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I'TRODUCT ION 

It is a rare honor and privilege to be here today as a participant 

in this workshop on Rural Development. I am sure that at this tM there 

is little need for me to emphasize the significance of rural development, 

particularly the Philippine economic devolopment, sinco this has been 

adequately covered by the esteemed speakers of the previous days. Tht 

us then directly proceed to the topic of this paper: The Fural Banking 

System as an institution for financing agricultural productivity. 

The central role of agricultural productivity in the over-all 

pattern of rural development is universally recognized. It may, with 

precision, be designated as the "moving" factor of rural development. 

A low level of rural development is always traceable to lou agr .cultural 

productivity, while high agricultural productivity never fails to incroase 

rural development. Of course other factors may affect the pace of rural 

development, but it is undeniable that real rural development cannot 

proceed without an improvement in agricultural productivity. 

Accepting the premise that a high degree of agricultural production 

is a necessary factor of rural development, lot us then turn to the 

Philippine situation.
 

Present production figures sadly bear out the fact that thc Philip

pines has one of the lowest levels of agricultural productivity. Rice 

and corn, which are our country's staple food items, are still way below 

the world's average productivity yields. Even in our part of the world, 

in Asia, our productivity suffers by comparison to other countries such as 

In the face of a rapidly increosing population,Japan, Bijrma and China. 

the problem of low productivity assumes graver proportions as deficiencies 

in agricultural production result in inflation and spiralling food prices, 

and hinders the over-all development of our country. 



Increased aSTiciJltural productivity then has become an imporative 

of rural, and total, development of our country; Toward this end, 

various progrJas have been set up and initiated, each designed to solve 

a specific aspect of the problem. The Rural Bonking Program is one of 

those, and it is especially designed to meet the problem of financing 

agTicultllcal productivity. 

i.e Historical Dacluround of the Philippine lir-_l B~tnlkinr. System -

The dstablishnent of the Rural Banking System in 1952 by Republic 

Act 720 was a bold stop taken by the govornment to solve the problem 

of providing credit to the small farmers, small businessmen, and srml 

entrepreneurs who comprise 75% of our population. The organization of 

rural banks rm.arkc d the end of alrmst five decades of vacillation and 

failures on the part of the government to set up a truly effective 

system of providing credit to the rural population. These early 

failures have been variously attributed to the lack of adequately 

trained personnel, lack of capital, lack of adequate supervision and 

mismanagement of funds. 

C nceivcd as a new formula in rural financing and premised on the 

assunption that a -artne-shiD by the government and private capital with 

a minimum of interference from t!he govrrLlent wouild be satisfactorily 

workable, our Rural Banking Program is unique in the world. Further, 

as believed that banks in the ri.l areas owmied and manLaged by 

Le living in the local.ty could more effectS.vely operate L7 

ansing with the usual banking formalities ar.1 attending with 

itch the credit needs of local borrowers. It w s naturLl to 

Bve that in the early days of the Pixogram, tihere were so many 

misgivings on the chances of success of this new Progra. Duri.ng the 

first t.o or three years of the Program, the Centr.-.al Bank's function 

was rainly devoted to promoting intensivey the rural bankIng system 

in the country. 
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Fourtecn Years of Rural Danin:- in the Philipp ines 

Fourteen yoars of rural banking, however, hve produced results that 

dispellecl thc- early doubts and misgivings. This bold an,.-roach to the 

problem- of rural credit and the results after 14 years of the System has 

fully justified the faith of those who originated the idea auid exerted 

efforts to establish the System as well as tiosc who primarily risked 

their capital in the venture. 

Wc have today a vast network of 317 rural banks spread over the 

length and breadth of our islnds satisfactorily fipplying the credit 

requirements of thG farmers in their respective areas of operation. 

These arc indeed 317 solid arguments in favor of the efficacy and
 

serviceability of the rural banks as credit institutions in these rural
 

areas.
 

Present figures show that during these 14 years of the System,
 

it has granted loans aggregating 1.2 billion pesos to some 2.1 illion
 

borrowers. Of this, na-lost one billion pesos or 83% wont to agriculture. 

At present, resources of the System totalled almost 300 million pesos 

spread out all over 52 provincs of the archipelago. This com-pares 

dramatically with 13 ycars ago when only 13 rural banks served the 

country with a meager 2.4 million pesos in resources. During 191 

alone 261 million pesos in loans were extended - an increase of 15.2 

million pesos over those of the previous year. 

A very oncouraging asoect of the System has been its effectiveness 

in iobilizin,.- savings in the rural areas. The end of 1965, showed 

320,000 savings and time accounts of the rural banks representing 

P75.2 million in deposits as against 265,008 accounts worth 62.5 million 

pesos in deposits for 1964. It is nee-dless to state that these savings
 

have augmented considerably the available resources of rural banks.
 

On its part, the Central Dank 'as continued to assist the System 

with capital contributions. 4s of' the cnd of 1965 some 289 rural banks 

have received counterpart capital assistaice of alout P44.3 million. 



For thc lost three years, the rural banks have been the recipient of some 

90 million pesos a year in rediscounting from the Cntrfi-l -Lark through 

a preferred rate of from 1/2 of 1i'to 2-1/2%. At yea.r eid, liabilities 

on rediscowxtced notes stood at 60".1 million pcsos, representing a decline 

of over half a million fro t hat of the provious year. 

Growth in the Number of Rural BDanmjks 

During the earlier years, there prevailed a lukewar:.i attitude towards 

the rural bc-wks as a new venture. In recent years however, resistance 

has been melting fast under the cold proof of the System's success, and 

at present the Department of IRural Banks is literally swamped ith 

applications to organize rural banks. As of today, we have approved 

33 applications for the establishfnent of rural banics which are now in 

the final stages of organization and 326 -pplications are being processed. 

The increase in the number of rural bankcs since 1952 is detailed in the 

followinr table: 

Year Luzon Visuyas Mindanao Total 

1953 13 4 1 18 

1954 18 5 3 26 

1955 29 6 3 38 

1956 57 11 7 75
 

1957 7L 15 13 106
 

1958 16 17 17 120
 

1959 9U 1U 19 135 

1960 1.6 22 22 160 

25 181
1961 133 23 


1962 167 32 25 224
 

1963 193 34 25 252
 

1964 220 37 26 283
 

1965 241 42 26 309
 

As -ill be noted, al.ost 800 of the rural banks are located in Luzon 

and about 13% and 7% in the Visayas and in iMindanao, respectively. There 

has been a tendency to establish rui.-l ban:s near the urban centers of 



popul2tlnn anrl it wou.ld have b:en more desirable if more of these
 

institutions were establishled in the Visayas and Mindanao. Towardt this
 

end we 1h.ve provided incentives for encouracin3 the organization of
 

rural banks in these areas.
 

The increase in rural banks and the numerous applications to set up 

rur.l i:anks reflect the hei;ghtened faith and confidence of our people 

in the System. Hbwever, we are procoeding carefully, so that the 

System's groiwth is never haphazard, but calculated and certain. UhJtile 

nore iural banks miht bc desirable, we believe that we should not 

sacrifice quality of rural bank managmcient to ochieve numerical quantity. 

Applications to establich rural banks are, therefore carefully and 

thoroughly screened to determine whether the establishment of a rural bank 

in the locality -°d the type of its mz, agement serves the economic and 

urgent needs for credit assistance in the area. 

Sources of Rural Banks Funds 

The Rural Danks have three (3) main sources of funds: private 

capital; ,overn.i(nt funds (which includes counterpart capital assistance 

and rediscountinn facilities) and deposits. The lack of adequate capital 

which had eal-lier plagued credit institutions established before the 

Rural 1aniks Act of 1952 still continues to be a problem of the Rural 

Banking System, though to a lesser degreo. As at the end of 1965, the 

capital structure of the System consisted of private capital contributions 

of L52. million, counterpart capital assistance of the government, 

P44.3 million and surplus and undivided profits of 1124.4 million. The 

modest aimount of -52.8 million harnessed from the private sector in a 

goverment-sponsored project is by itself m accomplishmnent. It is 

generally admitted that there is a reluctance of private capital to 

eng-aGe in a jeint venture with the government. It now appears that 

the Rural Danldmg System has hurdled this psychological block. The 

Rural Banking System as earlier pointed out has also been able to 

arner approxi,.ately P79 million deposits while borrowings from the 

Central Dcaic stood at P61 million as at the year end. 



VT1. 7low o2 capita1l hoe l.as f-ar bchind theinto the Systc.::, lavr 

credit de:.2ands of thc borrowers of t.. rural areas. This oanxs thl.t 

a substantial nu.-ber of borrowers will still have to turn to nrivate 

roney lenders for their crcdit require2ents even at usurious ratcs of 

interest. T11 Rurl Dankinr Systor.: the-refore will have to tap other 

sources of funds, either deposits or from foreign loans, in orCer to 

meet the der-and for credit by rural borrowers adequately. 

In order to provide the necessary funds for agricultural develop

ment, and1 in recognition of its i;:provinE officicncy, the Rural Donkinig 

System has been provided with funds for agricultural developaent. 

There are several :oves of far-reaching si,!inifica: .ce which have just 

been launched. The first is the provision of nedium an,. long-term 

loans for agricultural devolopent througi the ural fDanks out of a 

5 illion World Dnk loan to the Central Dxan. The second is the Rice 

and Corn Administration - Rural Bank proGram for rice purchases through 

a system of payments by banks arainst warehouse receipts or quedans 

from the farmers at a rice calculatad to insure farmers a fair return 

in tiisir investiments. The third is the provision by the United States 

Agoncy for International Development, through the [TEC for the am.out of 

-25OOO00 in selected rural ba.mzs under tho IT-C-USAID rural development 

projects for production -Ld commodity loans to farmers under liberal 

terms -jd conditions. Presently, discussions have been going on with 

representatives of the ITEC, USAID, the Central Danic and the aural 

Bankers Association of the Philipp-ines for setting up an Agricultural 

Guaranty and Loan Fund which is hoped to provide added -rotection to 

rural banks in their financing of the Administration's Rice and Corn 

Su,ficiency Progran. 

The present administration recognizes fully the strategic positions 

of rural banks in effectively pronoting its prograr for agriculbur.1 deve

lopmcnt. Rural Banks are so well placed as ideal channels of funds for 

increasec farn productivity since the .-anagem.ient of these ban's are composed 
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of local iea-Lers who are consciously aware of agricultural problems in 

their resective corinunity. With the intimate knowledge of these 

probleiis, thcy are, therefore, in a better position to come up with 

solutions responsive to local needs.
 

Character of Ooerations of Rural Dril-s 

The operations of rural banks all over the country proves the 

extensive credit ubrella they are capable of providing. The high 

point involved here in the conloieration of these sj:-.lal financial 

institutions around credit-parched areas. And because they cater to 

small farmers (defined as ownin- not more than 50 hectares of land) 

small businessmen aid industrialists (the capitalization not exceeding 

r:25,000) anc cooperatives - the group most closely connected with 

agricultural production - their contribution to the PhilipC.ine economy, 

as a W'le, is more direct, Their average capitalization cumounts to 

about 270,000 including the governme-nt counterpart fund. It is staffed 

on the average by 4 to 6 people who are all required to undergo training 

in the Central Bank before the rural bank starts operation. Rura Eanks 

are required to operate within the fraiieork of b'aicing laws and the 

rules and regulations governin- rural bancs promulgated by the Cntral 

B.,c. 

The Central iank, troulh its Department of Rural Ealks, is chLarged
 
with the responsibility of supervising the operations wid activities of
 

all rural branks whose books of accounts must be ex;.iined at least once a 

year. Aside from.i this ainual regular e:ocmination, periodical exainations 

are conducted by the Department of Rural Banks to give every assurance 

that rural banks are operating in accordanco with sound baniing practices, 

laws, rules anC. regulations. Unsound bandin practices, irrogularities 

and other deviations from the regulations arc immediately brought to the 

attention of the rural banks concerned and remedial measures are insti

tuted. In the entire history of the Systeml, we had only a few occasions 

to suspend the- operations of some rural banks. For want of a better word, 



we classify thcse banl:s as "distressed ban:s." Out of u*i 307 opcratin

rural banks as o-' Dec. 31, i'15, only dc-eI n 1 've thus been classified. 

10io C,:Atral Dank exercises utr.ost ind unreiattin,: vigilnce in the 

Supervision of the Rural 3Lu.in- Systc-m so as not to :allow these irsti
tatnst o follow the sxAG path of failure as t,: previous ones. iisttutions -L folo u oNost'- Gh o arq~tn 

important to uc is the developnient of sound credit practices and ati

tudes of thL rural ban1kcrs. 

To insure that rurn-l banics are run by competent personnel, ;hc-

Central Dank has establiche the Institute of Rural Danicing in the 

Department of Rural Dank,-s wJhich ai:i-s to provide ban1kin; education 6n 

d basic .lrvol to rural bankei-s, The pro_rar.i includes not only training 

in the basic operations of rural banks but also prepares thea to assu-no 

-positions of greater responsibility. Since 'e etablishmcnt of this 

Institute in 1957 about 3,000 rural bankers have Lundrgone this trainin3 

course, The sipertrisory activities of the Department of Rural !:anks as 

well as those of the institute of Rural Dankii are desined to rrom:otG 

the sound continuance of the Rlural 3anking Systeu. It is believed that 

the quality of the management of the rural bank is reflected in the 

quality of its operations. 

Proarnas for the IiorovErent of the System 

Some sectors ih?.vc taken a dim view of the perforranu-ce of the Rural 

Uankin: SysteG. durin- the last fourteei- years of its onerations. This 

cannot be altoc--her avoided. Dut as a qrowin- and dynariic force, the 

ural flanking System can stanc' sofe im rovc-ment in its drive to further 

enhance its effectiveness as an instrument for increased agricultural 

production in rural com.unities. In a joint research project of the 

Central Bank and the A.ricultural Credit Coopcratives Institute 

involving personal interviews of some 600 farmcr-borroWers selected at 

random, the following salient points werc revorled: 3/4 of the borroiwers 

interviewed felt that the loans granted to thein were sufficieit for their 

needs while 15;' declared that it was not adequate; 30%of some 1,O0 loans 



gral-.od were us3e" for Lai.dly livinr. c-xpens es, 10-' for non-far..ing 
activities and 15,' used the loans to mpay debts fro other souc s; 

i44, said that the pzriod of their ioan was adequate while 56, considered 

the, lol period as short, 

An intcrosting feature rcvealcd by the survey r ;'at a r.joviitv 

or about 1 of the loans wcr relc..sed on tie anl 70," .paid their 

loans on or before miaturity dates. About 94o of the borrowers intor

viowed expressed satisfaction on t.ie services of rural banks while 5"; 

statd that rural banks helped them greatly to increase their production 

incomes. 

The Central Dank throun-h the Departn.cnt of Rural Danks, aware of 

the multiple problo.ns facing the systei-, has sponsored national agricul

tural credit conferences and co-sponsored il the _Rural aanlcers Asso

ciation of the Philippines the annual convention of rural bar'ers. 

These agricultural credit conferences, at which rural banlers and 

ex1Ierts in their rcspective lines of a-ricultural meet, have been 

responsible for valuable exchanges of views and infor.nation on the 

problans a-d so"Lutions of agricultural development. In addition, uhe 

Central Dni: in order to broaden the nowledge of rural bankers, 

sponsors, and encourages observations -,nd international conferences 

abroad on moPiern trends of agriculture and agricultural credit. !,,e 

believe tlLat these observation trips .nd participation in international 

conferences in advanced countries will enable the rural baunkers to 

decide for themselves the solutions of similar jproblems in their res

pective areas of operations. 

0:TCLUSION 

The challenge to the Rural Bankin, System is how the present 

programs cn be effectively implemented to increale agric,.ultural 

productivity and ultimately to achieve a high lcvdl of living for 

s'iall farmers in the rural areas. Profiting from the experience of 

other countries faced with parallel problems and operating under 

http:problo.ns
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practically similar conditions, the Philippines has achieved a fodicun 

success in thn field of' acricultural credit notably in thc rural barldne 

system. To be sure, the System has had :lso its fair silare of failures. 

Problemis like insufficiency of loanable funds, thh slow ,-rovth of capital 

fornmation, the lack of trained fam credit tcchiicians, the nccd for 

properly trained bank personnel, the lack of coorination anon-i -overrjient 

agencies, the failure to disseminate the results of research studies, the 

inability to implcmnt the Land Reform Program. and other difficulties 

present seemingly insurmountable problems to increasing agricultural 

productivity.
 

I v.,ould like to request the participants in this confea-ence for 

recommi-lendations for practical and effective solutions to these- problens. 

It is possible that the rural banlcers might take a more active partici

pation ii discovering and identifying more profitable production possi

bilities in agriculture by working to--etlher with p)rogressive farmers 

and othEr a-ricultural organizations. 

Attention oti'ht be direct.d towards a study of -possible sources 

of funds both domestic and foreign, specially flnds which m:ight be used 

for aC.ricultural developmunt programs. The Rural Danking System has
 

sot an e3,amrrle of a rural crcdit system under which private capital 

can be r.obilized with assistance of public finds for servicing credit 

needs of agricultural develop.nent. The urgent need for funds by the 

System is as clear as its effectiveness as a tool for agricultural 

productivity. Foreign institutions therefore like the World Dank and 

USAID might be able to provide funds under easy credit tcrms. The need 

for finn.cing agricultural development programs in the Phili'pines makes 

it necessary tha, the funds ,provided be in the category of "soft" loans. 

On this basis we can look forward to the conitinued progress of the Rural 

Banking System and consequently its dynamic role i financing agricul

tural productivity. 
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