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THTRODUCTION

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 time thore
is little need for me to emphasize the significance of rural dovelopment,
particularly the Philippine ecconomic development, since this has been
adequately covered by the esteemed spealkers of the previous days. ILet
us then directly proceed to the topic of this paper: The Rural Banking
Systen as an institution for finanecing agricultural productivity.

The central role of agricultural productivity in the over-all
pattern of rural devclopment is universally rccognized. It may, with
precision, be designoted as the "moving" factor of rural development.

4 low level of rural development is olways tracecatle to low agr.cultural
productivity, while high agricultural produgtivity never fails to incrcase
rurcl development, Of course other factors may affect the pace of rural
devolopment, but it is undeniable that real rural development cuznnot
proceed without an improvement in agricultural productivity,

Accepting the premise that o high degree of agricultural production
is a neccssary factor of rural development, let us then turn to the
Philippine situation.

Present production figures sadly bear out the fact that ihe 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 bolow
the world's average productivity yields. Ewven iz our part of the world,
in Asia, our productivity suffers by comparison to other countries such as
Japan, Byrma and Chine. In the face of a rapidly inereasing population,
the problem of low productivity assumes graver proportions os deficiencios
in agricultural production result in inflation and spiralling food prices,

and hinders the over-all development of our country.



TIncreased agricultural productivity then has become an imperative
of rural, aand total, development of our céuntry; Toward this end,
various programs have been set up and initiatod, each designed to solve
a specific aspect of the problem, The Hural Bonking Progroam is one of
these, and it is especially designed to mect the problem of finzncing
agricultural productivity.

1o.¢ Historieal DBaclieround of tho Philippine Pural Banking Systoem -

The establishnent of the Rural Banlting System in 1952 by Republic
Act 720 was a bold. stop taken by the government to solve the problem
of providing credit to the small farmers, small businessmen, and snall
entrepreneurs who comprise 75% of our population, The organization of
rural hanks norked the end ¢f almost five decades of vacillation and
fajlures on the part of the governnent to set up a truly effective
systen of providing credit to the rural population. These early
failures have been variously attributed to the lack of adequately
trained porsonnel, lack of capital, lack of adequate supervision and
nismaonagenent of funds,

C.nceived as a new formula in rural financing and prenised on the
asswiptior. that a nartne~shiv by the governmont and private capital with
a nininun of interference from the govermaent would be satisfactorily
workable, our Rural Banking Progran is unique in the world, Furcher,

a8 believed that banks in the ru=al areas owued and managed by

le living in the locality could more effectively operate by

snsing with the usual banking formalities anl attending with

ateh tlic credit needs of local borrowsrs, It wus natural to

sve that in the early days of the Prugram, tilere werec so r.any
misgivings on the chances of success of this new Progran, During the
first two or thres years of the Program, the Ccntral Bank's function
was mainly devoted to promoting intensively the rurcl banking system

in the country.
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Tourteon Years of Rural Dankins in the Philipsiies

Fourtcen years of rural banking, however, have produced results that
dispelled the early doubts ond misgivings, This bold apgroach to the
problen: of rural credit and the results after 14 years of the System hes
fully justified the faith of those wio orizinated the idea and exerted
cfforts to ¢stablish the Systen as well as those who primarily risked
their capital in the venture,

We have today.a vast network of 317 rural banks spread over the
length and breadth of our islands satisfactorily supplying the credit
requircments of the farmers in their respective areas of operation,

hese arc indeed 317 solid arsuincnts in favor of the effilcacy and
serviceability of the rural banks as credit institutions in these rural
areas,

Present figures siow that during these 14 years of the System,
it has granted loans aggrcgating 1,2 billion pesos to some 2,1 million
borrowers., Of this, almost onc hillion pesos or 83% went to agriculture.
At present,resources of the Systen totalled almost 300 nillion pesos
spread out all over 52 provinces of the archipelago. ¥his compares
dranatically with 13 years ago when only 13 rural banks served the
country with a mezger 2,4 nillion pcsos in resources. During 19%
alone 251 rillion pesos in leans were extended - an increase of 15,2
nillion pesos over those of the previous year.

A very oncourasing asnect of the Systen has been its effectiveness
in mobilizin: savrings in thse rural areas. The end of 1965, showed
320,000 savings and time accounts of the rural banks representing
275,2 nillion in deposits as azainst 255,008 accounts worth 62,5 nillion
pesos in deposits for 1964, It is needless to state that these savings
have augnented considerably the available resources of rural banke,

On its part, the Central BDank has continued to assist the Systen
with cepitel contributions, As of the end of 1965 some 209 rural banks

have rcceived counterpart capital assistance of alout P44.3 nillion,



;%.
For thc lost thrce years, the rural boialks have been the recipicent of some
" 90 nilljon pesos a year in rediscounting fron thc,Ccntral Bank through

a prcfofred rate of fron 1/2 of 15 to 2-1/2%, it yeer ead, liabilities

. on rediscounted notes stood at 68,1 million pcsos, representing a decline
of over half a niillion from vhat of the provious year,

Growth in the Number of Rural Danks

Durinz the earlier years, there prevailed a lukewarn attitude towards
the rural barcks as a inew venture, In recent ycars howsver, resistance
hos been melting fast under the cold proof of the Systcr's success, and
at present the Departient of Rural Danks is literally swamped with
apnlications to organize rural banlks, As of today, we have approved
33 applications for the egtablishment of rural banks which arc now in
the final stages of organization and 325 spplications are being processed.
he increase in the number of rural banks since 1952 is detailed in the

following wable:

Year Luzon Visayas Mindanao Total
1953 13 4 1 18
1954 18 5 3 26
1955 29 6 3 38
1956 57 1 7 75
1957 75 15 13 - 106
1958 a6 17 17 120
1959 98 15 19 135
1960 116 22 22 160
1961 133 25 23 181
1962 167 32 25 22,
1963 193 34 25 252
1964 220 37 26 283
1965 241 42 26 309

As will be noted, alsost 809 of the rural banks are located in Luzon
and about 13% and 7% in the Visayas and in Mindanao, respectively. There

has been a tendsncy to establish rurnl ban'zs near the urban centers of
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poplation and it would have beon morc desirable if rore of these
institutions wcre estaﬁlished in the Visayas :nd‘Mindanao. Tovard this
sid we have provided incentives for encourasiing the organization of
rurzl banks in thesc arcas,

The increase in rurnl banks and the numerous applications to set up
rural Boiks reflect the “icizhtened faith and confidence of our peopls
in the System. However, we are proceeding carefully, so that the
Systen's growth is never haphazard, but calculated and certain, ihile
rore rural banlss night be desirable, we believe that we should not
sacrifice quality of rural bank managcment to ochieve numerical quantity.
Apnlications to establich rural banks are, thercforc carefully and
thoroughly screened to deternine whether the establishment of a rural bank
in the locality and the type of its me .ugement serves the econonic 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; governaent funds (which includes counterpart capital assistance
and vediscounting facilities) and deposits. The lack of adequate capiﬁal
which had earlicer plagued credit institutions established before the
Rural Danks Act of 1952 still continues to be a prohlen of the Rural
Banking Systcm, though to a lesser degreo, As at the end of 1965, the
capital structure of the System consisted of private capital contributions
of 52,8 nillion, counterpart capital assistance of the governnment,

P44.3 rdillion and surplus and undivided profits of 4.4 million, The
modest amount of ¥52,5 million harnessed from the private sector in a
governuent-sponsored project is by itself an accomplishaent, It is
generally admitted that there is a reluctance of private capital to
engage in a joiat venture with the government, It now appears that
the Rural Panking System has hurdled this psychological block. The
Rural Banking Systea as earlier poiuted out has also been ablc to
garner approximately P79 nillion deposits while borrowings from the

Central Bank stood al P60 nillion as at the year end.
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i Tlow of capital into the Systcz, howcver lags far bchind the
cradit denands of the Lorrouers of “he rural arsas. This acans Sha
a substantial nuiboer of horrowers will still havce to turn to private
-roney lenders for their crcdit requirenceiits cven at usurious ratcs of
interecct, The Nural Donking Systen therefore will have to tan other
sources of funds, cither deposits or from foreisn loans, in order to
neet the denand for credit by rural bhorrowers adequately.

In order to provide tic necessary funds for agricultural devclop-
nent and in recogﬁition of its improving efficiency, the Rural Danking
Systen has been nrovided with funds for arricwltural development,

Therc are several :oves of .far-reaching sisnificance which have jus®

becen launched., The first is the provision of mediun an' long-tern

lozns for agricultural developzent througi the Rural Danks oul of a

%5 million World Bank loan to the Central Bank, The second is the Rice

and Corn idministration -~ Rural Bank pfogram for rice purchases through

a systen cf payments by banks azains®t warchouss receipts or quedans

fron the fariers at a price caleulatcd to insure farmers a fair return
[ ]

in tihsir investients, The thind is the provision by the United States

\zoncy for International Developacnt, through the I'EC for the auount of

250,000 in sclected rural banits under ‘the FEC-USAID rural developnent
projects for nroduction anld commodity loan; to farmers under liberal
terns cnd conditions, Presently, discussions have bcen foing on with
representatives of the 'EC, USAID, the Central Benlt and the Rural
Bankers JAssociation of the Philinnines for sctiing up an Agricultural
Gueranty and Loan Fund wihich is hoped to provide added protection to
rural banks in their financing of the Adiministration's Rice and Corn
Sufficiency Progran,

The present administration recosnizes fully the strategic positions
of rural banks in effectively promoting its progranm for agricultural deve-
lopncnt, Rurnl Banks are so well placed as ideal channels of funds for

incrcased farn productivity since the mnanagenent of these banlic are composed
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of local lcalers who arc consciously aware of agricultural problens in
tasir rescctive contunity, With the intinate kﬁowledge of these
probleis, they are, thereforc, in a better position to come up with
solutions responsive to local neceds.

Choracter of Oneratioins of Rural Danlts

The operations of rural banis all over the country proves the
extensive credit umbrella they are capable of providing., The high
point involved liere in the conplonsration of these small financial
institutions around credit-parched areas, And because they cater to
small farmers (defined as owninz not more than 50 hectares of land)
small businesspecn and industrialists (the copitalization not excecding
P25,000) and cooneratives - the group rost closely connected with
agricultural production - their contribution to the Philipjine cconomy,

as a wiole, is more direct. Their average cepitalization amounts to
about 270,000 including the government counterpart fund. It is staffed

people wio are all required to undergo treining

[

on the average by 4 to
in the Ceatral Bank before the rural bank starts operation, Rurel Panks
are fequirsd to operate within the franework of banking laws and the
rules aind regulations governin: rural banks promulgotced by the Czntral
Bank,

The Central Dank, throuzh its Department of Rural Canks, is charged
vith the resporsibility of supervising the operations and activities of

all rural braks whose Looks of accounts aust be exanined at least once a

year., Jdside from this annual regular examination, periodical examinations
are conducted by the Department of Rural Banks to give every assurance
that rural banls are operating in accordance with sound banking practices,
laws, rules anc regulations, Unsound bankinz practices, irrcsularities
and other deviations from the regulations arc immediately brought to the
attention of the rural banls concerned and remedial measures are insti-
tuted, In the entirs histéry of the Systen, we had only a “ew occasions

to suspeiud the operations of some rural banlis. For want of a better word
I P 2
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WG cldssify' hese banlis as "distressed banks." Out of the 307 opcrating
rural hanks as ol Deec, 31, 1%:55, only cleven e thus been classificd,
Ths Contral Sank excrcises ubtmost 1wl unreirittin: vigilance in the
supervicgion of thc Nural Zonlzing Syster so ag not to ~llow these insti-
vutions o follow the =znue path of failurs as tie previous orncs, libst
isportant to uc is thc developaent of sound credit practices and atti-
tudes of the rural hankers, |
To insure that rural banks are run by compctent personncl, She

Centrel Zank has establiched the Institute of Rural Banking in the
Department of Rural Danis vhich aias to provide bankini cducation on
a hasic lzvel to rural bankers, Thc prosran includes not only training
in the basic operations of rural banks but alsn prepares them to assuic
-positions of greater responsibility. Since the establishacnt of this
Institute in\l957 avout 3,000 rural bankers have undergone this training
course, Theawpervisory activitics of the Department of Rural Daaks as
well as those of the Institute of Rural Banking are desizned to nromote

he sound continuance of the Rural 3anking Systen, It is believed that
the quality of the management of the rural bank is rcflected in the
quality of its operations,

Pronrans for vhe Innrovenent of the Systen

Sone sectors have talken a diz view of the performance of the Rural

Bankin: Systes during the last fourtec: years of its operations. This
cannot be altogsvher avoided, Dut as a arowins and dynanic force, the
Aural Danking Systen can stand sonc imsrovenent in its drive to further
enhance its effectivenesg as an instrument for increased agricultural
production in rural corvmnities. In a joint research projcct of the
Central Bank and the Azricultural Crcdit Coopcratives Institute

involving personal interviecws of some €00 farmer-borrowers selected at
randon, the following salient points verc revonled: B/Z of the borrovers
interviewed felt that the loans granted to tiem vere sufficient for their

needs while 15 declared %aat it was not adequate; 30% of some 1,500 loans
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graived were usst for fauily living expenses, 105 for non-faroing
activitics and 159 used the loans o wepay dubté fros other sourcce;

445 said that the period of their lem uas adequate whilc 565 considsred
e loan period 23 zhort,

An interesting feature revealcd by the survey was Shat 2 nnjorivy
or ahout 307 of the loans were relenscd oan tine and 707 paid their
loans on or before maturity dates, JAbout 94% of the borrowers inter-
ricved expressed satisfaction on the services of rural banks whilc 504
stated that rurel banks helped them greatly to incrcasc their production
incones,

The Central Bank through the Departncnt of Rural Danks, aware of
the multiple problsas facing the system, has sponsored national agricul-
tural credit conferenccs and co-sponsored with the Rurzl Zankers Asgso-
clation of the Philippines the annunl convention of rural barlers,

These agricultural credit conferences, at whiclk rural banlkers :nd
experts in their respective lines of asricultural mect, have been
responsible for valuable exchanzcs of views and infornation on the
probleias and solutions of agriculﬁurnl developnent, In addition, ths
Central Dank in order to broaden the Xnowledge of rural bankors,
sponsors - 2iid encourases observations snd international conferernces
abroad on modern trends of agriculture and agricultural credit., Ve
believe that these observation trips and particination in international
conferences in advanced countries will enable the rural bankers to
decide for themsclves the solutions of similar sroblems in their res-
pective arcas of operations.

Co'CLUSIOoN

The challenge to the Rural Banking Systen is how the prosent
prograns can be effectively implenented to increare agricultural
productivity and ultimately to achicve a high lcvél of living fér
srall farners in the rural areas. Profiting froa the expericnce of

other countries faced with parallel problems and onerating under
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practically similnr cqnditions, the Philippines has achicved a modicua
suceess in tho ficld of aecricultural credit notably in thc rural banldng
systcil, To be sure, the Systenm has had also its fair share of failurcs.
Problenmg likc insuificicney of loanablc fundé, i slow prowtl of capital
forpation, the lack of trained farm credit tcehnicinns, thc nced for
properly treined bank psrsonncl, the lack of coordination amonr: governnent
ageacies, the feilurc to disseninate the results of research studies, the
inability to iapleuent the Land Reforn Progran and other difficultics
present seemingly‘insurmountablc problens to inercasing egricultural
vroductivity.

I would likc to rcquest the participants in this conference for
recomendations for practical and effective solutions o these problens.
It is poesible that the rural bankers night taks a morc active partici-
pation in discovering and identifying more profitable production posei-
bilities in agriculturs by wﬁrking tozether with progressive farners
and other ~:iriculturzl organizations,

Attention nisht be directcd towards a study of nossible sonrces
of funds both domestic and forcign, speciclly fnds which aight be used
for agricultural development prograns. The Rural Danking Systen has
st an sxamnle of a rural credit system under which private copital
cai be robilized with assistaiice of public fﬁnds.for servicing credit
nceds of agricultural developmcnt., The urpent need for funds Ly the
System is as clear as its effectiveness as a tool for agricultural
productivity, TForeizn institutions thercfore like the World Danle and
USAID aight be able to provide funds under easy credit tcras, The necd
for financing agricultural development programs in the Philinnines nakes
it necessary that the funds nrovided be in the category of "soft" loans.
On this basis we can look forward to the continued progress of the Rural
Baniting Systen and consequently its dynamic rolc in financing agricul-

tural productivity,
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