romeo A. Muere, "An Economic Evaluation of a 


Decade of Rural Banking in the Philippines in Relation
 
to Development in Agriculture". (Masters Thesis, 1965).
 

6 
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On the other hand, ACA had been plagued by a poor
 
repayment performance and a shortage of loanable funds.
 
ACA supplied only 1.1 per cent of total credit volumes
 
for agricultural production. Collections amounted to
 
68.6 per cent of total releases from 1966-71. The
 
repayment rate may have been actually lower since loans
 
which matured prior to 1966 were stiil being collected.
 

The volume of loans granted by these two insti­
tutions are presented in Table 16.
 

Table 12. 	 Volume of Loans for Rice Production,
 
Rural Banks and ACA, 966 to 1971.
 

Rural Bank 	Loans
 

Year 	 Ordinary TecT-alfi ACA Loansk /
 

- - - P Million - - ­

9
1966 92 ­
1967 130 10 16 
1968 181 	 9 24 

5 	 231969 189 
1970 213 6 31 

13 	 32
1971 262 


Source: "Agricultural Credit Report," OP. cit.,
 

Remarks: aiThis refers to loans granted under the
 

Agricultural Guarantee and Loan Fund
 
(AGLF) and subsequently the Agricultural
 
Loan Fund. It is assumed that all AGLF
 
Loans were all for rice production.
 

/This includes all loans for production but
 
were primarily for rice production.
 

No significant changes in ACA's no collateral
 
lending policies or procedures may be noted during
 
the past 20 years. On the other hand, the rural banking
 
system, recognizing the need to move away from a col­
lateral-oriented policy of lending established the
 
Agricultural Guarantee and Loan Fund (AGLF) and put it
 
into operation in 1967. Funds administered by the Central
 
Bank of the Philippines were placed in special time deposits
 
with participating rural banks to serve as a source of
 
loanable funds and as a partial guarantee for loans
 

64 
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granted by rural banks. Unsecured loans were guaran­
teed to the extent of 70 per cent. Supervision of
 
loans were provided by government technicians.
 

The contributions of these two agencies to tech­
nological change were remarkably different. The fol­
lowing observations are based on 
a study of 	farmer­
borrowers 	 conducted for the crop year 1967 in the

second district of Pampanga, the first district
 
declared as a land reform area. By this time the new
 
high yielding rice varieties had already been intro­
duced. The rural 
banks AGLF program had likewise been
 
initiated.
 

The following selected infcrmation would indicate
 
the nature and extent to which these lending institutions
 
contributed to technological change.
 

Table Tg. 	 Selected information from the Study of
 
Rural Credit in the Second District of
 
Pampanga, 1967.
 

Rural 
 Other

Item 
 Banks 	 ACA Sources
 

1) No. of borrower­
respondents 101 104 100
 

2) Size of farm (ha.):

Median 
 4 4 	 3.5

Average 6.25 4 3.75


3) With irrigation percet
 
20 44 38


4) Tenants 	 84 87 92
 
5) No collateral 	 88 100 
 93
 
6) Planting HYV (IR8 &
 

IR5) 95 27 
 27

7) Planted 	new variety


after receiving loan 37 8 ­
8) Used fertilizer 96 76 59

9) Used insecticide 86 38 
 38 

10) No technical Lat'r]
advice received 14 43 50
 

Source: 	 Asia Research Organizlation, 'A Study of Rural

Credit in the Second District of Pampanga",
 
(Study prepared for the U.S. Agency for
 
International Development, 1967), (Xeroxed). p.
 

65 
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Based on these selected information, the following
 
may be observed:
 

1) 	ACA's credit program has merely served as a
 
substitute source of credit to farmers who
 
Lorrow from unregistered sources charging
 
higher interest rates. In addition, ACA's
 
credit program has not contributed to tech­
nological change. The use of ACA loans did
 
not appear to be different from loans from
 
other sources.
 

2) 	The rural banking system has definitely con­
tributed to technological change in addition
 
to substantially expanding the availability
 
of low-cost credit in the rural areas.
 

3) 	It appears that the difference in performance
 
between ACA and rural bank programs was not
 
so much in the selection of loan recepients
 
but in manner of loan supervision.
 

Conclusions
 

The following conclusions on the importance of
 
institutional credit may therefore be derived from the
 
foregoing observations:
 

1) 	Recent experience seem to indicate that the
 
availability of institutional credit will
 
accelerate the adoption of new technology
 
after the initial diffusion stage. However,
 
institutional credit may not be as essential
 
in sustaining the continued adoption of new
 
technology.
 

2) 	While institutional credit is instrumental
 
in bringing down the interest rates prevailing
 
in rural areas, investment in credit programs
 
which only serve to subsidize interest payments
 
made by farmers cannot be fully justified in
 
terms of development.
 

3) 	Evidence has confirmed the observation that
 
provisio-is for credit through established
 
institutions should only be part of a major
 
agricultural extension effort if these are
 
to accelerate development. Should an effective
 
extension service be absent, there would be a
 
necessity for proper technical supervision to
 
be provided together with the loan.
 

66 
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Problems and Prospects
 
of Small Farmer Credit Programs
 

The rural banking system and the Agricultural

Credit Administration are almost exclusively the only
 
source of institutional credit for small farmers. The
 
average size of loans will 
show that a large majority

of borrowers operate farms below 5 hectares.
 

Table 2Q. 	 Volume of Credit for Production
 
and Average Size of Loans, Rural
 
Banks and ACA, 1966-71.
 

Rural Banks ACA
 
Year Ordinary Loans Special Loans
 

Total Average Total Average Total Average

Volume Size Volume Size Volume Size
 

(Pmillion) MF (Pmillion) (r) (Pmillion) (P)
 

1966 247 784 ­ - 14 395
 
1967 304 886 10 507 25 
 555
 
1968 354 975 9 477 32 568
 
1969 404 1,073 5 613 29 585
 
1970 483 1,232 6 857 45 730
 
1971 580 1,356 13 701 43 769
 

All
 
years 2,372 1,069 44 61.1 188 618
 

Source: "Agricultural Credit Report," Op. cit.
 

Loan Recepients
 

There is reason to believe that rural banks cater
 
to the better off farmers of the small farmer group.

The rural credit study in the second district of Pampanga

showed that the average size farm of rural bank borrowers
 
was larger than that for ACA. A study of Nueva Ecija

showed that rural banks preferred more financially stable
 
farmers. The farmers in Nueva Ecija who were reported to
 
have current loans with the rural banks were:
 

4 out of 10 owners and part-owners;
 
-- 1 out of 10 lessees;
 
-- 0.6 out oflO share-tenants.
 



- 30 -

On the other hand, ACA seemed to have favored
 
the lower strata farmers. Those with ACA loans were:
 

-- 1 out of 10 owners and share-tenants; 
-- 2 out of 10 lessees, lessee/share-tenants 

and part-owners. 26/ 

The major problem lies in serving small farmers
 
who have no collateral to offer, but nonetheless would
 
be capable of increasing productivity and income and
 

be able to pay for their loans should these be granted.
 
The problem becomes doubly significant with recent
 
developments. The entire country now being declared
 
as a land reform area, about 700,000 share-tenants and
 
lessees would surely be cut-off from landlord credit.
 
Credit accommodations granted by landlords to these
 
farmers may approximate the total volume granted by
 
the entire rural banking system.
 

RB Supervised Credit Scheme
 

AGLF Program. In an attempt to encourage rural
 
bankers to extend themselves to the service of this
 
lower strata farmers, the AGLF program was launched in
 
1967. This program is essentially a supervised credit
 
scheme. But inspite of the availability of funds and
 
the 70 per cent guarantee feature, initial results were
 
not entirely satisfactory.
 

Of the ?34 million set aside for the AGLF program,
 
the maximum loaned out by rural banks in any one year
 
reached only P18 million. By the end of 1971, P4.6
 
million remained unused. 2 7!
 

The slow growth of the program was due to the
 
unwillingness or hesitance of rural bankers to aggres­
sively participate in the program. The reason cited is
 
the unreliability of government technicians who have
 
been assigned to rural banks to supervise loans. Hesitance
 
in granting high-risk loans may also be expected of these
 
privately owned banks.
 

26/P.R. Sandoval, S.C. Hsieh and B.V. Gaon,
 
"Productivity Status of Lowland Rice Farms: A Case
 
Study of Pre-Land Reform Conditions," The Philippine
 
Agriculturist, LX (June, 1967), p.
 

27/"Agricultural Credit Report," Op. cit., p. 6.
 

http:unused.27
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ALF Program. By the end of 1971, the AGLF was
 
essentlaTly replaced by the Agricultural Loan Fund
 
(ALF) with the purpose of further encouraging rural
 
bankers to expand loan volumes andhire their own
 
technicians. This new program makes available to rural
 
banks fundsin the form of special time deposits for
 
three years bearing an interest of 3 per cent instead
 
of the usual 6 per cent per annum. A rebate of one­
half of this 3 per cent payment is given to rural banks
 
who hire their own technicians.
 

The guarantee portion of the program is provided
 
by an Agricultural Guarantee Fund. Production loans
 
are guaranteed to the extent of 70 per cent provided
 
these are under the supervised credit scheme.
 

An added feature of the rural banks supervised
 
credit program is the granting of loans to liability
 
groups. Loans are granted without collateral to groups
 
of farmers who agree to guarantee each others' loans.
 
While initial trials have been encouraging, the scheme
 
has not been implemented nationwide.
 

It would seem that the incentives provided rural
 
banks were not yet sufficient. Government guarantee
 
has recently been raised from 70 to 85 percent to further
 
encourage rural banks to relax landing policies and
 
expand loan releases under the scheme. Should this
 
measure prove to be insufficient, administrative sanctions
 
may be anticipated. It will still require a period of
 
trial before any lessons can be gained with this approach
 
to solve the problem of small farmer credit.
 

Observations
 

Only a few observations on supervised credit for
 
small farmers may be made at this stage.
 

1) Recent experience shows that a credit program
 
designed to reach the lower stratum small
 
farmers cannot be expanded rapidly if this is
 
to be properly administered. Definitely, the
 
program cannot be expanded fast enough to effect
 
a rapid adoption of new technology. Supervised
 
credit schemes must be viewed from the objective
 
of improving the economic status of farm
 
families rather than the narrow objective of
 
attaining a fast rate of varietal change or
 
significant increases in national production
 
of a specific crop.
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2) The private banking sector should not be
 
expected to meet the credit needs of all
 
small farmers. To a certain extent, super­
vised credit programs are a government
 
function. Furthermore, it would bewrealistic
 
to assume that the private banking sector will
 
shoulder government costs associated with
 
financially unsound loans.
 

3) The major bottleneck in expanding the super­
vised credit scheme is the unavailability of
 
properly trained and qualified loan super­
visors. This is a reflection of an ineffective
 
government extension service. It will take
 
time for th. rural banking system to develop
 
its own supervising capabilities. It will
 
take a longer time for loan supervisors to
 
expand the volume of loans supervised to
 
justify administrative costs incurred in
 
maintaining them.
 

4) Farmers who are borderline or submarginal
 
cases are cledrly the responsibility of the
 
government from a social and political view­
point. However, ACA will have to undergo a
 
major restructuring and re-staffing if the
 
loans they grant are to be at least productive,
 
even if not fully recoverable..
 

';JO
 



SUMMARY
 

1) The objective this study -isto determine the role
 
of credit in the adoption of new technology on the
 
basis of recent experience gained in the diffusion
 
of new rice varieities. The study also attempts to
 
identify the circumstances under which institutional
 
credit becomes essential.
 

2) Experience gained in recent years shows that varietal
 
change and increased use of production inputs have
 
been attained at a very rapid rate. There appeared
 
to have been no major constraints to adoption. New
 
rice technology has been effective in substantially
 
increasing yields. The product/factor price rela­
tionship has been favorable, thus making adoption of
 
new technolooy profitable to farmers.
 

3) During the early stage of introduction of new techno­
logy, the speed by which information is passed on to
 
farmers is the single most important factor determining
 
the rate of adoption. Once the "communication gap" is
 
bridged, local availability becomes the major constraint
 
to change. But as soon as this problem is resolved,
 
credit becomes the most important factor affecting
 
adoption of new technology.
 

4) Technological change with the associated increase in
 
production expenditures will definitely increase the
 
demand for credit. Farmers who normally borrow will
 
need larger loans. Others will have to go into bor­
rowing. Only a small proportion of farmers will not
 
feel the necessity to borrow.
 

5) The relationship of tenure and land tenure reform
 
to technological change is not conclusive. While
 
landlords finance their tenants in growing HYVs,
 
there is also some evidence that new rice techno­
logy creates certain inequities in tenancy arrange­
ments. A disturbance in arrangements will surely
 
create a demand for credit from alternative sources.
 

6) Recent experience seem to indicate that institutional
 
credit is needed to accelerate the adoption of new
 
technology after the initial diffusion stage. How­
ever, institutional credit may not be as essential
 
in sustaining continued adoption.
 

7) Institutional credit which only serves to bring down
 
interest rates prevailing in rural areas add little
 
to technological change. The "demonstration effect"
 
was one ofthe major contributor to the rapid adoption


7,1
 



- 2 ­

of HYVs. This would suggest that credit programs
 
should only be part of a major agricultural extension
 
effort. Should an effective extension service be
 
absent, there would be a necessity for proper tech­
nical supervision to be provided together with the 
loan. 

8) Small farmer credit has been significantly expanded 
in recent years. However, there is doubt whether
 
the lower strata farmers were adequately reached.
 
The problem can be resolved by the replacement of
 
collateral requirement with proper technical super­
vision. Experience, however, shows that a supervised
 
credit program cannot be expanded rapidly.
 



I BLI BE Y 

Abarientos, E.P., et. al. Impact of Technology on
 
Small Farmers and their-Fam-TTies (An Eight Year
 
Experience in the Farm Record Keeping Project

I962-1970).- (Laguna: U.P. College of Agricul­
ture, 1972).
 

"Agricultural Credit Report." Report prepared by

the Ad Hoc Committee to study the Agricultural
 
Credit SysLem in the Philippines, April 15, 1972.
 

"A Study of Rural Credit in the Second District of
 
Pampanga." Study conducted by Asia Research
 
Organization, Inc., 1968. (Xeroxed.)
 

Barker, Randolph. "Economic Aspects of High Yielding

Varieties of Rice with Special Reference to
 
National Price Policies: IRRI Report." Paper

prepared for the Thirteenth Session of the FAO
 
Study Group on Rice, Manila, March 20-27, 1969.
 

_ * "International Rice Research
 
Institute.' Paper read during the Regional
 
Seminar on Agriculture, Sydney, Australia,
 
April 10-12, 1969.
 

"The Philippine Fertilizer Industry:

Growth and Change." Seminar on Economics of Rice
 
Production in the Philippines. Paper presented at
 
a conference at the International Rice Research
 
Institute, December 11, 12, and 13, 1969. pp. 3-1
 
to 3-20.
 

, and V.G. Cordova. "Decision-making
 
with Respect to the Use of Inputs on Laguna Farms."
 
Seminar on Economics of Rice Production in the
 
Philippines. Paper presented at a conference at
 
the International Rice Research Institute, December
 
11, 12, and 13, 1969. pp. 13-1 to 13-15.
 

, and Violeta Cordova. "The Impact of 
New Technology on Rice Production - A study of 
Change in Three Municipalities from 1966 to 1969." 
Paper presented at the 28 International Congress of 
Orientalists, Canberra, Australia, January 6-12, 
1971. (Mimeographed.).
 



- 2 ­

, Geronimo Dozina, Jr. and Liu Fu-

Shan. "The Changing Pattern of Rice Production
 
in Gapan, Nueva Ecija, 1965 to 1970." Saturday
 
Seminar, Agricultural Economics Department,
 
UPCA, December 11, 1971. (Mimeographed.)
 

, S. H. Liao and S. K. De Datta.
 
"Economic Analysis of Rice Production from
 
Experimental Results to Farmer Fields." Paper
 
presented at Agronomy Department Seminar, UP
 
College of Agriculture, August 9, 1968. (Mimeo­
graphed.)
 

, Ilahar Mangahas and William H. Meyers,,
 
"The Probable Impact of the Seed-Fertilizer Revo­
lution on Grain Production and On Farm Labor
 
Requirements." Paper prepared for the conference­
seminar on "Strategies for Agricultural Development
 
in the 1970s," Stanford University, December
 
13-16, 1971. (Mimeographed.)
 

, and E.U. Quintana. "Farm Management
 
Studies of Costs and Returns in Rice Production."
 
The Seminar-Workshop on the Economics of Rice
 
r-oduction. Paper presented at a conference at 

the International Rice Research Institute, December 
8-9, 1967. pp. 1-1 to 1-48. 

Bernal, E.A. "The Role of Landlords in Philippine
 
Agricultural Development: An Exploratory Study."
 
Unpublished ilaster's thesis, University of the
 
Philippines College of Agriculture, Laguna,
 
196.
 

Castillo, Gelia T. "Impact of Agriculture Innovation
 
on Patterns of Rural Life (Focus on the Philippines)."
 
Agricultural Revolution in Southeast Asia. Volume 
II, (1970). 

, Alice i*l.de Guzman, Soledad L. Pahud 
and Lorna Paje. "The Green Revolution at the
 
Village Level." A Philippine Case Study (1963-1970)."
 
Paper prepared for the 28th International Congress
 
of Orientalists, Canberra, January 6-12, 1971.
 
(Xeroxed.)
 

Clemente, D.A. Jr. "The AGLF Credit Program." Seminar
 
on Economics of Rice Production in the Philippines.
 
Paper presented at a conference at the International
 

7CIL 



- 3 -


Rice Research Institute, December 11, 12 and 13,
 

1969. pp. 13-1 to 13-15.
 

"Growth in Philippine
Crisostomo, C. and R. Barker. 

Agricultural and Rice Productivity - The Impact of
 

the HYV's." Saturday Seminar, Agricultural Eco­
1971. (Mi­nomics Department, UPCA, November 27, 


meographed.)
 

. "Growth Rates of Philippine 
Paper prepared for theAgricurture: 1948-1969." 


conference on "Comparison of Agricultural Growth
 

Rate in Japan, Korea, Taiwan, and the Philippines,
 
East-West Center, Hawaii, September, 1972. (Mimeo­

graphed.)
 

"Coralan Rice Farmers'
Dimaano, C. and A.M. de Guzman. 

A Case
Response to Change in Cropping Pattern; 


Study." The Seminar-Workshop on the Economics of
 
Rice Production. Paper presented at a conference
 

Rice Research Institute,
at the International 

December 8-9, 1967. pp. 7-1 to 7-82.
 

Gapud, Jose P. "Financing Lowland Rice Farms in Se­

lectpd Barrios of Munoz, Nueva Ecija." Economic
 
Rr.search Journal (September, 1963).
 

Griffin, Keith. "Economic Aspects of Technical Change
 

in the Rural Areas of Monsoon Asia." Geneva:
 

United Nations Research Institute of Social Deve­

lopment, January, 1972. (Mimeographed.)
 

Hardin, Lowell, "Crop Production
Hill, F.F. and S. 

Succession and Emerging Problems in Developing
 

Some Issues Emerging From Recent
Countries." 

Bjrea trugl ijFL Prodouction. Edited by 

New York State College ofKenneth L. Turk. 

Agriculture. (1971).
 

Hsieh, S.C. and V.W. Ruttan. "Technological, Insti­

tutional and Environmental Factors in the Growth
 

of Rice Production: Philippines, Thailand and
 

Taiwan." 1967, (Mimeographed.)
 

Institute of Philippine Culture (IPC) BAEcon, "Socio-


Economic Study of Nueva Ecija Rice Farmers,
 
CY 1969-70."
 

Ishikawa, Shigeru. Agricultural Development Strategies
 

in Asia. The Asian Development Bank. (1970).
 

pp. 13-60.­



- 4 -


Liao, S.H. and Barker, Randolf. "An Analysis of the
 
Spread of New High-Yielding Varieties or Philip­
nine Farms." Economic Research Journa'. (June, 
1969).
 

i,[uere, Romeo A. "An Economic Evaluation of a Decade
 
of Rural Banking in the Philippines in Relation
 
to Development in Agriculture. iaster's Thesis,
 
1965.
 

Ordono, Adelino. "Agricultural Credit in the Land 
Reform Areas." Economic Research Journal. (Mvarch, 
1967). 

Pahilanga, Romana, J. "Socio-Economic Conditions Among
 
Rice Farmers in Nueva Ecija." Preliiinary summary 
of findings, Institute of Philippine Culture, 
Ateneo de i.,anila University, Quezon City, September 
30, 1971 . (fimieographed.) 

Pahud, Salud, L. "Some Factors Associated with the
 
Adoption of Recommended Rice Practices." Unpublished
 
il.S. thesis, University of the Philippines, College
 
of Agriculture, 1964.
 

Ruttan, Vernon, W. "Tenure and Productivity of Philip­
pine Rice Producing Farms." The Philippine Economic 
Journal. V:l. (First SemesteT, 1966). 

Sacay, O.J., D.H. Shapiro and R.H. Gecolea. Strategies

in Rural Economic Development: A Case Study in Five
 
.2lippineVillages. (Silang: International Insti­
cute of Rural Reconstruction, 1971). 109 pp.
 

Sandoval, P.R., S.C. Hsieh and B.V. Gaon. "Productivity

Status of Lowland Rice Farms: A Case Stuoy of Pre-
Land Reform Conditions." The Philippine Agricul­
tilrist. Volume LX. (June, 1967). 

Smith, Kenneth, F. "Palay Productivity in Iloilo 1971-72,
 
A Comiparative Analysis Study. Study conducted by
 
the Office of Agricultural Development, USAID, >'anila,
 
March, 1972. (Xeroxed.)
 

Weisblat, A.H. and P.R. Sandoval. "Rice Producticr: 
-Institutional Factors and Economic Incenir. . 

Tie Seminar-ilorkshop on the Economics of Rize 
7-..1 j j ;.-Paper presented at a conference at the 
International Rice Research Institute, December 8-9,
 
1967. pp. 9-1 to 9-21.
 



COUNTRY STUDY
 

SMALL FARMER SAVINGS BEHAVIOR
 

by:
 
Orlando Sacay
 
The Agricultural Executives, Inc.
 

Manila
 
October, 1972
 

77
 



l/

SHALL FARMER SAVINGS BEHAVIOR
 

Information about the savings behavior of farmers
 

hold special significance to the questions of financing
 
In the face of
technological change in agriculture. 


profitable new technology, can small farmers generate
 
cost of improved
savings to self-finance the added 


If not, and granted that financial insti­technology? 

incremental
tutions are able to deliver credit, will 


income be available to finance succeeding crops.
 

is a dearth of information
Unfortunately, there 

the subject of farm level savings rendering it dif­on 


ficult to arrive at any categorical answer to these
 

questions. Research studies are few and far apart.
 
are largely indicative in
ioreover, these studies 


and do not address the subject matter squarely.
nature 


Sectoral Estimates of Savings
 

Earlier studies on savings and capital accumu­

lation in Philippine agriculture were summarized by
 
to support the following
Quintana et. al. (1964) 


"important empirical generalizations, or at least
 

working hypotheses. _
 

"Savings from income in the agricultural
1) 

exceed investment in
sector tends to 


agriculture in the Philippines... Philip­
to be per­pine agriculture thus appears 


forming the classic function assigned to
 

agriculture in developing economies with
 

a large agricultural sector - that of
 

generating savings for investment in other
 

sectors of the economy.
 

2) "Capital accumulation in Philippine agri­

culture appears to be limited by lack of
 
than by lack of
incentives to invest more 


a potential supply of savings...
 

-/This paper was prepared by Dr. Orlando J. Sacay
 
Farmer Credit sponsored
for the Spring Review of Small 


the United States Agency for International Develop­by 

ment.
 

2-/E.U. Quintana, V.W. Ruttan and A.M. Weisblat,
 

"Savings and Capital Accumulation in Philippine Agri­
111:2 (Second
culture," Philippine Economic Journal, 


Semester, 1964), p. 113.
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3) 	"Lack of productive investment alternatives
 
in agriculture appears to represent a major
 
factor limiting private investment in Phil­
ippine agriculture..."
 

Trinidad (1964), in a pioneering study on capital
 
formation in agriculture analyzed a sub-sample of 4,800
 
farm households of the 1955 Crop and Livestock Survey.
 
He reported that net cap al formed in the agricultural
 
sector was almost double the rate of net investment in
 
the whole economy, ani indication that capital invest­
ments in agriculture was high relative to income. It
 
was also observed that the rate of capital formation
 
was highest in the newer, less densely settled agricul­
tural regions, and lowest (in some cases, negative) in
 
the 	 older, agricultural regions.3/ 

On the other hand, Paauw and Tyron (1968) reported
 
that "agricultural savings were continuously negative,
 
i.e., the sector dissaved until 1961 when agricultural
 
savings turned positive. Agriculture did not show a
 
surplus of sectoral savings over investment until 1964.4/
 

Varying estimates between the two aforementioned
 
studies may lie in the differences in computational
 
methods. Paauw and Tyron arrived at their estimates by
 
determining voluntary savings transfers between industry
 
and agriculture. This is basically a commodity flow
 
miethod for which Hooley entertains certain misgivings
 
because of the problem of underestimation of inventory
 
accumulation and own-account construction which contri­
butes to a downward bias. He suggests making more exten­
sive use of direct estimates of capital formation in
 
developing Asian countries. Triniiad used an inventory
 
approach, much in linc with Hooley's recommendations.
 

It may therefore be concluded that even in terms
 
of aggregates, the savings behavior of the entire agri­
cultural sector is as not yet clearly understood. In
 
addition, macro estimates shed very little light to the
 
question of small farmer savings behavior. A segregation
 

-/L.A. Trinidad, "Private Capital Formation in
 
Agriculture," The Philippine Economic Journal, 111:6
 
(Second Semester,1964), p. 139.
 

4/D.S. Paauw and J.L. Tyron, "Agricultur:-Industry
 
Interrelationships in an Open Dualistic Economy: The
 
Philippines, 1949-1964," The Philippine Economic Journal,
 
VII:13 (First Semester, 0968), p. 77.
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between the city dweller and the barrio resident or the
 
capital owning group and the labor providing group, to
 
which many small farmers belong, had not been made.
 

Rural Savings
 

The amount of rural savings as indicated by de­
posits with rural tanks appear to be rather substantial.
 
As of 1971, total ceposits were reported to be P332
 
roillion. This amount wos equivalent to 52 per cent of
 
total loans granted it)1971 which stood at P636 million.
 

This ratic of deposits to total loans varied
 
greatly by region (Table 1). In Southern Luzon and 
Noi-thern iiridanao, about 60 per cent of loans appear 
to be financed by deposits,. In contrast with the Bicol 
Region and Western Visayas, less than one-third was 
financed Sy deposits. it is held certain that there 
are some important factors which influence the savings 
performance of ,4.3rious regiots. 1hese could however 
not be pinpo'nted with the existing data available and 
a thorough investigation ,,,;ould no olubt unravel' some 
of the perplexing questions abcult savings, 

Table 1. 	Rural bank Deposits L-znpa~yed to Totil
 
Resources and Loa Volure,53 Rura
 
3anks, 1,71,
 

Deposits 
DepositsA / Total as Percent 

Number Per Loan of Loan 
Region of Banks Total Bank Volume / Volume 

pmillion -.- - - -percent-

Northern Luzon 48 3f.7 .348 41.0 41
 
Central Luzon 140 99.5 .710 205.5 48
 
Southern Luzon 149 147.1 .987 243.6 60
 
Bicol Region 38 5.5 .145 22.8 24
 
Eastern Visayas 37 15.1 .409 32.0 47
 
Western Visayas 63 17.6 .280 57.1 31
 
Northern ~1indanao 33 9.9 .300 24.9 40
 
Southern 1indanao 31 16.5 .531 28.3 53
 

Remarks: 	 a/ Includes special time deposits.
 
b/ Includes other earning assets.
 

Source of Data: 	 Central Bank of th Philippines, Nineteenth Annual
 
Report on the Rura; ianking Syste, 1971.
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Private capital contributions and undivided profits
 
of rural banks amounted to P186 million, equivalent to
 
29 per cent of the total volume of loans granted. If
 
these capital items are considered as savings, private
 
capital and deposits would make up for 81 per cent of
 
credit accommodations. The balance is supplied by the
 
government's capital accounts with rural banks and by
 
the rediscounting facilities of the Central Bank of the
 
Philippines. To a significant extent therefore, the
 
rural sector itself finances the rural banking system.
 

However, 	private capital accounts are not held by
 
small farmers. In addition, the sources of deposits
 
have not been identified, leaving the question of small
 
farmer savings behavior still unanswered.
 

Research 	Studies
 

The common impression about small farmer savings
 
is that there is none. While this impression is not
 
necessarily true, research findings show that only a
 
small percentage of farm families have the opportunity
 
to save.
 

Net Income
 

The first attempt to study the manner of disposi­
tion of farm family incomes was performed on a nation­
wide sample survey of 400 crop loan (ACCF\) borrowers
 
in 1957/58. 'The study showed that on the average, there
 
was hardly any opportunity for cash savings (Table 2).
 

Table 2. 	Cash Receipts and Expenditures of
 
400 Crop Loan Borrowers, 1957/58.
 

Cash Receipts 	 Cash Expenses
 

pesos 	 pesos
 

1) Crop sales 304 1) Living expenses 750
 
2) Value of crops paid 2) Farm operating
 

to creditors 283 expenses 211
 
3) Livestock sales 95 3) Capital investments 44
 
4) Other income of 4) Unusual expenses 144
 

operator 294
 
5) Other income of 5) Value of interest
 

family members 200 payments 62
 

Total 1,176 	 1,211
 

Source: 	 O.J. Sacay, "An Analysis of the Crop Loan Pro­
gram of the ACCFA," Unpublished Ph.D. Thesi j,
 
Cornell University, Ithaca, N.Y., 1961.
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The study also showed that staying out of debt
 
alone is a major problem among small farmers. It was
 
discovered that 78 per cent of the sample farmers had
 
outstanding obligations at the beginning of the crop
 
year.
 

In terms of income distribution, however, a cer­
tain proportion of farmers would have had the oppor­
tunity to save. The distribution of net income (total
 
receipts less living expenses and farm operating ex­
penditures) showed that about 40 per cent of farmers
 
could have saved after unusual expenses and interest
 
payments were made (Table 3). 

Table 3. Distribution According to Amount
 
of Net Income of 400 Crop Loan 
Borrowers, 1957/58. 

Range Per cent
 

of Farmers
 

pesos 

minus 500 7
 
minus 500 to 0 35
 
0 to 500 38
 
500 to 1000 11
 
1000 to 1500 5
 
1500 and over 4
 

Total 100
 

Source: Ibid, p. 142.
 

However, if it was the tendency for farmers who
 
had positive net incomes to subsidize those who had
 
negative incomes, then the percentage of farmers who
 
could have saved, or the amount of potential savings,
 
would be lower.
 

The study of Castillo (1963) tends to support
 
this tendency.-/ It was reported that 21 per cent of
 
households in the barrios studied can be classified as
 

5/G.T. Castillo and J.F. Pua, "Research Notes on
 
the Contemporary Family: Findings in a Tagalog Area,"
 
PEbilijpine Journal of Home Economics, XIV:3 (July-Sept.,
 
1963), p. 4-35.
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extended families. The typical concept of the extended
 
family obligation was one of burden and dependency, at
 
least in the short-run. Of the 79 per cenit which were
 
nuclear families (husband, wife and children only), 8
 
per cent indicated giving assistance to and receiving
 
assistance from relatives who were not part of the
 
household. It was also found that 75 per cent of the
 
families which received assistance came from the three
 
lowest annual income levels. The assistance provided
 
was toward common family expenditures.
 

Inventory 	Changes
 

In a survey of 550 farms sampled from 7 land reform
 
municipalities in Central Luzon conducted by Sandoval
 
and Gaon (1971), it was observed that non-land capital
 
inventory 	did not change over the years (1963/65 to
 
1967/68). This was so inspite of tenural changes and
 
the introduction of new high-yielding rice varieties.
 
Their findings are presented in Table 4.
 

Table 4. 	Change in Inventory Items, 550
 
Farms, 7 Land Reform Provinces,
 
1963/65 to 1967/68.
 

Item 	 Change
 

pesos
 

Land 1,234
 
Buildings -36
 
Tools/equipment 22
 
Work animals -50
 
Other animals 7
 
Others 1
 

Total change 1,178
 

Change in non-land-capital -56
 

Source: Pedro R. Sandoval and Benjamin V. Gaon, Agri­
cultural Land Reform in the Philippines:
 
Economic AspectsTTLaguna: Co ege of Agri­
culture, University of the Philippines, 1971),
 
p. 58.
 

Savings and Deficit-Spending
 

The most recent and most extensive study on family
 
income and expenditures was conducted by the Bureau of
 

83 
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the Census and Statistics Survey of Households for the
 
calendar year 1965. This nationwide survey included
 
a sample of 3,606 rural families. The pertinent
 
findings of this survey are presented in Table 5.
 

Table 5. 	Income, Expenditures and Savings of
 
Rural Families, Philippines, 1965.
 

Percent of 
Available Families 

Frequency Average Average for Deficit-
Income Class Distribution Income Expenditures Savings Spending 

percent 	 pesos ---- percent 

Under 500 14.5 319 1,120 -801 96.0
 
500 to 999 21.9 751 1,503 -752 89.2
 
1,000 to 1,499 18.8 1,235 1,870 -635 80.2
 
1,500 to 1,999 14.4 1,718 2,134 -416 65.2
 
2,000 to 2,499 9.0 2,241 2,524 -283 59.1
 
2,500 to 2,999 6.8 2,714 2,706 8 44.6
 
3,000 to 3,999 7.2 3,415 3,403 12 42.3
 
4,000 to 4,999 3.5 4,410 3,748 662 29.5
 
5,000 to 5,999 1.6 5,539 4,834 705 29.3
 
6,000 to 7,999 1.3 6,778 4,562 2,216 24.9
 
8,000 to 9,999 0.4 9,258 5,999 3,259 12.5
 
10,000 and over 0.4 13,827 9,024 4,803 22.
 

All 	 100.0 1,755 2,142 -387 71.5 

Sources of Data: 1) "Family Income Distribution and Expenditure
 
Patterns in the Philippines: 1965," Journal
 
of Philippine Statistics, XIX:2 (Central
 
B'ureau ofthe Census and Statistics, April to
 
June, 1968), Table 11.
 

2) "Savings and Deficit-Spending Among Families
 
in the Philippines, 1965," Special Release
 
No. 70-E, Bureau of the Census and Statistics.
 
January, 1969, Table 1.
 

The results of this survey presents a bleaker
 
picture than the previous studies mentioned. The study
 
shows that the rural sector as a whole is a deficit
 
spender. Only 28.5 per cent of families are able to
 
keep family expenditures within their income. It will
 
however, be noted that a family need not have a high
 
income in order to be able to refrain from deficit­
spending.
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Limitations of Income Surveys. The preceding
 
surveys mentioned may suffer from some degree of in­
accuracy in estimation. The amount available for savings
 
is arrived at as a residual. Errors in estimating both
 
income and expenditures are therefore compounded in the
 
savings estimate.
 

There is always a tendency for income estimates
 
to be under-reported. Difficulty is normally met in
 
recalling volume of harvest, quantity sold and price,
 
quantity paid to creditors, quantity consumed, etc. for
 
products which come only once or twice a year. Price
 
estimates for products consumed which would make up a
 
significant portion of the income estimates will normally

be estimated by the farmer at a lower than retail level.
 
Income from odd jobs paid in cash or in kind but come
 
irregularly are also difficult to recall. And any
 
omissions will likewise contribute to a downward bias.
 

On the other hand, expenditure estimates are easy
 
to overestimate. The usual practice of estimating
 
certain items of expenditures especially food (as was
 
employed in the survey) is to make weekly estimates
 
and multiply this by 52 to arrive at a yearly estimate.
 
With this procedure, any error is magnified and errors
 
are usually overestimates.
 

It is therefore considered that the information
 
from this survey is only indicative and presents an
 
underestimation of savings potentials,
 

Taiwan Rural Savings Study
 

In a study of rural savings in Taiwan, it was
 
observed that propensity to save was nluch higher than
 
had originally been expected. The data anaiyzv-d con­
sisted of farm record keeping information from over
 
3900 accounts for the period 1960 to 1970.6/
 

The measures used were "averag._ propensity to
 
save" (APS) and "marginal propensity to save" (MPS).
 
APS was defined to mean tiat portion of per capita

income that is not spent for family consumption,
 
expressed in percentile points. 14PS was defined as
 
that portion of additional per capita income that is
 
not spent for family consumption, expressed in per­

6/Dale Adams, Marcia Ong, and Singh,
I.J. "Farm
 
Level Savings and Consumption in Taiwan, 1960-1970,"
 
(Preliminary Report, Ohio State University and JCRR,
 
June, 1972).
 Ci5
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centile points. 
 MPS was defined as that portion of
additional per capita income that is not spent for
family consumption, expressed in percentile points.

MlPS estimates were derived from 
the slope of functions
fitted into the data. 
 Four statistical functions were
 
used: linear, quadratic, semi-log, and double-log.

The lowest and highest estimates from any of the 
four
 
functions were presented.
 

The average propensity to save ranged from about
one-fifth to one-quarter of total 
income. The marginal
propensity to save 
ranged from about one-third to two­thirds of the marginal or incremental income.
 

Unfortunately, there is no 
parallel to the Taiwan

study in the Philippines. It is however felt that the
APS magnitudes in the Philippines would be considerably

lower than Taiwan. MiPS values in the light of new

technologies in the Philippines cannot 

rice
 
even be roughly


approximated as compared to Taiwan.
 

The use of this analytical method in the Philip­pines will meet some difficulty or at least limited

applicability. 
Most available information are from
 surveys and not from farm records kept over time. As
mentioned, errors in estimates may render the results

of analysis meaningless. In addition, 
a significant

group of family accounts will carry a negative savings

figure which may unduly confuse analysis and inter­
pretation. 
 There is, however, opportunity to determine
 
propensities 
to save among small farmers.
 

A very limited number of farmers in Laguna and
Batangas provinr-os have kept records. 
 Analysis of 
these records I certainly provide greater insights
on the questioi) of T;he savings behavior of small farmersalthough the ap;- KurT-.jility of results to the national 
picture would be iimited.
 

Experiences in Generating Cash Savings
 

There have been isolated attempts made at 
encour­aging savings in the rural 
areas of the Philippines. The
principal means 
employed was the establishment of credit
 
unions.
 

Nueva Ecija
 

Credit unions established in the barrios have
generally been failures. As part of 
a standard pro­
cedure in barrio development, the Philippine Rural
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Reconstruction Movement (PRRM), which had been operat­
ing in the province of Nueva Ecija for 20 years was
 

'inthat province.7/
able to organize 48 credit unions 

As of September, 1969 (the date of the latest report)
 
total deposits was registered at P138,097, an average
 
of ?2,877 per credit union and P41 per member, an
 
amount in no way modest under barrio standards. However,
 
information has it that only about 10 of these credit
 
unions have remained active and only 2 or 3 credit
 
unions are truly viable. Success was primarily due
 
to aggressive, self-sacrificing leaders in these
 
barrios 

Cavite
 

PRRIi nau also organized 11 credit unions in the
 
province of Cavite. Only one has survived.
 

On the other hand, the International Institute
 
of Rural Reconstruction (IIRR), taking the same
 
province organized 5 pilot credit unions in the same
 
number of barrios. A counterpart financing scheme
 
to match the funds of credit unions was tested and
 
found successful. In only a period of two years
 
total deposits amounted to P25,927, or an average of
 
?5,185 per credit union and P66 per member../ The
 
volume of deposits varied greatly, the smallest amount
 
of deposits was FI,693 while the largest was P12,833.
 
Aimong these credit unions, those with larger deposits
 
were more "urban", meaning that a high percentage of
 
total income received by barrio residents came from
 
sources other than farming.
 

All 5 credit unions have survived. However,
 
experience from this pilot program highlighted the
 
following observation: Credit unions can only grow
 
in size from additional deposits rather than from
 
income derived from loans.
 

The credit unions in Cavite province had perhaps
 
a better chance for success than their counterparts in
 
Nueva Ecija province. Farms in Cavite grow a varied
 

7/"Philippine Rural Reconstruction Iviovement 
1970-71" (Published brochure, 1971), p. 19. 

-8/O.J. Sacay, D.H. Shapiro and R.H. Gecolea, 

Strategies in Rural Economic Development: A Case
 
Study in Five Philippine Villages. (Silang: Inter­
national Institute of Rural Reconstruction, 1971),
 
p. 73. &} 



number of crops which are intensively cultivated and
 
provide farmers year round sources of income. Nueva
 
Ecija in contrast has a monocultural cropping pattern
 
which generates income but once or twice a year when
 
there is irrigation water available. Moreover, an
 
aggressive program to increase production and income
 
was carried in Cavite out alongside efforts to encour­
age savings. The difference in success between Cavite
 
and Nueva Ecija is primarily attributed to the quality
 
of supervision provided to these village-level organi­
zati ons. 

14i ndanao
 

A successful program on a wider scale is being 
carried out in the island of Mindanao. As of 197U,
 
there were 38 credit unions organized with a total
 
deposit of F1.9 million. The average deposit of
 
these credit unions organized at the municipal level
 
was p50,360, or P290 per member.9/
 

It was reported that about 60 per cent of members
 
are farmers. Farmers are considered to be good bor­
rowers although possessing the tendency to borrow more
 
than they have saved. The same tendency observed in
 
Cavite province may also be applied in l0indanao.
 

The remarkable success of the credit unions in
 
Mindanao is attributed primarily to the training and
 
educational program carried out by the Southern Phil­
ippines Educational Cooperative Center (SPECC). A
 
prospective member is required to complete 18 lessons
 
on cooperatives and make 9 deposits before he becomes
 
a member. In addition, three-month leadership courses 
and 6-week live-in management courses for credit unions
 
are provided by the center.
 

Credit unions organized in communities where
 
there are farmer-members tend to have smaller deposits
 
than credit unions organized in established institutions.
 

9 /Based on information contained in a proposal
 
submitted by the Southern Philippines Educational
 
Cooperative Center to the Chairman of the National
 
Economic Council, June 21, 1971.
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Of the 28 "community type" credit unions, the average
 
deposit was p21,164 per credit union and ?149 per
 
member. This compares with p132,109 per credit union
 
and P503 per member where credit unions have been
 
organized among employees of business establishments.
 
The same tendency is noted in the entire country. The
 
largest credit union are organized among employees of
 
business concerns.
 

Vi sayas
 

Similar successes are being experienced in the
 
Visayas on a program being carried out along lines
 
similar to those carried out in Mindanao. Sixteen
 
credit unions are reported to have a total deposit
 
of ?3.2 million. About 80 per cent uf members are
 
farmers who are not the biggest depositors but who
 
are reputed to be the most regular savers, deriving
 
a regular source of income from crops consisting
 
predominantly of coconut and rice. In addition,
 
most of these farmers own the land they till.
 

Training is being conducted by the Visayas
 
Cooperative Training Center (VICTO).
 

GOVERNMENT POLICY
 

The government's policy on small farmer savings
 
is one of disconcern. Recent experiments of credit
 
unions in the Philippines indicate that they have
 
not received any financial support whatsoever from
 
the government. Credit unions were left entirely
 
to their own resources. Loans generated by these
 
institutions were financed entirely out of the
 
deposits of members.
 

The government has not made any explicit pro­
nouncements or implied policies to encourage savings
 
among small farmers. As a matter of fact, credit
 
unions are classified as non-agricultural cooperatives.
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An attempt was made by the government in the
 
past to provide assistance to credit unions and
 
other non-agricultural cooperatives with the esta­
blishment of the Phiiippine National Cooperative
 
Bank. This bank started operations in 1960. It
 
did well until 1965 when its financial condition
 
started to deteriorate, finally reaching a crisis
 
in 1971. Mismanagement and large past due accounts
 
were principally rsponsible for this development.
 
Thegovernment's withdrawal of its deposits also
 
contributed in no small measure to the demise of
 
the bank. It is now defunct and is at such a state
 
that any attempt at reviving it will incur more cost
 
than the setting up of a new one. Neither alter­
natives appeal to policy makers.
 

Summary and Conclusions
 

At the present time, it would be better to draw
 
conclusions from experiences gained in generating

savings rather than from the results of studies which
 
only serve to indicate the savings behavior of small
 
farmers.
 

Savings Generation
 

Research studies on family income and expendi­
tures suggest that only a very small proportion of
 
small farmers could have generated savings. These
 
studies also indicate that farm families need not
 
have a high income to be able to refrain from deficit­
spending, implying that savings may be generated even
 
from low income farmers. It is however felt that
 
research findings tend to present an underestimation
 
of savings potential in the rural areas. Until more
 
meaningful studies on propensity to save among small
 
farmers are carried out, research information cannot
 
be completely relied upon as the basisfor policy
 
formulation.
 

Experience clearly shows that savings can be
 
generated among small farmers. It should however
 
be recognized that there are certain factors which
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favor a better savings performance. Farmers in
 
multi-cropped areas and areas grown to permanent
 
crops will tend to have greater savings potentials.
 
Income of farmers in these areas are more uniformly
 
distributed throughout the year.
 

Credit Unions
 

The establishment of credit unions seems to
 
be the most feasible approach to generating rural
 
savings. The key to the success of these institu­
tions are: 1) the availability of local leaders;
 
2) rigorous education and training; and 3) regular
 
and strict supervision.
 

It should also be recognized that small farmers
 
will tend to borrow more than they have saved. With
 
a loan policy of extending unsecured loans twice the
 
amount of savings, a borrower"automatically deprives
 
another member ofthe opportunity to borrow. This
 
arrangement becomes a disincentive to saving.
 
Counterpart sources of funds are therefore needed.
 

A possible source is the deposits of non-farmer
 
members. Experience shows that families deriving
 
regular incomes from sources other than farming tend
 
to save more. Hence, credit unions organized in
 
areas where farmers are a minority tend to have
 
larger deposits. But whether farmers can hold their
 
ground in the allocation of loanable funds is
 
questionable.
 

There does not seem to be any alternative but
 
for the governm-nt to step in and match credit unions'
 
capital. A better situation will arise as compared
 
to the present arrangement whereby a farmer can
 
obtain loans without any savings at all. It is believed
 
that credit unions can be organized and developed into
 
a state of maturity for these to be able to handle
 
funds from outside sources.
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Savings and Loaning Institutions
 

A viable cooperative banking system with adequate
 
to the proper
government financial support is essential 


in the country. These
development of credit unions 

banks will serve as a depository of funds and a source
 

same way that credit
of loans for credit unions in the 

unions deal with their members. Existing financial
 

institutions cannot perform these functions if they
 
to observe normal banking policies. Neither can
are 


from these sources already
funds be re-loaned as funds 

carry a retail price tag.
 

also be developed
The rural banking system can 

into a savings institution for small farmers. Rural
 

or
banks can pursue aggressive savings campaigns may
 
to small farmers.
even open investment in these banks 


A forced savings program for borrowers will also
 
in the rural
contribute to the expansion of deposits 


areas.
 

The foregoing steps however are contingent on
 
savings by the government.
a definitive policy on 


Unfortunately, the government's present posture is
 

non-committal.
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SUMMARY 

Conc lusions
 

1. 	This study indicates that the principal constraint on small
 
farmer productivity is economic. HYV technology is less profitable,
 

per crop, than the lower yielding traditional methodology, for the
 

typical yields obtain2d.
 

2. 	Greater productivity and profit are technically feasible, but are 

beyond the farmer's present experience and expectations. 

3. 	A fixed rental would significantly improve the farmers income
 

potential in HYV production. 

4. 	 4ithout both increased incentive and knowledge, 3 HYV productivity 
program will not be successful.
 

Recormnendat ions
 

1. 	A palay price support program -- to reduce the risk to the tarmer.
 

2. 	A land reform program to redistribute the productivity increases
 

in favor of the (tenant farmer.
 

3. 	'ontinuing extension training and adaptive field research trials 

to demonstrate HYV potential.
 

....o.........
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PALAY PR3LUCTIVITY AND PROFITABILITY IN ILOILO, 1971-72
 

A Comparative kralysis*
 

Kenneth F. Smith
 
Management Systems Advisor
 

Office of Agricultural Development USAID/Manila
 

December 1972
 

General Situation
 

Iloilo Province is one of four provinces on Panay Island in the Western
 

Visayas; the third ranking pal;ly 
I producing region in the Philippines in
 

1971.2 Palay farming accounts for 43% of the cultivated land area in Iloilot
 
91,000
and is widely distributed throughout the province, involving some 


farmers; most of whom have small farms of about 2 hectares.
 

In Iloilo, rice is grown under three different types of conditions: Upland
 

(low 	yielding); Rainfed Lowland (moderate yield); and Irrigated Lowland
 

(high yield). Although the conditions under which the rice is grown tend
 

to limit production, yield is also strongly influenced by the variety of
 

seed used and the management practices followed. Discussions with
 

agricultural technicians on the Provincial Development Staff, Farm Management
 

Technicians of the Agricultural Productivity Commission, the Bureau of Plant
 

Industry, the Agricultural Credity Agency, and several farmers in the province,
 

as well as a farm Cooperative Manager, indicate that on properly irrigated
 

yields average between 40-45 cavans per hectare with "traditional"
lowland4 


* NOTE: This paper is a revised version of my earlier paper, Palay
 

Productivity in Iloilo, 1971-72, March 1972. That paper did not
 

distinguish between the share tenant and the leaseholder, but treated
 

the land rental of both as a fixed percentage. Since the share and
 
Ilease differ in a form which affects the outlay and returns to the
 

farmer, this paper elaborates on that aspect.
 

l/ 	Palay = rough, or paddy, rice
 

Extracted from Jesus C. Alix "Patterns of Distribution of Palay Harvest in
2/ 

Philippine Agricultural
the Philippines, 1956, 1963, 1970 and 1971" 


Situation (Bureau of Agricultural Economics, DANR) Vol. VIII No. 4,
 

Oct-Doc 71, Table 14 - Palay (Rough Rice); Percentage, Area and Production
 

by Region, Philippines, Crop Year 1.968-71, page 41.
 

3/ 	Extractee from Agricultural Development Plan 1972-76 Rice, Iloilo
 

(Draft), Provincial Development Staff, Iloilo, March 1972.
 

4/ 	Where the highest yields can be expected.
 

5/ 	1 cavan :.44 kilos
 
1 hectare z 2.47 acres
 



see~s and farming practices, and 65-72 cavans per huctare where high yielding
 

varieties (HYV) are used and modernized practices followed.
1
 

Improved Productivity Possible
 

Yields of 80, 90, 100 and even more cavans per stectare have been obtained 
by
 

some farmers, but these are the exception 
rather than the rule.

2
 

been established that the high yielding varietyUnquestionably, holdover, it has 
seeds produce move rice per hectare when modernized practices are 

followed,
 

and the emphasis uf the farm management technicians in the province 
has been
 

A major factor in obtaining
improved methodology.
in training farmers in che 

high yields with the improved practices has been the use of fertilizer.
 

Lack of Acceptance
 

intensified program was implemented in
 The HYVs were introduced in 1966 and an 


Slightly more than 50 percent of palay farmers are now estimated 
to be
 

1968. 

planting the HYV seeds, nationwide. Thus the government's effo~ts to induce
 

the farmers to plant the HYV's have been relatively successful.
 

However, farmers have been generally reluctant to adopt fully the 
modern
 

technology of intensive fertilization and.improved management practices 
that
 

should complement the "miracle seeds." Cousequently rice production in the
 
time, the palay farmer's income
province is far belcw potential. At the same 


and standard of living is generally considered unsatisfactory. This has posed
 

a problem for the farm management technician, namely - why doesn't the farmer
 

produce more since he needs the income?
 

Contributing Causes
 

Numerous reasons have been cited for this apparently anomalous situation.
 

Scarcity of credit for those who do want it has been a major complaint. Inability
 

of the farmer to qualify for credit, another. Insufficient technical personnel,
 

inadequately qualified ext2nsion workers, poor roads, insufficient farmer
 
oe time


training, farmer complacency, even laziness, have all been blamed 
at 


or another as the major constraint to increased farm productivity.
 

1/ This is considerably higher than the official 4 year average estimate 
of
 

Further­
42.5 c/ha for HYV irrigated palay for the Western Visayas Region. 


irrigated palay for the Philippines as a
 more, the 4 year average for HY' 

PALAY (Rough Rice) Yield Per Hectar6,
whole is only 45 c/ha - PHILIPPINES -


By Region, Seed Type, Irrigated and Non-irrigated Lowland Cavans. 44 
kR. Sacks).
 

May 29, 1972 & Dr. J. Atkinson, USDA. Project ADAM.
Source: BAECON, IAS ­
for variance
2/ Time limitations did not permit a detailed follow-up on the reasons 


between the 65-72 c/ha and the 80-100 + c/ha farmers. The IRRI indicates
 

however that "the more skillful growers, perhaps the top 25%, achieve 
rice
 

100 percent higher than the average yield due to better managment
yields 50 to 

practices." Rice Production Manual 1970, University of the Philippines 

college
 

of Agriculture, in cooperation with the International Rice Research 
Institute,
 

p. 355. 

3/ J.C. Alix, op.cir., p. 22. 



- 3-


Economics - Critical Factor
 

(as well as other factors) have played a
Undoubtedly, each of these 

However, a review of the Iloilo data indicates
contributing role. 


that from the farmer's vantage point of income, (rather than the
 

technician's approach of higher productivity) in the lower price
 

ranges which prevatl, the HYV technology is less profitable, 
per
 

lower yielding traditional methodology, for the
 crop, than the 

Even when higher prices are obtained, the
"typical" yields cited.' 


increased profit from the higher yield is marginal, while the cash
 

outlay requirements more than double.
 

cavans per hectare. the HYV technology is
For atypical yields of 1O0+ 


clearly advantageous in terms of total profit;
2 but the increased cost,
 

effort and risk involved, place it in a category which most small farmers
 

are cither unable to attain, or are as yet unwilling to 
undertake.
 

Estimating Costs
 

several ways to calculate costs,3 and obviously the amount
There r-re 

of profit shown will depend on what factors are excluded 

from the
 

cost of production. Following the recommended IRRI approach, table 1
 

outlines the estimated costs of each step of the rice production
 

process in Iloilo.
 

I/ Bearing in mind that these "typical" yields are higher than the 

. . op. cit.
official average! PHILIPPINES - PALAY (Rough Rice) Yield 

great in most cases.
 
2/ Although even then the return on capital is not as 


Randolph Barker "The Economics of Rice Production" Rice 
Production


3/ 

Manual, 1970. University of the Philippines, College of Agriculture,
 

in Cooperation with the International Rice Research institute, 
p. 296.
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TABLE 1 - ESTIATED PER HECTARE COSTS FOR .- CE CULTURE - ILOTLO PROVINCE 1972 

Type of Expense Traditional HYV 
Item Activity Quantity Materials Labor Rental (Pesos) (Pesos 

1. Seed 	 1 Cavan M 55 55 
2. Plowing 	 L 5 5 
3. Harrowing 	 L 5 5
 
4. Seed Treatment M 	 - 7
 
5. Sowing Seed Bed 	 L 5 5
 
6. Fertilizing 4 kg 14-14-14 -- 2
 

Lf L
 
7. Spraying 	 2 tbsp Sevin (1- 1
 

L L 	 1 

8. Irrigating 	 L 2.50 2.50
 
9. Plowing 	 (By carabao) L 60 60
 

10. 	First Larrowing L 30 30
 
11. 	Drait.ing L 5 5
 
12. 	irrigating L 5 5
 
13. 	Second Harrowing L 30 30
 
14. 	Draining 1 5 5 
15, 	Feitilizing 50 kg. Urea I'M - 153 

200 kg 14-14-14 L 6 
16. 	Leveling L 30 30
 
17. 	Pulling Sc:dlings L 60 60
 
18. 	Transplanting L 70 90
 
19. 	Insecticide 1 Itr Diazinon - 8
 

(Foliar) L 6
 
20. Fungicide 1 kg copper - 16 

- L - 12 
21. 	Replanting L 12 12 
22. Insecticide 1 ltr Gusathion f - 19 

(Foliar)L.- L - 6 
23. Fungicide 	 1 kg Hinosan M 35
 

1M 74
24. Weedicide 	 25 kg Tavion 10 

(Granule) L_ L 	 3 3 

25. 	Rogueing L 6 
26. 	Weeding L 40 60
 
27. 	Irrigatin-. L 5 5
 
28. Insecticide 	 1 kg Folidol M 10 19
 
29. Fungicide 	 1 kg Hinosan f - 35 

/-M L 	 6 6 
30. 	Draining L 5 5
 
31. 	Topdressing Pert. 50 kg Urea fii - 28 

L 	 3 
32. 	Irrigating L 5 5
 
33. 	Irrigating Fee R 25 25
 

34. 	Draining L 5 5
 
35. 	Interest on Loan for Labor and R - 32 

Materials (P800 @ 8% x 1/2 yr)* 
36. 	Harvestlig L (Yield x 7% x Selling Price) 
37. 	Threshing and Drying L (Yield x 7% x Selling Price) 
38. 	Warehousing Fees R (Yield x 1/2 peso)
 
39. Land Rent R (Variable - see text) 
SOURCE: Agrictltural Division, Provincial Development Staff, Iloilo, March 1972 
e 	In many cLses the true interest is higher than 8%, since the interest is often
 

collect.-d in advance end "service charges" are added. (D. Tinsler, AD/USAID/M)
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Land Rental
 

There are many schemes for land rental payments, with three principal
 
patterns; two under Share Tenancy, ana one under Leasehold Rental.
 

Under the Share Tenancy system which predominates in the province, both
 
the costs of production and the income from harvest are usually shared.
 
In most cases, the Landlord and the Tenant share both the costs and the
 
income equally, on a 50 - 50 arrangement. This system requires the
 
lowest cash investment from the tenant, and gives him the least exposure
 
to risk.
 

In other cases, the Tenant incurs all the costs, but receives a dispro­
portionate amount of the income:- 60% on a 60 - 40 Share, or even 70%
 
on a 70 - 30 Share basis. In effect, this latter sharing system is a
 
high rental, which varies with the size of the crop. Psychologically,
 
it is justified on the grounds that it provides more incentive to the
 
tenant to produce, while affording him great security in the event of
 
a crop failure; since there is no rent due and the landlord can be
 
relied upon to provide subsistence in that eventuality.
 

Under the land reform program,where a tenant has a Leasehold Rental
 
arrangement, the rental is fixed. The amount, determined by formula, is
 
25% of the average harvest of the three previous normal crops prior to
 
obtaining the lease, thus:-


The rents typically range between 1J and 15 cavans., and are due whether the
 
farmer has a harvest or not, regardless of the reason.
 
Amortizing owners are essentially in the same situation as the leaseholder
 
above, but make purchase payments rather than mere rental.
 

I/ This paragraph has been included as a result of sevceral discussions
 
with Mr. David Christenson, Land Reform and Credit Advisor, AD/USAID/M.
 
My previous paper treated Land Rent solely as 25% of the yield, as
 
reported to me by the Iloilo Provincial Agricultural Staff, Actually,
 
the situation is more complex than this, ind the diffezences are
 
significant enough to warrant a fuller treatment.
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To examine the profit to the farmer under various conditions, in terms of return
 

above cash outlay, the data inTable 1 has been rearranged inTable 2. For our
 

purposes, labor isassumed to be hired for harvesting and threshing. Labor for
 

other activitIes is assumed to be performed by the farmer and his family, at
 

no cash cost.
 

- ILOILO PROVINCE 1972
TABLE 2 - ESTIMATED PER HECTARE CASH COSTS FOR RICE CULTURE 


Traditional HYV
Item 


55 55
1 Seed 
- 183


2 Fertilizer 

20 213
3 Insecticide, Herbicide & Fungicide 


4 Hired Labor for Harvesting, Threshing and
 
(Yield x 14% x Selling Price)
Drying 

(Yield x 1/2 peso)
5 Warehousing Fees 

(Variable, see text)
6 Land Rent 


25 25
7 Irrigation Fees 

- 328 Interest on Loan 


The profitability to three "typical" farmers is outlined 	on the following 
tables.
 

Table 3 sumniarizes the costs and benefits of palay production calculated 
for
 

various yields at different selling prices.
 

TABLE 3 - COSTS AND BENEFITS OF PALAY PRODUCTION FOR TYPICAL AND ATYPICAL YIELDS
 

OF TRADITIONAL AND HIGH YIELDING VARIETY PRODUCTION FOR AN ILOILO
 

SHARE-TENANT (50-50) 1972, GIVEN THREE DIFFERENT SELLING PRICES FOR
 

PAAY 

HIGH YIELDING VARIETIES Ca/Ra).TRADITIONAL (Ca/Ha) 

90 10040 45 65 72 80 

A. Selling Price 20 Pesos/Cavan
 

402.5 419

Cost 	 116 124.25 361.25 372.8 386 


1000
650 720 800 900
Income 400 450 

414 497.5 581
Profit 284 325.75 288.75 347.2 


2.07 2.24 2.40

Cost/Benefit 1: 3.45 3.62 1.80 1.96 


B. 	Selling Price 25 Pesos/Cavan
 

414 434 454
140 384 398
Cost 	 130 

1250
500 562.5 812.5 900 1000 1125
Income 


370 422 428.5 502 586 691 796

Profit 


2.26 2.42 2.60
Cost/Benefit 1: 3.85 4.00 2.12 	 2.76
 

C. Selling Price 30 Pesos/Cavan
 
465.5 489


Cost 144 155.75 406.75 423.2 442 

1080 1200 1350 1500


Income 600 675 975 

884.5 1011
568.25 656.8 758
Profit 456 519.25 


2.72 2.89 3.07

Cost/Eenefit 1: 4,16 4.35 2.39 2.56 


104 
Due to rural unemployment and underemployment typically 

experienced in the
 

-
11 

Philippines, the opportunity cost of labor for the farmer and his family is
 
treated as zero.
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TABLE 4 - COSTS AND BENEFITS OF PALAY PRODUCTION FOR TYPICAL AND ATYPICAL 
ANYIELDS OF TRADITIONAL AND HIGH YIELDING VARIETY PRODUCTION FOR 

ILOILO SHARE-TENANT (60-40) 1972, GIVEN THREE DIFFERENT SELLING 
PRICES FOR PALAY 

TRADITIONAL .(Ca/Ha) HIGH YIELDING VARIETIES (Ca/Ha) 

90 100
40 45 65 72 80 


A. Selling Price 20 Pesos/Cavan
 

Cost 232 248.5 722.5 745.6 772 805 838 

Income 480 540 780 864 960 1080 1200 

Profit 248 291.5 57.5 118.4 188 275 362 

Cost/Benefit 1: 2.07 2.17 1.08 1.16 1.24 1.34 1.43 

B. Selling Price 25 Pesos/Cavan 

Cost 260 230 768 796 828 868 908 

Income 
Profit 

600 
340 

675 
395 

975 
207 

1080 
284 

1200 
372 

1350 
482 

1500 
592 

CostiS ,nefit 1: 2.31 2.41 1.27 1.36 1.45 1.56 1.66 

C. Selling Price 30 Pesos/Cavan
 

931 978

Cost 288 	 311.5 813.5 846.4 884 


810 1170 1296 1440 1620 1800

Income 720 


Profit 432 498.5 356.5 449.6 556 689 822
 

1.63 1.74 1.85
Cost/Benefit 1: 2.50 	 2.60 1.44 1.53 


For the dubious distinction of "independence" and "privilege to exercise
 

initiative," the 60-40 HYV share tenant is in much worse economic shape than
 

his 50-50 counterpart, at all stages. He doesn't begin to break even with
 

the traditional 50-50 farmer until he reaches the upper production levels
 

(generally above 80 cavans/ha). To support his farming operations he must
 

capitalize heavily.
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FOR TYPICAL AND ATYPICALBENEFITS OF PALAY PRODUCTIONTABLE 5 - COSTS AND 
AND HIGH YIELDING VARIETY PRODUCTION FOR ANYIELDS OF TRADITIONAL 

ILOILO LESSEE TENANT (FIXED RENTAL)* 1972. GIVEN THREE DIFFERENT 

SELLING PRICES FOR PALAY
 

(Ca/Ha) HIGH YIELDING VARIETIES (Ca/Ha)TRADITIONAL 

10072 80 90
40 45 65 


A. Selling Price 20 iesos/Cavan
 

Cost 
Incoma 
Profit 

432 
800 
368 

473.5 
900 
426.5 

962.5 
1300 
337.5 

985.6 
1440 
454.4 

1012 
1600 
588 

1045 
1800 
755 

1078 
2000 
922 

Cost/Benefit 1: 1.65 1.91 1.35 1.46 1.58 1.72 1.86 

B. Selling Price 25 Pesos/Cavan 

Cost 
Income 
Profit 

510 
1000 
490 

561.25 
1125 
503.75 

1068 
1625 
557 

1096 
1800 
704 

1128 
2000 
872 

1168 
2250 
1082 

1208 
2500 
1292 

Cost/Benefit 1: 1.96 2.01 1.52 1.64 1.77 1.93 2.07 

C. S&lling Price 30 Pesos/Cavan 

Cost 
Income 
Profit 

538 
1200 
612 

649 
1350 
701 

1173.5 
1950 
776.5 

1206.4 
2160 
953.6 

1244 
2400 
1156 

1291 
2700 
1409 

1338 
3000 
1662 

Cost/Benefit 1: 2.04 2.08 1.66 1.79 1.93 2.09 2.25 

Due to the fixed nature of the rent, the "Land Reform" leaseholder 
is significantly
 

better off than his share-cropping brothers, as all increases 
above the rent accrue
 

to his favor. Below 25 pesos/ca, however, the profit on HYV in the "normal" range
 

is less thi.n that of the traditional yield, and doesn't seem to 
warrant the extra
 

effort involved.
 

seen better when presented graphically, as in the following 
tables.
 

These nuances are 


ror the purposes of this analysis the rental of 40 and 45 cavans yield has
 

been assumed as 25%, while for 65 cavans and above, it has been fixed at the
 

equivalent price of 12 cavans.
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Price Support Rate Unrealistic
 

It is clear from the foregoing tables (6-9) that the 1966 palay support
 

price1 of 16 pesos per cavan is now unrealistically low, providing no
 

In fact the HYV 60-40 share tenant
ince:ntive for productivity increases. 


loses money at this price. Even at 20 pesos a cavan, most farmers who
 

produce 40 cavans per hectare will still make a larger profit than those
 

who produce 65 cavans ia.
 

With a selling price of 25 pesos/cavan, at the 65 cavans/ha yield the
 

50-50 share tenant farmer is just about "breaking even" with the best
 

traditional production rate, while the leaseholder and the 60-40 share
 

5cill behind. And this, after undertaking greater cash outlay
tenant are 

and effort.
 

It is not until a price of 30 pesos/cavan is reached that most types of
 

farmers are compensated for this additional effort.
4 Even then, return
 

a lcwer rate than the lesser yield.
on investment is still at 


Risk
 

Even with an adequate guaranteed price for his product, the farmer incurs
 

He is at the mercy of weather - floods, drought, winds;
tremendous risks. 

If he survives
insects and disease, which can and do destroy his crops. 


all this, and he and his neighbors reap a bountiful harvest, without a
 

price support policy, the laws of the mcrketplace conspire against them,
 

and 	the price falls.
 

The 	answer to the farm management technician's question of why the farmer
 

doesn't grog more, even if he knows how, can be illustrated in terms of
 

game theory where the individual is pitted against the other farmers,
 

and the various options considered.
 

If the individual farmer opts for HYV technology, he must obtain credit,
 

and put in additional effort over the traditional variety production.
 

During the time that this data was being gathered, the
l/ R.A. 4643. 

price for palay was 27.5 pesos per cavan. The 20-30 pesos was cited
 

a general range for the market to fluctuate.
as 


since HYV's are generally priced
2/ The differential is actually greater 


lower than the traditional ones.
 

cover
3/ 	These data indicate that it takes about 25 cavans of palay to 


the additional cost of HYV inputs; - Fertilizer, insecticide, herbicide,
 

fungicide, hired labor, warehousing and interest.
 

The 	60-40 share tenant doesn't improve his situation until he approaches
4/ 

the 	80 cavan/ha level!
 

5/ 	Zero-sum game, with two options. ij. 



Table 10 iluot aLtes the investment and payoff to the individual farmer under
 

different con,. )ns:
 

PAYOFF TABLE TO INDIVIDUAL FARMER UNDER ALTERNATE STRATEGIES AND YIELDS
TABLE 10 -


Minimax
 
Risk Strategy
Total Yield for 


All Other Farmers 'IISelection
 

Individual Farmer Poor Rank (Good Rank Worst best 

_(50-50 Share Tenant) Harvest Order Harvest Order Case Case 

Traditional*Price 3 p/ca 20 p/ca I 

45 ca/ha Crcdit: 
Effort : - 2 

20 p 
- 3 3 2 x 

7:ofit 519.25 325.75 

Price : ?0 p/ca 20 p/ca
 
Credit : 544 544 4
HYV 

16 m/days+ J 16 m/days+ 4 1
72 ca/ha Effort

Profit 656.8 347.2
 

-__ 

If the total harvest is poor, the scarcity will drive up the market price of palay,
 

to say 30 pasos/cavan. The individual farmer who planted traditional varieties will
 

receive 519.25 pesos profit for his 45 cavans, with little investment in cash or
 

effort. If ha had planted HYV he would have received a greater profit (656.8 pesos)
 

for his addi;ional efforts and cash outlay.
 

If the total harvest was high, the price would tend to fall, perhaps to 20 pesos/cavan.
 

In this case, the traditional farmer would receive 325.75 pesos for his minimal
 

efforts, while the HYV farmer would net only 347.2 pesos after having had to bear
 
the cost of his inputs,
 

Comparing these four cituations, the individual is better off where he produces HYV,
 

but there is a poor harvest overall.1 He is much worse off, "losing" about P309.6
 

when there is a good harvest, The traditional planter under similar circumstances
 

only risks a P193.5 variance; although the overall HYV profit is slightly higher,
 

the additional effort and expenditure do not seem to be worth the slight increase
 
in payoff.
 

Evaluating these alternate strategies in terms of reducing risk to the individ,al
 

farmer2 the HwV route is riskier. It is the way of the aggressive innovator,
 

requiring additional capital and labor for the extra gain. The penalty for failure
 

is high however. The traditional route is more conservative - the prospective gains
 

are less, but so is the potential loss. Even if the profit margins were changed
 

the factor of additional credit and effort would likely favor the conservative approach.
 

1/ This is contrary to the hopes of the farm technicians.
 

2/ "Minima Strategy" -- minimizing the maximum loss, or reducing the risk.
 

Although the comparison shown is between 45 ca traditional "leld and 72 ca HnV,
*NOTE: 

what is really being compared here is technological production rather than
 

Actually, planting HYV rice without the accompanying inputs
varieties. 

same result as planting traditional.
will jeld about the 


L.,?. P.J 
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Appropriate Floor Price
 

A price support program for palay would be advantageous to the farmer in
 
several ways, It would reduce his risk, by enabling him to estimate
 
return for his efforts, before planting. This he cannot do now. It would
 
also make him a better credit risk, as bankers could also calculate his
 
ability to repay loans. The advantages of increasing productivity beyond
 
72 cavans/ha would also be apparent.
 

The level at which the floor price should be established, is a function
 
of both "feasible" productivity, and "reasonable" profit. If set too high,
 
a support price could stifle initiative and stagnate productivity.1 Set
 
too low, it will fail to provide any incentive.
 

Frequent changes in costs, yields, and income expectations suggest that the
 
actual support price be evaluated annually.
 

HYV 	Input Subsidy
 

At present productivity levels, HYV technology is less profitable, per crop,
 
than the traditional methodology. A subsidy on inputs (principally fertilizer)
 
could redress this imbalance. It would not reduce the risk factor, however,
 
and without a price support program would probably not be effective.
 

Other Considerations
 

This discussion has compared traditional with HYV rice on.the assumption that
 
only one crop is planted. There are, of course, more complex considerations.
 
With the HYV, the growing period is shortened from 180 to 125 days, enibling
 
the energetic farmer with adequate irrigation to grow two or even three
 
crops per year. Furthermore, the HYV's are generally more resistant to
 
lodging and disease and thus more likely to produce a crop than the
 
traditional yields.
 

When considered .on a profit per hectare per year basis, the HY obviously
 
presents a better picture than the traditional varieties.
 

l/ 	Many technicians contend that the farmer is only motivated by economic
 
gain to a certain level of income (an individual decision), after which
 
wore value is placed on other, more leisurely pursuits.
 

2/ 	For example, if one assumes that a desired profit level is 600 pesos,
 
and the 50-50 share-tenant farmer knows that he possesses the capability
 
to produce over 80 cavansiha, a support price of 25 pesos/ca would be
 
appropriate. A 30 pesos/ca price would probably have little effect on
 
productivity, as the farmer could reach his desired level by merely
 
continuing his present behavior. Similarly, a 20 pesos/ca price would
 
require yields so far beyond the farmer's expections (in e:icess of
 
100 ca/ha) that he wouldn't bother trying.
 

3/ 	The statistics of HYV usage, (J.C. Alix o cit) coupled with the low
 
yields (BAECON and Dr. J. Atkinson, op cit) tend to suggest that HW
 
seeds are being used, but without the supporting inputs.
 

1"13 
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Also, IRRI has demonstrated in field trials that yields in excesi of 100 cavans
 
are 	not confined to the experimental plots of research stations.L
 

Nevertheless, the typical Filipino farmer is not yet in this category.2 Within
 
his experience, price policies; credit availability; costs of inputs; yields;
 
and net profit; - in short, all the factors which make up his frame of
 
reference ---militate against him striving for HYV production.
 

Conclusions and Recommendations
 

1. 	The principal constraint on the small farmer'.: productivity is economic
 
uncertainty. A Dalay price support program would significantly reduce the
 
risk to the farmer, and encourage him to produce more.3
 

2. A land reform program will better the farmer's l t by a redistribution of
 
inconle at whatever rate he is currently farming. Further, the negative
 
facto;. (of holding down the yield in order to reduce the future rental)
 
is removed. Additionally, since the farmer will retain the increased
 
production fo:: his ovi benefit, he shculd be motivated to produce more.
 
Without a meaningful price support sy.item, however, land reform alone
 
will not provide sufficient incentive to increase yields. At the lower
 
price levels he doesn't start bettering his 45 cavan/ha profit signi­
ficantly until his production approaches 80 cavans per hectare.
 

3. 	With improved farm management practices, greater productivity and profit
 
than at present are technically feasible with the HYV's. Whether this is
 
beyond the farmer's present capabilities and expectations, or whether he
 
has been "laying back" on production because of economic reasons is
 
uncertain. If the farmer is not responsive to a price support program, it
 
could be that he does not possess the required knowledge, and a campaign
 
to educate him would be in order.
 

4. 	In the meantime, continuing extension training efforts and adaptive field
 
research, trials could probably best demonstrate technical feasibility. In
 
conjunction with a greater incentive to produce, this should bring about
 
the changes desired.5
 

5. 	Without both inrentive and knowledge, a program to increase productivity
 
will not move very far, very fast.
 

l/ 	"basagana 99'the applied research project conducted jointly by NFAC, APC
 
and IRRI on rainfed and upland rice in 5 municipalities in Bulacan and Nueva
 
Ecija, reported yields of 120 cavans per hectare. Rainfed Rice and the New
 
Technolqj in the Philippines, 1973 Shell Chemical Company and Vernon Ross,IRRI.
 

2/	The govari-v:en:goals are in the 70's. 100 ca/ha is considered unrealistically
 
high by the average farmer.
 

3/ 	Significantly, since the earlier version of this paper was written and circu­
lated in March 1972, the Philippine government has considered, and recently
 
(December 1972) adopted a price support program of P25 per cavan to be
 
implemented for the coming crop season.
 

4/ 	Und.- the "!New Society" of President Marcos, Land Reform is to be a major 
priority program in the Philippines which will move the rice farmer to
 
"Amortizing Ovmer" status, so that he may reap the benefits of his efforts.
 

5/ As part of its Disaster Recovery Program from the floods, USAID/P has developed
 
several innovative projects to supply the inputs for "Whole Farm" demonstrations.
 


