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CHAPTER X*

Finance and Credit Associated with
Rice Marketing invthe Philippines

I Introduction

Finaﬁce required for the marketing of a crop 18 often considered
to include only that money or credit necessary to move the crop in the
product market from the farm to the consumer, including any processing
en route, In this study, giggnce for the marketing of rice is considered
in the broader context, extending backward in the process to include the
finance and credit required in the factor market for physical and human

production inputs,

This more inclusive definition is chosen for two reésons,
First, it is frequently difficult to separate on-farm and off-farm
credit requirements. The multipurpose Farmers Cooperative Marketing
Assqciation (FaCoMa), for instance, might finance farm inputs, grain
storage and eventually movement to the consumer. In Luzon, large rice
wholesalers as well as FaCoMas often distribute fertilizer on credit with
a lien on the crop as security. This provides wholesalers a back-haul
for trucks bringing rice from Central Luzon to Manila and at the same
time provides a source of palay for the millers from whom the whole-

salers purchase rice, Secondly, formal institutions supplying credit for

#_ The authors asre imdebted to Teresa Anden and Roberto Abling for
invaluable research assistance while preparing this paper. Amelita M.
Mafiibo and Rosalinda A, Culla spent long hours in typing and carefully
proofreading successive drafts,
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férm inputs have historically been slower in developing than those for
moving the crop to the consumer, It is in the supply of credit for

the factor market where remaining deficiencies remain largest.,

The various formal institutions organized over the past 65 years
to fill these finance and credit needs have been meeting with increasing
success since World War II. The demand for this finance will be dis-
cussed first followed by a description and analysis of the means by
which finance and credit is supplied, This leads to evaluation of

special credit shortcomings and a look toward the future,
I1 Demand for Finance and Credit

-1, Why is there a demand for credit? Primarily, the demand

for short-term credit (finance to be repaid in less than a year) arises
because of a seasonal cycle of production and a non-seasomal or ;elatively
ateady pattern of consumption of output, On the farm, the time when
finance is needed for peak input requirements differs from periods of
harvest when finance can be generated, Off-farm, processing and mcving
stocks to the consumer takes time, In addition, large portions of the
stocks must be stored by millers and wholesalers to balance demand and
supply in the market without undue price fluctuations, Some of this
balancing of supply and demand takes place when the farmer stores part
of his harvest on the farm or in the miller’s warchouse for later sale
or consumption by the farm.household.. Either savings or borrowing is

required to finange_inputs during production and palay and rice stocks

during storégggwy;pgg§s§n§ﬂand trgp;portﬂﬁo the consumer.
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In addition, medium- and long-term finance is required both on
and off the farm, Transport; carabao, certain farm tools and equipment
may require credit for over a year but probably fér not more than 5
years. Bodegas and milling equipment, irrigation facilities and large
farm equipment are examples of capital investment generally requiring
longer.term credit, Where savings or finance is inadequate to supply
the on- and off-farm credit needs, rice flows through the marketing

channels will be impeded and price instability can result,

Thede on-farm and off-farm finance requirements often involve
different creditors and debtors while at other times the same parties
may be involved in meeting both needs, However, to pin-point the dif-
ferent requirements more clearly, on-farm and off-farm finance and

credit demands are discussed separately,

2, On-farm demands for short-term finance and credit.

Traditional small-scale owner and tenant rice producers in the Philippines

most frequently used short-term credit in the manner described by Mellor -~
;i}FQWPFOY*de maintenance of a long-term consumption pattern, really as
Uconggggticn rather than production credit.l/ The returns to further
investment in traditional inputs were generally below the level of the

. /
existing interest rates. /It was only through consumption that a return

higher than the interest rate could be achieved.

The opportunity for production credits, in this narrow sense

1/ John W, Mellor, The Economics of Agricultural Develggment,
Cornell University Press (1966, pp. 314-ff.
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A

excluding consumption credits described above{x;;éﬁ7gradua11y after
World War II with improvement in sced varieti;;:“irrigation and
increasing use of fertilizers and cher modern téchnology. With the
higher marginal productivity of these new inputs, and of the traditional
complementary inputs of water and labor, demand developed for production

credit to finance these higher input levels which could now provide

increasing production and 1ncome.a?nﬁ;n the marginal productivity
potential substantially increased by the development of the high
ylelding varietics at the International Rice Research Institute in the
late 1960's, potential and effective demand for production~type credits
could and did expand rapidly in the Philippines, Alséggkgmthe extent
that lggiwggfgym after the mid-1960's has been separating the tenant
(now a lessece) from the landlord as a source of credit, the need has

further increased for institutional credit at economic rates of interest

if use of the new technology were to expand rapidly,

fﬁgiAs the area of effectively i{f%ﬁ?ﬁ?@ lands multiplied in the
late 1960's and early 1970's, both the quantity and nature of these
production credits tended to change. Additional credit was nceded for
1nputs for second crops, but the incremental income provided possibility

for added savings and greater internal finance by the farmer himself,.

fb;ﬁnother demand for on-farm short-term credit is said to arise
after the harvest, This is the often discussed demand for credit to

enable the farmer to realize any speculative gain that might result from
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a price rise after the harvest.gl But, as shown in Chapter/VIIIQ{ thii
demand is partially illusory., Based on historical pfice experience,\the
probability of Specﬁlative gain to the farmer from delaying sales after
harvest is high only provided the farmer does not consider the interest,
storage and insurance costs of holding -- a usual requirement for any
formal loan., With these costs taken into account, the probability §f
gain from holding each year for a period of years appears to be low,
probably too low for a near-subsistence farmer to be able to afford taking

the risk,

3, Off-farm demand for short-term finance and credit.

i;fraditionally, with comparably small urban areas and marketed surpluses,
‘the need by traders and millers for short-term working capital loans for
hhfkéﬁiégzthe crop, includingfé£6£i£§>between harvest, was also relatively
- . § " _
small, With expggﬁigé%ég?ggigg;&on in this century, the marketed volume
and associated working capital needs increased. Institutional credit
developed to supplement private savings in filling these needs, After
World War II, the Government provided some of this working capital directly

as it assumed responsibility for imports and for the storage and distri-

bution of palay purchased by National Rice and Corn Corporation (NARIC)

2/ For example, Orlando Sacay describes this demand for credit by
saying that "for a farmer to take advantage of high-prices, he must post-
pone the sale of his products. However, since the general level of farm
income is low, agricultural products have to be sold immediately after
harvest unless advances on future sales such as commodity loans are obta;ned,q
in "The Role of Credit in the Marketing of Food and Agricultural Products |
l1st National Seminaron Agricultural Marketing, UN-FAO and Bureau of Plant
Industry, Philippine Govermment, Manila (1966), p. 133.

3/ ppe___.
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and Rice and Corn Administration (RCA)_ngﬁﬁiﬁfﬁﬁﬁmeQQFwPF?E?? to the
farmer. After 1969, with the country near self-sufficiency, the dis-
. tribution between public and private sectors of this need for marketing
credit will largely depend on the floor and ceiling price-level objec-
tives and the financing available to public agencies to support these

/prices.&/ In years of surplus, credit requirements will expand depending

on the size of the surplus and timing of its sale,

4. Dimensions of the short-term financing and credit require-

ments, Total short-term financing neceds are considered here to consist
of three components, all related in the production and marketing cycle

but with dissimilar timing of maximums and minimums throughopt the year,

L + T
+ F + F T
¢ It fst ms, S

FT:F

vhere FTt: Total outstanding short-term internal and external
finance required in month t, where internal finance
directly comes from the income stream of the
individual farmer's family and external financgq

from sources external to that fawily,

]
]

1 = Outstanding finance @n peso$ in month t, requiréd for
cash farm inputs including cash borrowing for family
living,

Finance required (in pesosd) for average stock of palay

remaining on-farm after harvest, in month t,

5/ This question of price policy and its effect on distribution
are discussed at length in the next chapter.
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F

ms,. z Finance required in pesos for average stocks of

palay and rice off-farm in marketing channels,
in month ¢,

Estimates of these financing requirements over the crop year 1969/70 are

shown in Table X-1,

These estimates of short-term finance needs outstanding at the
end of‘each month of 1969/70 are only an approximation. There is over-
lapping and a.possibility of double counting between the needs of each
of the three components. Even though production loans may be paid off

2 months after harvest, as assumed here (but which may be sooner than
actual liquidation), these production loans still may stay in effect
long enough to delay need for additional finance to hold palay stocks
on the farm, These estimated on-farm input-finance needs have been

increased by 25 percent to allow for the use of a portion of the proceeds

of the so-called production loans for family living expenses.il Allowance

5/ For example, Romeo Muere found in his survey of borrowers
from the Rural Bank that they used 37 percent of loans for family living
expenses, '"An Economic Evaluation of a Decade of Rural Banking in the
Philippines in Relation to the Development of Agriculture," unpublished '
M,S. Thesis, University of the Philippines, Los Bafios, Laguna (1965), p.143,
R. Matienzo and R, Niduaza disclosed that 40.9 percent of the loans to
members from 14 FaCoMas in Central Luzon were used for subsistence,
education and medical expenses, '"A Study of Selected Rice FaCoMa in Central
Luzon," Agricultural Credit and Cooperative Institute, University of the
Philippines (1968) (unpublished). Orlando Sacay in his study of ACCFA
crop loans in 1961 reported that 47 percent went for living expenses in "An
Analysis of the Crop Loan Program of the ACCFA," unpublished Ph,D, Thesis,
Cornell University (1961), p. 108,




-8 -

TABLE X~} Y

Estimate of Short-term Financing Requirements On- and Off-Farm
at End of Month, 1969/70%

(in millions of pesos)

. Off-Farm
On-Farm Financing of
Financing On-Farm Rice and Palay
Month for Palay Financing Stocks in Total
Production of Palay Marketing Financing
Inputs Stocks Channels Required
(F ; F (F o) (Fp )
It) ( fst) ms, Tt
July 1969 606 194 152 952
August 588 173 116 877
September 606 159 91 856
October | 626 173 216 1,015
November 663 218 289 1,170
December 552 257 353 1,162
January 1970 408 255 329 992
February 250 242 301 793
March 255 238 285 778
April 267 241 287 795
May | 399 239 279 917 '

June 509 227 253 989

* For assumptions and methodology used in calculationm,
see Appendices A and B.
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for consumption may be a rational requirement to enable low income
families to concentrate time on production, especially during the period
of land preparation and planting.é/ However, the estimate of the neced

is rough at bestmll

In spite of the approximations, the estimates of finance should
provide é general picture of short-term requirements. They enable
calculation of the involvement, at each stage, of informal sources of
finance (internal finance from the farm family and informal external

finance).

From Table X-1, it will be seen that total financing neceds are
greatest in November/December when major harvests are well under way but
production loans have not yet been liquidated, Another peak occurs in
June when production loans are alrcady required for the main crop and

while stocks of palay from the second crop remain high. Seasonality is

6/ Rockasah Adirathma found that subsistence farmers in Indonesia
who could not obtain production loans were forced to take work off-farm to
pay family living expenses with resulting lower yields on-farm, where they
had insufficient time remaining for adequate land preparation and weeding, !
"Income and Expenditure Pattern of Rice Producers in Relation to Produc-
tion and Rice Marketed," unpublished Ph,D. Thesis, Bogor Agricultural
Institute (Java) (1969). .

Z/ Other inaccuracies may be involved in the valuing of required
finance or in allocation of finance between each of the on- and off-farm
component parts, The BAE estimates of marketed surplus and of year-end
stocks are only approximate, Average value assumed for off-farm stocks
had to be estimated given the varying value added for stocks at different
points of the distribution channel, And finally, off-farm costs also
include some long-term compoment of warchouse and mill amortization as
these costs enter into value added through the distribution channels.




most evident for off-farm requirements, somewhat less for input financing
and least for total finance where scasonality of components partially

balances out,

This seasonality of the total outstanding loan requircment is

somewhat different from the seasonality concept in terms of the month

when loans were obtained. During 1960/61 the Bureau of the Census and

Statistics (BCS) sampled households on all types of Philippine farms to
determine the monthly demand for ncw on-farm finance (see Table X-2),

The sample included about 50 percent palay and 50 percent non-palay farms,
The monthly demand for external loans by all farms was somewhat less
seasonal than that by palay farms alone, as revealed by the Bureau of
Agricultu¥a1 Economics.(BAE) surveys for 1967/68 and 1968/69., These
recent surveys show that two-thirds of palay farm loans were obtained at
the time of land preparation and planting of the main rice crop, during

8/

the four months from May to August.—' Over 40 percent were obtained in

9/

June and July alone,=' compared to only 26 percent in the 1960/61 survey

of all farms,

§/ Recognition of the necd for finance during this period is
implied by two Tagalog words. Tag-ulan, literally meaning rainy season,
is used in the Tagalog exhortation "mag-ipon para sa tag-ulan' (save for
the rainy days) to imply the period of scarcity. Ina-agosto, meaning to
undergo a period of short supply, is derived from the word for August.

9/ The June/July peak is influenced by educational expenditures
as well as by the production pattern, with school year beginning in late
June or early July,




TABLE X-2

Loans Obtained by Philippine Farm Households by Month Obtained

1969/70
PSSH Palay Farms

1/ Study BAE Study Palay Farms Estimate
Month= All Types 1967/68 ' 1968/69 Based On
of Farms Cash and Cash In-kind Monthly

1960/61 Kind Loans Loans Harvest

(% of total value of loans)
July 10,5 29.8 26.8 42,6 20.1
August 11.1 9.4 11,6 6.4 2.0
September 7.1 6.4 7.8 4,5 3.0
October 7.4 4,8 2,1 3.2 5.0
November 5.8 3.7 2,7 0.9 8,9
December 6.2 3.8 2;7 1.8 7.0
January 6.6 5.1 5.6 4.4 4,0
February 5.9 2,6 3.7 1.6 0.7
March 7.7 2,6 3.6 2.5 2,6
April 6.2 3.8 4,2 4.7 A
May 9,82/ 12,0 12,4 11.3 20.6
June 15.52/ 16.0 16.8  16.1 21.7
Unknown 0.1

1/ Refers to month loan actually obtained,
3/ 1960.

Sources:

PSSH Study: BCS, "Borrowing Practices of Farm Housecholds, May
1961," PSSH, Bulletin Series 12, Manila (June 1963),

PP. 2 and 5,

One-third of loans included were of a long-

term nature for animals, irrigation facilities and housing,
while only 15 percent were for fertilizer, pesticides and

other farm supplies,
BAE Study: 1968/69 Integrated Agricultural Survey,

Loans where

time of month obtained was not reported, were assumed to
have been obtained in the same monthly proportions as the

reported loans,
1969/70 Estimate: Based on 1969/70 BAE Integrated

Agricultural

Survey, assuming finance required proportional to area

harvested and obtained in a lump sum 5 months before harvest,
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This scasonality suggests a strong relationship between loans
and production requirements in recent years, If they were more consump-
tion oriented, heavier borrowing would be expected in September, before
the harvest., A demand on the palay farms for a second crop loan in
January is evident but not to the éxtent that might be expected if
seasonal loans were proportional to seasonal plantings. It is logical
that those on irrigated lands enabling second crops of palay would be
better able to self-finance., The in-kind loans peak in July, with
70 percent of these concentrated from May to July. This peaking secms
to relate to the need to feed large planting and land preparation crews.
If fertilizer usage on the high yielding varieties more nearly approaches
recommended quantities, the peaks of new monthly financing should become

even more pronounced at planting periods,

Given the objective of maintaining self-sufficiency in rice
production, total financing requirements would be expected to continue
to increase over time, Finance for each of the three components would

not vary proportionately. Need for productio

n input finance would tend

td grow as population and use of modern. inputs increase and as wages

for harvesters and threshers are monetized, The effect of growing

farm incomes on rice consumption (and production) could be offset by
reduced borrowing required for family living, Fin@gge;of BQ%QZ_&EQCRS
ggzgggg_would increase with income but decline as commercialization of
farm activity increases and if absolute population on palay farms declines.

ng-farm finance needs would tend to increase with urbanization and degree

of farm commercialization and decline to the extent tramsportation




improved and price-stabilizing buffer stocks could be reduced, 1If
exports increase, both production and off-farm finance needs will have

added cause to expand.

5, Medium~ and long-term demand for credit. In an earlier

time when most of the production was hand-pounded and consumed on the

farm, storage after harvest was largely accomplished in simple baskets or

small.granaries on the farm, These small on-farm storage units and hand-

pounding facilities were generally self-financed., There was then but

little need for long-terms finance for large bodegas(watehouses)and ricemills,

P

However}L{he need for long-term finance forﬁﬁggggzzﬁand mills has grown

rapidly in this century along with igsyg?giggwp:§§p§;§§ipn, with the

degi;qé“;n handfpounding and since 1967, with the gybstitution of

domestically produced rice for imports, The demﬁgﬁ for medium- and lopg-

term finance has also expanded in recent years for things such as tractors,

th{ffhers, transports, and pump irrigation systems, After 1960, with
{égimplementation of the policy to nationalize the rice and corn industry,

financing of some of the facilities and working capital for Filipino

traders and millers took on a new form, This involved substitution of ‘i

subsidized financing by Govermment banks for prior financing through

commercial banks, informal sources and by internal savings,

There is no strong reason to expect seasonality of'demangwggl

— S

~ medium- and long-term loans. The only recent estimate of demand for such
V,//’”_M\'MW"“>

loans comes from the BAE Integrated Agricultural Survey in 1969/70, By

estimating depreciation of fixed assets on palay farms, they arrived at




an annual capital cost per hectareof approximately P154, including
finance for small scale irrigation facilities but excluding value of
land, On the basis of area harvested in that crop year, this would give
an annual on-farm medium- and long-term financingdemand approaching

No estimates have been made of medium- and long~-term finance
required for millers and traders, Such financing in the past has tended
to vary considerably from year to year; it can best be discussed when

actual credit supply is examined and evaluated.

IITI Supply of Finance and Credit

Inputs for rice production and its processing and marketing for
the consumer are financed by a combination of internal fimance (personal
savings of the farmer, trader or processor) and exgs;nal credit (both
formal institutional credit and informal loans and gifts from relatives,
friends, traders and other individuals), It will be obseryed from the
following evidence that ﬁiﬁemal financing retains an important role in
the funding of both on- and off-farm financial requirements. On the
farm, the family and other social units remain the major scurce of
external funds, reflecting the existence of close family and social ties.
Landlords, millers and merchants remain an important source of credit
at this level. Off-farm formal institutions, including the RCA, provide

a large proportion of the credit required for marketing.

1. Short-term credit for on-farm needs. Surveys of Philippine
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farmers have not all been in agreement as to the percentage‘of farmers -
resorting to short-term credit but until recently they all confirm |
that the ﬁercentage is high, De Guzman in 1955, studying 5,144 farmers
throughout the countr&, of which over 50 perceﬁt were rice farmers,
reported that 74 percent used at lcast one form of credit.lg/ In 1958,
Gapud in his study of rice farmers in Nueva Ecija found that over 90
percent had short-term loans.ll/ In 1961, the PSSH countrywide study
reported that 45,2 percent obtained some kind of a loan during the
year,lzlwith about 60 percent of the borrowers deriving most of their
farm income from palay production, Matienzo in a 1965/66 study of palay
farms belonging to fourteen FaCoMas in Central Luzon reported 81 percent
borrowing during the year.lé/ In contrast, a 1968/69 countrywide sample
survey by BAE of 9,923 households reported that only 22 percent of the

14/

rice farmers had obtained loans during the year.=—" If correct, this

10/ Leopoldo de Guzman, “An Economic Analysis of the Methods of
Farm Financing Used on 5,144 Farms," The Philippine Agriculturist (Jan.
1958), pp. 461-2,

11/ Jose P. Gapud, "Financing Lowland Rice Farming in Selected
Barrios of Mufioz, Nueva Ecija," Economic Research Journal (September 1959),
pp. 78-79, ]

12/ Bureau of the Census and Statistics, "Borrowing Practices of
Farm Households, May 1961," PSSH, Bulletin Series No, 12 (June 1963),
pp. XIII-XIV, '

13/ Rodolfo Matienzo, "A Study of Membership of Fourteen Active
Rice Farmers' Cooperative Marketing Associatioms in the Central Plains
of Luzon, Philippines," unpublished Masters Degree Thesis, Oregon State
University (June 1969), p. 42.

14/ BAE, Integrated Agricultural Survey, 1968/69,




would indicate either farmers are now more affluent and so can
increasingly self-finance or that credit was less available during that

- year, neither of which is very plausible.IS/

~a. Internal financing., Even though a large percentage of rice
farmers resort to borrowing during the year, total credit requirements
exceed external borrowing. Farmers self-finance a considerable portion

of their needs out of savings, As shown on Table X-3, estimates of

on-farm credit requirements for 1969/70 total about P1,080 million,

TABLE X-3

Estimate of Short-term On-Farm Credit Requirements 1969/70

1. For cash production input costs }ncluding borrowing

required for family consumption P825 M.

2. On-farm financing of palay stocks, maximum monthly
requirement, 255 M.
Total P1,08C M.

al/ Cash production input costs were increased by 25% to allow
for use of part of production credits for family
consumption,

Sources: Cash production input costs from BAE, Integrated Agr1cu1tura1
Survey 1969/70, see Appendix B.
Palay stock financing, sece Table X-1.
Of this total, institutjonal sources provided approximately $350 million

(32 percant) of totol requirements, as indicated on Table X-4, Assuming
S8 : : nt

15/ BAE statisticians suggest that farmers may have been more
reluctant to disclose borrowing habits to Government officials conducting
the survey than to private researchers who conducted earlier studies,
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that the institutional finance in 1969/70 did not exceed 42 percent of
total external finance (indicated for 1968/69 on Table X-5), this would
éuggest a total value of external finance of not over 850 million. On
this basis, farmers' internal financing (aside from the financing of

short-term non-cash inputs) amounted to over P200 million in 1969/70.

b, External financing., Further examination of Table X-5 suggests

that formal institutional credit may be accounting for a somewhat
increasing percentage of the short-term farm credit supplied by external
sources. The 1960/61 survey of all farms included sugar farms which
received a large volume of credit through the Philippine National Bank

(PNB). Excluding this PNB credit,which was mainly non-palay, institution- !},f~
al credit would have accounted for only about 25 percent of external %
credits, In contrast, the 1968/69 survey which included only credits for
palay farmers, indicates institutional credit accounting for over 40

gercent, Results of the 1965/66 study of rice-farming FaCoMa members in

Central Luzon is a somewhat special case but it disclosed that 51 percent
of the credit was from institutionmal sources, with 38 percent from FaCoMas
themselves, !

The structure of institutional credit also has changed during the

1960's, Production loans from rural and commercial banks, along with the

Agricultural Credit Administration (ACA) and the FaCoqas, have increased
rapidly both absolutely and relatively to other institutional lending
as conifirmed by totals shown in Table X-4, X-5 and X-6., During the decade

of the 1960's, while total institutional lending expanded 3-fold in absolute
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terms, lending from the Development Bank of the Philippines (DBP) held
constant, that of PNB declined one~-third, while ACA loans expanded over

15-fold, rural bank loans 9-fold and loans from other banks almost
3-fold.

This confrast over time also is illustrated from the results
of two non-governmental studies in Central Luzon, one in 1958 and the
other in land reform areas in 1966, sece Table X~-7, Less than 10
percent of the loans reported in 1958 came from institutional sources,
which accounted for 36 percent in 1965/66., Landlords, friends and
relatives remain as active sources of loans but institutional sources
with relatively lower interest rates showed concrete gains. It was
reported that%a large portion of the farmers in the land reform arecas

who still relied on private sources were ineligible for inmstitutional ( .
loans either because of their characteristically small scale which \

4

1

/

provides no repayment capacity or because of payment delinquency.

While institutions suited to providing farm production credits
have shown exceptional growth during the 1960's, informal sources that
have often loaned at very high rates of interest are still strongly in
evidence. In absolute terms, landlords may still supply at least ZQ
percent of the external credit for an annual total exceeding P1GO millidn.
in 1969, landlords appeared to have increased their relative importance
as suppliers of credit, both in the total credit they granted as well

 as in loans in kind, On this basis, if all rice land presently under

tenancy were to be declared within lond reform arcas ~- as hos been



TABLE X-7

Sources of Short-term Credit on Rice Farms

1958 Study . 1965766 Study
Nueva Ecija Land Reform
Areas

Central Luzon

Source % of Borrowers Using Source
FaCoMas or ACA 4,0 22,0
PNB * 3.0
Rural Banks 4,0 10.0
DBP | - 0.5
Credit Union - 0.5
Total Institutional Credit 8.0 36.0
Landlords 56.0 64,0
Relatives 8.0 -
Merchants 3,0 -
Private Money Lenders 9.0 -
Others, incl, Self-finance 16.0 -
Sample Size 78 180
E * Less than 1%.

Sources: MNueva Ecija Study: Jose P, Gapud, "Fimancing Lowland Rice
Farming in Selected Barrios of Mufioz, Nueva Ecija,"
Economic Research Journal (September 1969), p. 79.
Land Reform Area: Adelino Ordofio, "Agricultural Credit in
the Land Reform Areas, Economic Research Journal
(March 1967), p. 248,




rumored in 1971 -- it is improbable that institutional credit is yet
ready to fill the credit gap now filled by landlords, In addition,

merchants, millers and professional money lenders as a group appear to

3

i

\

{ ing for over a quarter of total external credit in 1969,

be of even somewhat greater importance than landlords, probably account-

This sketch of the demand and supply of on-farm short-term
credit does not disclose how much greater farmers' expenditures on high
yielding seed and/or additional fertilizer and insecticide might be if
credit were freely obtained on more economic terms, No accurate answer
can be given with available data, But assuming that availability of
credit would permit one-half of the lowland rice area to recelve an
average of 20 kilograms additional nitrogen (N) per hectare, this could
result in an increased production of over 200,000 tons, requiring
additional credit of approximately P49 million, or less than a 10 percent
increase in production credit over that granted in 1969/70. This level
of N application would roughly equal only the average rate of applica-
tion on high-yielding varieties in selected municipalities in Laguna in
1969.l§/

2. Short-term working capital and marketing loans. Finance

18 required at all stages in the marketing of rice from the farm to

16/ Barker estimates that one-half of the lowland rice effective

crop area would receive 30 kilograms of nitrogen per hectare in the 1970
wet season, An increase in nitrogen use from 30 to 50 kilograms per
hectare should result in a 15 percent increase in yield, and at the 1971
price for urea of P1,75 per kilogram, this would involve additional input
costs of P49 million. See Randolph Barker et al., "The Impact of
Devaluation on Fertilizer Use and Profitability in Philippine Rice
Production," paper presented at IRRI Seminar, May 21, 1970, (unpublished).
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ultimate consumer, This includes finance for the handling of stocks

as they pass along distributioﬁ channels and for storage between
harvests as well as for processing en route, As indicated by Table X-1,
need for this finance is quite seasonal., In 1969/70, monthly outstanding
loan requirements were estimated to vary from a minimum of P91 million

in September before harvests to a peak of over P353 million at the time

of the'major harvest in December and January.

Formal institutional suppliers of this finance and their
re}ative importance over recent years are shown in Table X-8, Their
loans range in maturity from 3 months to 1 year with a large proportion
not extending longer than 6 months, Commodity loans secured by crops
more frequently mature in closer to 3 months, the short period repqrtedly
imposed to minimize speculaéion. Thus some traders are forced to make
more than one loan in a &ear. ’Total value of loans granted over the '
year as shown on Table X-8 will therefore overstate the supply of
credit available in any one month, bringing a degree of haziness to
comparison of this recorded supply with estimated outstanding monthly
needs, as shown on Table X-1, For instance, while it would appear that
in 1969 institutional sources supplied about two-thirds (P232 milliom)
of the peak December finéﬁce requirements of P350 million, this undoubt-

edly overstates the case.ll/ The balance of over P100 million must come

17/ Finance totals on Table X-8 also may include some small amount

supplied to farmers for holding of stocks for their own on-farm consumption,

For example, ACA granted $6.5 million in commodity loans in 1969/70,
financing farmers who held stocks in FaCoMa warchouses while awaiting
final marketing. See ACA, Annual Report FY 1969/70 (January 15, 1971),
p. 19. Rural banks, the PNB and some commercial banks also are known to
grant commodity loans on stored crops belonging to farmers.




> TABLE X-8

Total Loans Granted for Palay and Rice Trading Activities (Outputs),
- by Agency 1966-1970

(in million pesos)

Year ‘
Agency ) 1966 1967 1968 1969 1970 Total

&/

. osed/ 6.30  8.10 37.80  45.30  10.90  108.40
2. pNBL 1.80., 4.70 51.20  22.60  23.30 , 103.60
3. Other Commercial Bagks*51.102/ s51.102/ s51.10  41.70  48.408/ 243.40 ;
4. Private Dev, Banks3!  0.038/ T0.078/  0.11 0.06  0.13 0.3910
5. Rural Banks2/ 4.09  0.82 0.65 0.19  0.20 5,95
6. SavingsrBanys n.a, n.a. C.15 1.01 0.29 1.45
7. ACA(ACCFA)3. ‘

(thru FaCoMas) 4.81  8.87 8.01 5.43  14.32 41,44
8. PNB to Phi], Exchange - 7.75 5.37 - - 13.12
9. PNB to RCA. 14.15  51.31 77.10  116.05  12.27 270,88

Total §2.27 132.72 23149  232.32 109.81  788.63%

1/ Short-term loans (maturing from 90 days to a year) mostly for working
capital of millers and other traders; may include some loans for fixed
assets. Prior to 1968, commodity loans included with production loan
statistics and not separable.

2/ Includes some for corn trading.

3/ Short-term loans to rice mills,

4/ Loans to RICOB members suspended from August 1964 until March 1966,
After October 26, 1967, DBP handled working capital loans for RICOB
members who had rice warehouse or milling facilities, discounting loan
papers with PNB.

5/ Loans released for fiscal year ending year shown at left., These are loans
to FaCoMas, federations of FaCoMas and GRAMACCP,

6/ January to August, 1970,

7/ For local purchasesonly, 1966 and 1967 imports not included.

8/ Estimate of short-teym loans: of total of $,22 million in 1966 and of
£.55 miliion in 1967 as reported by CB,

9/ Estimated to be at same level as 1968,

/ Totals may not add due to rounding.

Estimate of new loans granted (original data include both new and
renewed loans),

1

+15

Sources of data:
1. DBP, Industrial Department,
2, PNB, Dept, of Eccnomic Research and Statistics.
3,6. CB, Money, Banking and Credit Department,
4, 1966 to 1967 - CB, Money, Banking and Credit Department,
1968 to 1970 ~ Annual Reports, Private D-:velopment Banks.,
5, CB, Dept. of Rural Banks Annual Report.
7. ACA, Dept., of Research, Evaluation and Statistics.
8, Philippine Exchange, Inc. (PNB eubsidiary), record of palay purchases,
9. RCA, Acctg, Dept, record of domestic palay procurement multiplied

by average procurement cost. ~. >, tCONOMICS LA

~ -_— e 2n = ) k]
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from informal sources, Part is realized by millers by trading with stocks
of palay left for storage and later disposition by farmera.lg/ The
remaining requirements come from internal resources of the millers and

traders,

As shown in Table X-8, RCA purchases (financed through the fNB)
accounted for almost 50 percent of total trading credit supplied in
1969, almost 10 times their participation in 1966 and 1970. This
irregularity of RCA activity throws a highly variable financial load on
the balance of the banking system, especially on the private commercial
banks, And, if credit in the banking system is tight, as was the case
in 1966 and 1970, this could mean a risc in average financing costs
arising from either extra-legal charges from formal institutional sources
or from reliance on more expensive credit.lg/ Depending on market condi-
tions, this could mean lower palay prices to farmers or higher rice

prices for the consumer,

Commercial banks, with about 440 branches and agencies at the
end of 1970, have been the largest institutional supplier of trading

credit to traders and millers, averaging approximately P50 million a year.

18/ Many millers in Luzon were reported to be operating in this
fashion, trading with. farmers' stocks stored in their bodegas,

19/ For description of credit restrictions applied by the Govern~

ment in 1970, see Roberto Y. Garcia, "Financial Policies of the Philippines,"

Central Bank Digest (April 27, 197D, pp.4 and 5. According to the Indus-
trial Department of the DBP, working capital loans to millers and traders
were discomtinued at the start of 1970, except for some renewals on existing
loans, At the same timc, by action of the DBP Board of Directors, fixed
capital loans were discontinued because the legally prescribed rate of 7
percent for rice millers was no longer economically feasible.

»



'

- 27 - ;

In 1970, with DBP and RCA practically withdraim from the market, ccmmefcial
banks may have supplied closer to P75 million.ggl External financing for
eligible FaCoMas comes mainly from ACA with small amounts from rural banks
and PNB, Although ACA frading loans tripled between 1966 to 1970, they
still supplied less than 5 percent of total trading requirements and
FaCoMas handled less than 3 percent of the marketed surplus, The large
increase in 1970 reflected the increasing role of the Grains Marketing
Cooperative of the Philippines (GRAMACOP) and regional federations of
FaCoMas, with credit expaqsion made possible because of supplemental
finance from US-AID, RCA financed large portions of the palay and rice
in the distribution channels during the late 1960's, accounting for one-
half of the institutional finance in 1969, DBP and PNB have shouldered
most of the balance of the institutional trading credit in fulfilling

their responsibility under RA 3018 to provide working capital for Filipino

rice and corn traders registered with RICOB,

There is also considerable .financing between different partici-
pants in the farm to market channel, Some of this finance is internal,
coming frqm savings of large urban wholesalers or large millers, This
is supplemented by informal finance with traders nearer the consumer
often financing those nearer the farm as one means of insuring stocks
of rice and palay for their trading or milling activities. Large whole-~

salers, especially those in Manila, at times finance purchases of pelay by

20/ PNB also withdrew from this market in 1971 as credit restraints
tightened and priorities changed. In mid-1971, DBP was continuing to Yroll-
over" P22 million in working capital loans, expecting this to be the final
roll-over. New working capital loans were not being granted,

L g
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rice millers and in turn have first claim on the milled rice as their
sales require, Millers often finance middlemen traders who purchase
palay from farms both as standing crops and after harvest, By these
various means, trading credit‘for working capital is usually in adequate
supply except in times of credit stringency. For example, in 1970 the
authorgfound several millers with new mills that had been finance§ by DBP
but whe had not been able to obtain sufficient operating capital for

profitable operation,

-~

In like manner, large wholesalers in some instances, and depend-
ing on prior business relationships, provide credit for retail or smaller
wholesale outlets, Some FaCoMas and their regional marketing federations
also give 30-day credit to their customers, the federations generally
requiring promissory notes as security. Retailers, mainly in rural areas
or at a few urban sari-sari stores, provide credit for the consumer. In
a 1968 survey in Manila, large wholesalers reported giving 30-day credit
to 10 percent of their smaller wholesaler customers. Roughly 20 percent
of the retailers received 30-day credit and 3 percent operated on a
consignment basis from wholesalers.gl/ All other financing, including
retail purchases by final consumers, was on a cash basis relying on

internal savings,

3. Medium- and long-term capital (or facility) loans,

Estimates of annual on-farm fixed capitaliggégg)of P480 million per year

21/ "The Marketing Strategy for RICOREX," unpublished survey,
Manila, Philippines (1968), pp. D2 and D17,

1
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derived from the BAE survey are covered in large part by current produc-
tion costs, many not affecting the farmer at all, Of the ;otal, £130
million represents assessed land taxes, a responsibility of the land-owner
directly or which accounts for part of a landlord's participation in crop
division with temants. Similarly, land rental, totalling P75 million, is
paid the landlord in the crop division. New small scale irrigation,
including d}}g”qaintengnce, is financed by National Irrigation

Authority (NIA) and Irrigation Service Unit (ISU) to the extent of some=-
where between P20 and P30 million annually, Dike maintenance of
twice this amount reflects family labor or irrigation fees to the
extent performed, Farm buildings generally represent long time farm
savings, So, aside from ISU pump loans -- of approximately P2 to P3 )
million annually -- and the NIA irrigation fees, the only formal {/
financing at farm levels of.these fixed cost inputs is supplied by the

f
|

special program loans as shown on Table X-9 plus some unquantified addi;

~

tional financing by DBP,.

Theféﬁ?}has been the major source of medium- and long-term
finance for off-farn marketing aad processing facilities, as can be seen
from Table X-10. Their supply of funds were expanded materially in 1960
to finance the Filipinization of the rice-milling industry. As a result,
their rice and corn milling facility loans reached a peak of over P35
million in 1961/62 and were again over P30 million in both 1967 and 1968.

Private development banks have added a small amount to this supply in

. R

the later part of the 1960's. ACA's contribution has been even smaller,

directed entirely for milling and warehouse facilities for cooperatives.,
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TABLE X-9

Special Financing Program of Farm Mechanization and Irrigation
(in millions of pesos)

AGLF CB/IBRD apcel/ Total
1967 5.3 13.0 0.2 18.5
1968 5.4 7.7 0.3 13.4
1969 | 3.1 2.6 0.1 5.8
1970 1.5 3.3 0.1 4.9

1/ Used only in Rizal Province. Fund comes from Province
of Rizal being channelled through rural banks,

Source: Cemtral Bank, Dept. of Rural Banks, Annual Reports, 1967/70,
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TABLE X-10

4/
Loans Granted for Capital Assets b e of Agency 1966-1970
» Ein millions of pesos) ‘

' Private
Developmgnt

et/ . aca? Banks3 Total®/

(1) (2) 3)
1966 10,3 5/ 0.2% 11.0
1967 30.5 5/ 0,5% 31.0
1968 30.5 0.1 0.5 31.1
1969 23.0 0.2 1.0 24,1
1970 6.6 0.3 0.5 7.4

Total 101.4 0.6 262/ 104,

1/ For rice and corn mills, warehouses, threshers, driers,

" hauling and other fixed equipment. Approved production
loans for capital assets cannot be isolated (see Table X-4).

2/ For milling, warehousing and hauling facilities.

3/ Medium- and long-term loans to rice mills,

4/ See Table X-9 for Rural Banks medium- and long-term on-famm
loans for acquisition of farm machinery and implements and
for development of small private irrigation system under the
AGLF, CB/IBRD, ADCR special financing programs.

5/ Less than PO.1 million,

6/ Total may not add due to rounding.

* Es timtEd .

Sources:

1) DBP, Industrial Dept.
2) ACA, Dept. of Research, Evaluation and Statistics,
3) 1966 to 1967, CB, Money, Banking and Credit Dept.
1968 to 1970, Private Development Banks Annual Reports,

AGLF - Agricultural Guarantee and Loan Fund

CB/IBRD - Central Bank: International Banks for
Reconstruction and Development

ADCR - Agricultural Development Council of Rizal.



-32 -

ermwww~*¢Thus, when the DBP was forced by credit constraints in early

iy

51970 to withdraw from such long-term financing, funds for financing rice
imilling, warehousing, and dryers were tempcrarily practically unavailable,
f;ﬁis situation developed even though a thorough study in 1968 had
}iindicated financing requirements for new rice and corn storage, milling
iand drying facilities would total over P250 million by 1975.22/ These
conclusions assumed large exportable surpluses beginning in 1970 and

estimate of requirements may have been high, but the study leaves no

doubt as to a heavy continuing demand for facility_financing.zil

Part, if not all, of this demand can probably be satisfied by

the 1970 IBRD logarfor a Rice Processing Project. It calls for provision
of foreign ;erency totalling $14.3 million and envisionsdomestic long~
term credit from DBP of P13 million with the private sector providing

P26 .4 million self-financing. In addition, peak annual working capital
finance for these new facilities fall on DBP if not forthcoming from
commercial banks or self-financed by borrowers, It remains to be seen
how long and to what extent this special loan arrangement will provide

the supplemental facility finance to meet the neceds for efficient

processing and marketing.

gg/ Weitz-Hettelsater Engineers, “Economic and Enginecering
Feasibility Study, Storage, Handling and Marketing of Selected Crops in
the Republic of the Philippines" (June 1968), pp. 342-ff,

23/ This conclusion was also voiced in personal conversations
with members of the IBRD appraisal team (1969) for a Rice Processing
Project in the Philippines.
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1V loan Characteristics

The characteristics of both the formal and,informal financial

institutions and the services they provide have been shaped over time

in.the direction of specialized marketing and production requirements.
At times this has tended to be a slow process particularly given the

conservatism often associated with institutional banking.

Rural banks and ACA (through Cooperatives) were organized in the
1950's to cater directly with low cost finance tc farmers and others in
rural areas for production, marketing and some lomger term finance.
With its cooperative focus, the effectiveness of ACA has been influenced
by all the problems of building a strong cooperative movement, Starting
in 1964/65, its activities were expanded to provide credit in land reform
areas when farmers were not members of cooperatives. PNB expanded from
its early concentration Qith sﬁgar producers to provide short-term
production Yoans to rice farmers and supplement the private commercial
bank supply of working capital loams to rice millers and traders, The
DBP sertiously entered the field to provide capital finmancing to Filipino

millers and traders in 1960 and has assisted private development banks

in supplementing this activity. However, Yglpme of lending otﬂpxiyegg”
development banks is still at low levels, gggg;;;oggx informal sources
of finance have aiways been active as suppliers of short-ggxm;loaﬁé; |
Méjor characteristics of loans from the various formal sources are

summarized 1ﬁ\égggwéix C> These together with the more important

characteristics of informal sources are discussed below.
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,
1. Interest rates. Institutional credit has generally been

made available at rates comparable with those in other Asian countries,zé/
ranging frogf?wfgwiﬂﬂbéféeht'péfmyéafﬁ Low subsidized rates of PNB andp/\
DBP have bee;ﬂavailable in praétice fér only‘a 1imited number of loans
since the 1970 credit squeeze, The oniy active low rate in 1971 is the

8 percent rate available from ACA for direct loams to farmerp.gé, The

e ettt o

new 11 percent Rice Milling Project rate of DBP is the lowest remaining
institutional rate available for long-term marketing and processing

facilities aside from the ACA rate which is restricted to cooperatives.

—

Such rates of 14 percent and below may have been realized by

t.

éa large percentage of millers and traders but probably apply to not over
%50 percent of the total number of on-farm 1oans.2£/ of the studies of
interest rates for farm loans shown on Table X-11, the ome reported

by Gapud from 1957/58 may be somewhat more accurate especially for those

borrowers reporting a zero interest rate.gzl By careful examination, he

24/ For summary of institutional rates in Asia, see Shoa=er Ong,

"Developing Small Farm Economy in Asia," in ADB, Asian Agricultural Survey,
Manila (March 1968), p. 328,

25/ This direct ACA loan rate of 3% has caused problems for
FaCoMas who re-lend ACA funds to their members at rates above 8 percent.
For comments on this point, see W,T, Goddard, "Case Study of Selected
FoCoMas in the Philippines," ACCI, Los Bafloz (May 81, 1967),
p. 38, (Mimeographed).
it f’ég/ This may mean a much larger percentage in total value as the
. larger loans are usually negotiated by more credit worthy borrowers where
' lenders can afford to give lower rates considering the lower risk and
irkduced servicing involved,

Lo

27/ Jose P, Gapud, op. cit., p. 78.
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TABLE X-11

Interest Rates Paid by Farmers

% of Borrowers Paying
within Rate Range

Gapud , De Guzman
1957/58 1954/55
Interest Survey Survey
Rate of Rice 75% of Sample
Range Farms were Rice Farms
e 20.0 49.0
1- &4
5.0
5- 9 13.0
10~ 14
20.0
15~ 19 '
9.0
20~ 29
11.0
30~ 49
50~ 74 23.0
6.0
75-100
Over 200 15.0 3.0
Size of Sample 224 5,144
Average Rate 98 28
Study Location Nueva Ecija 4 countrywide

Sources: Jose P, Gapud, "Financing Lowland Rice Farming in

Selected Barrios in Mufioz, Nueva Ecija,"
Economic Research Journal (September 1959),
Pe 790 ’

Leopoldo P. de Guzman, "An Economic Analysis of
the Methods of Farm Financing Used on 5,144
Farms," Philippine Apriculturist, Vol. 41
(January 1958), p. 467,
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A

determined that the qggggggMgggpgtgéwigﬁegg§Em£9£§wf0r loens for which
zero interest was claimed was actuallflig;é§é§§n£:§ith mapy charging
highly usurious rates, These differences arose from underpricing
‘harvest repayments, overpricing goods purchased with loan proceeds and
similar trading practices. If the 1954/55 findings are similarly

adjusted, average rates would probably have been’gqnsi@e;ably higher,

Several farm studies have reported the range of interest
a,ghCoMas, which are limited by law to 12 percent, have been found at

times to be charging higher rates on loans repaid before maturity where

no interest adjustment was given or where the annual rate was charged

for loans maturing in less than a year.zgl Traditional types of high
interest loans are reported as still in evidence, These include practices
known as takipan (repay 2 cavans of palay for every onme borrowed),
talindua (repay 3 cavans for every 2 borrowed), terciahan (repay & cavans
for every 3 borrowed), and takslanan (vhere repayment in kind for cash

loan is valued below prevailing prices).gg/ Some loans from all categories

of 1nforma} lggggps were found with efﬁgg;ivew;@EQQ”QKQQQQIQE:gQQ‘Perceﬁflx

[ ——

Many of these farm loans were small and without security,

28/ Gapud, op. cif., p. 79. The annual effective rate is also
increased by the service charge being assessed on a loan basis rather than
per annum, ”

[y
e

29/ Nathaniel Tablante, "The Present Situation and Outlook of %
Short-term Credit Facilities with Emphasis on their Implications on the
Present Rice Problems of the Countr,™ in Rice and Related Statistics, U,P
Statistical Center, Manila (1965), p. 154; and Augusto F. Espiritu, et al
Ryral Banking published privately by the authors, Manila (196%, p. 7§.xw

4

v



- 37 =

TABLE X-12

Rates of Interecst Charged by Formal and Informal Sources

(in % per yesr)
Rates Reported Gapud De Guzman
by Formal 1957/58 1954/55
Organizations Survey Survey
Group or Prior 197C & of Rice 75% of Sgmple
Organization to 1970 After Farms were Rice Farms
¢~ Rate Range ——————>
ACA (ACCFA) 8 8 Average 12
FaCoMas 10 12 10-36
DBP 8-10 12
RICOB Regilstered
Production 7 7
Working Capital 8 10
Facility 7 7
Rice Milling Project 11
PNB 7-12 12-14 1-14
Rural Banksl/ 1/ 12 12 Average 14 % 1-19
Commercial Banks~ 1/ 12-14
Private Dev, Banks~ 10-11 12
Insurance Companies 1-9
Savings Banks 12
Landlords 0 to over 200 O to over 10C
Private Individuals C to over 200 O to over 100
Merchants 0 to over 200 20-99
Relatives 0 to over 200 10-99

1/ Actual rates may be slightly higher than reported as interest

generally collected in advance,

Some effective rates from

private development banks reportedly are increased still
further by thc practices of requiring 10 to 20 percent
compensating deposits for the loan duration together with
service and handling fees each anniversary data, see Mrs,
Belen V. Ancheta, speech delivered at Private Development
Bank Seminar, Manila (March 1971), (unpublished),

Sources:

Formal Organizations; see Appendix C,

Jose P, Gapud; "Financing Lowland Rice Farming in Selected
Barrios in Mufioz, Nueva Ecija," Economic Research Journal

(September 1959), p. 79.

Leépoldo P. de Guzman; “An Economic Analysis of the Methods
of Farm Financing Used on 5,144 Farms," Philippine
Agriculturist, Vol, 41 (January 1958), p. 468.
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invoiving high natural risks and administrative costs, which called for
high interest rates unless loans were subsidized, These rates are
comparable with those reported in 1953 by Belshaw for Asia and the Far
East, rates varying from 20 to 400 percent,ég/ While some of the higher
rates might be justified economically, they still indicate a social
problem, ,/As Mellor so correctly points out, because of thé risks of

the lender and the means he might take to minimize these risks, the
likelihood of oppression arising from these circumstances is great.gl/
(it does not indicate unusual immorality among money lenders, but rather
that the evil arises from the nature of the credit and the borrowers and
\Epe resulting credit system, Moreover, aside from emphasizing the need L
for social action, tyese highwrates_Eigﬁligh;wghg_gggg&fqgmgggqggépgmgfwi

cooperatives and/or other specialized lending institutjonms.

Loans between traders, merchants and millers may be at rates
slightly higher than 14 percent but marketing surveys throw little light
on this situation. The only clue comes from millers in Luzon who
reported receiving loans from their large wholesale customers, Advances
were made for palay purchases to be repaid usually within € months by
rice shipments credited against the loan at from 0,50 to P1,0C below
the existing market price, At current rice prices, this would reflect
an annual interest rate of not over 10 percent, With DBP and PNB

practically out of the working capital market in 1970 and 1971, many

30/ Horace Belshaw, Agricultural Credit in Economically Under-
developed Countries, FAO, Rome (1959), p. Gl.

_3_!._/ Mellor, P_E_. _c__i_-_t_-’ pp. 316-ff¢
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traders without established credit relations elsewhere have had to
increase their trading on deposited farmers' stocks or else resort to

more expensive sources if they were to stay in business.ézl

2, Collateral requirements. Traditional -bankers tended to

place high priority on real estate or chattel mortgages, shying away
frém accepting standing or stored crops as collateral. This shortcoming
was of little concern to millers with their land and facilities. For
the farmer, it was overcome to some extent with the bonding of ware-
houses and the use of quedans (warehouse receipts) to provide improved
collateral for loans, When such security is accepted by commercial
banks, loan value is usually for omly 50 to 60 percent of market value
of the palay stocks. Lack of standards of quality and insecurity of
realizing claims from bonded warehouses remain important constraints for

these banks.

When FaCoMas and Rural Banks were cstablished, it was expected
they could meet the need of the farmer who had collateral unsuitable to
traditional banking institutions. FaCoMas from the start could lend
against standing and stored palay stocks because of opportunity for
closer control, although members have not infrequently sold their crops

without repaying the loans. Rural bankers were often inexperienced and

; to the shortage of rice stocks in August/September 1971. Short of
. working capital, millers were forced to turn stocks over more rapidly at

T 32/ Tightness of working capital credit could have contributed

¥ ¢ harvest time, thus relatively reducing retail market prices for rice,

. With lower prices after harvest, consumption rose, leaving smaller stocks
ifor later in the year.
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. gomewhat further removed from the farmers sc were more reticent to loan

against stored or standing stocks.gzl To some extent this is being
overcome with the establishment of the Agricultural Guarantee and Loan
Fund (AGLF) which assumes a portion of the risk involved, Supervised
credit which is expected to accompany AGLF loans was planhed to further
minimize the overall risks. However, supervision has not yet provided
as hopeful an answer as expected given the inexperience of available

34/

supervisors and the high costs of supervision,—

While RCA was buying palay to support the floor price, farmers
could receive full payment after depositing their palay in bonded ware-
houses and signing over the warehouse receipts to an agent bank of RCA,
This system proved successful from the farmers viewpoint but inadequate
supervision of bonded warehouses and tendency of warehousemen/millers to
use RCA stocks as working capital brought extensive losses to RCA from
the system;gi/ PNB has thus understandably been hesitant in continuing to

finance RCA purchases,

33/ For example, Muere reports that of the total loans granted
by rural banks in the first 10 years of rural bank operations ending
December 31, 1962, only 5.13 percent of total loan value was secured ‘
by mortgages on growing crops, with an additional 1,01 percent by stored g
crops, op. cit., p. 24. '

gg/ In August 1971, the Monetary Board announced the approval
of a financing plan expected to overcome some of the shortcomings of the
ACLF. The new Agricultural Guorantee Fund (AGF) progran incorporates an
additional 1% percent fee to adequately cover costs of supervising the

loan, Business Day (August 4, 1971), p. 4.

35/ In March 1971, the chairman of RCA testified before the
Senate that P92 million worth of palay had disappeared from bonded ware-
houses, the loss having resulted from “yeak implementation™ of the quedan
gystem, Manila Times (March 15, 1971), p. 1. In June 1971, the new
chairman of RCA,Jose Drilon,Jr.reported a P143 million loss of palay
traceable to defaulting private contractors, warehousemen and other private
persons, Manila Times (June 19, 1971), p. 1.
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So, while ACA (FaCoMas) and the Rural Banks are providing an
increasing amount of finance against crop collaéeral, their present
capacities leave a large portion of the need unsatisfied except for
reliance onrinformal sources or farm savings. And while RCA has been
bridging the gap to some exteﬁt at harvest time, this financial source

has been out of the market in most of 1970 and 1971.

V Other Considerations

1. Credit through cooperatives., A perennial need for

specialized agencies to provide finance for small rice farmers in their
production and marketing has long been recognized in the Philippines as
clsewhere in Asia. Strong-ideological support has been given to
cooperative movements to save the farmer froﬁ the "clutches of the money
lender and capture for him the profits of the middleman”, In the
Philippines,‘this support has been strongly evident since establishment

of ACCFA by RA 821 4in 1952,

In spite of this Government backing, the;qqopgpggi&elﬂovEmgnt

under ACCFA and later ACA (1953 by RA 3344) has been beset by continuous

troubles. The difficulties have been too frequently documented to warrant |

detailed discussion here. They include managerial deficiencies,. high

social opportunity costs for many members, 1rregu1arity of financing and

R

low loan repayments, bureaucratic delays with loan releases too _late, and
. bhetstedatob et ,

probably of key importance -- the original initiation of the program within

the context of a relatively static rice agriculture primarily competing

with money lenders who had more flexibility in offering a consumption-type

s ST
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crgﬁ}t,gﬁ/ Korzan sums up the situation in the Philippines in 1970 in
saying, "when expectations are not realized ..... the image of cooperative
enterprise is badly tarnished, This is the situation that prevails in

the Philippines at the present time".ézl

In spite of this gloomy picture, progress -- even though still
small -- has been evident since the tying of the program after 1966 to
the technological breakthrough in rice., Under these conditions, returns
to income-increasing investment are possible and the institutional

orientation and ties of the cooperatives are probably more suitable than
e e ada A o .

s

those of the money lender for understanding the special problems of

lending for a mew technology. Volume of ACA lending has more than tripled

since 1965/66, as shown in Table X-13, These accomplishments have
reflected the development of a few strong cooperative managers plus an
improving loan collection record providing increased availability of
loanable funds, However, by 1969/70 ACA's percentage of institutional

credit for rice and palay amounted to only 8 percent of farm input finance,

36/ For excellent summary discussions, see Bibiano B, Arzadon,
"The Role of Cooperatives in Marketing and Supply," in 1st National
Seminar on Agricultural Marketing, DANR, BPI, Manila (Sept. 7-25, 1965),
pp. 168-177; Gerald E, Korzan and Fabian A. Tiongson, "The Agricultural
Marketing System -~ The Cooperative Dimension," paper presented at First
Asian Conference on Agricultural Credit and Cooperatives, Manila (Dec, 1-
10, 1970) (mimeographed) ;and N. B, Tablante, e Agricultural Credit 7
Problem in the Philippines," paper presented at the 1964 Summer Seminar!

on Socio-Economic Aspects of Agricultural Development, U,P, College of,}
Agriculture, Laguna 5i964)(mimeographed).

37/ Op. cit., p. 15.
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TABLE X-13

" Credit Granted by ACA (ACCFA) to Palay FaCdMaSE{ 1959/60-1969/70
(in million P)

No. of Active 1. Agricultural  1I, Iradingd/ TII, Otheral!

F;scal Palay 1/ Palay 2/ (Facility
ear FaCoMas= Production— ) Loans)  Total
1959/60 n.a. 2.37 0,63 0.16  3.16
1960/61 n.a, 1.25 0456 0.05  1.86
1961/62 n.a. 0,79 6,23 0,086 7.1C
1962/63 ‘n.a. 1.84 4,70 0.64 7,18
1963/64 n.a. 2.91 2.11 0,17  5.19
1964165 n.a. 3.24 2,98 0.01 6,23
1965/66 94 4,90 4.81 c.02  9.73
1966 /67 112 12.62 8.87 0.02 21,51
1967/68 135 17.78 8.01 0.07 25,86
1968 /69 153 12,66 5.43 0.15 18,26
1969/70 170 22.13 14,32 0.3 36,79
Total 82.49 58,65 1.71 142.85

1/ As of June 30, Includes federations of FaCoMas, Some of palay

FaCoMas also handle corn and other grains. These are, however, 4
reportedly negligible,

2/ short-term loans maturing 60 days after harvest at 8% interest
rate/annum, plus FaCoMa service charge of 1 to 4% additional.

Loans direct to farmer under land reform program not included above,

3/ Short-term loans with maturities of 120 or 180 days.

4/ Generally medium- (maturing in 3 to 5 years) and long-term
(maturing in 10 years) loans, depending on the facility being
financed; warehouses, rice mills, farm equipment and the like,

5/ From 1965/66 data include loans to federations of FaCoMas,

Source of basic data: ACA, Research, Evaluation and Statistics Divisionm,




13 percent of commodity loans and still less than 1 percent of facility

loans,

On the basis of these gains, ACA now has plans to finance the

handling thru FaCoMas and Cooperative marketing organizations of once

third of the marketed surplus by 1975.§§/ Their ability to realize such

_a goal depends on many factors.gggggp with the tie to technological change,

{ :
.ifqug;gtiggwfinance must s;il) compete with the flexibility, knowhow and

qgﬁggmg§»0pegggion of both the money lenders and traditional traders.,

Under the more suitable environment for making production and trading

loans, money lenders and traders have the capability and flexibility to

mfsggwlggggmg§g£§iiggigivg costs and risks with lower interest rates.

To compete profitably, management of the cooperatives must be equally
experienced and capable and finance must be adequate and timely. These
are conditions that will be hard to realize.ég/ The more prosperous
farmers are apt to benefit from the competition and improved condition by
lower interest rates from whomever supplies the credit. Cooperative
marketing organizations will find difficulty in capturing profits for

the farmers or reducing prices to consumers in distribution channels
when margins are already relatively low, And, the small farmer whose
needs are of a consumption nature must still pin his hopes on subsidized

loans., The cooperative may or may not be the most effective instrument

for furnishing this finance.

38/ Manila Times,"5-Year Coop Plan Completed"(December 10, 1970),
p. 10. ,

22/ Adequate and timely releases of funds have perennially been a
problem to ACA, In the late 1950's and early 1960's, funding almost
dried up entirely. ACA, Annual Reports, 1960's.




2, ‘Credit combined with qther services, The argument has been
advanced that a substantial need and justification for new credit ins-
titutions arises with opportunities for technological change, particularly
where this involves important increase in cash inputs, This leads
naturally to tying credit programs with other services that will help
insure coordination with the, other aspects of technological change.

With this partnership, credit suppliers can have greater confidence
that the new technology will be used and that debts can bé serviced,
Coordination can also result in more efficient use of scarce manpower
services, The beginning of usefui coordination of this sort has been

evident accompanying the techmological breakthrough in rice production

in the late 1960's,

Suggzglggg*gzggit, which combines extension technicians with
credit provision, is being increasingly employed by the Rural Banks in
cooperation with the Agricultural Producti&ity Commission (APC) and
their own technicians., Also, ACA activities were tied to APC farm
management studies in spreading credit for the new technology in land

reform areas in Luzon and elsewhere,

Further, in early 1971, the Secretary of Agriculture was
seriously investigating the possibility of initiating a proggggwfqgﬂg;gg

insurance to reduce the risks of default when natural calamities, typhoons
T — T T T

and floods bring crop failures. Such insurance requires time for
perfection so can be started only gradually, Where it has been
established, as in the United States and Mexico, institutional loans

generally cannot be obtained unless the borrower also insures his crop.
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‘

The crop insurance rate for rice production in the U,S, varies between
2.5 and 3.8 percent but this payment is partially offset by lower loan

rates because of the reduced risk.ﬁg/

"Other forms of coordination are practiced in the factor market,
In 1967, the Agricultural Development Council of Rizal (ADCR) tied
input credit provision for palay production to private suppliers
qualified to provide some of the technical information associated with
use of the new high yielding seed varieties, The council also tried to
insure planned use of the loan funds by incorporating a practice
extensively employed in Indonesia, of issuing purchase orders for the
inputs instead of cash, the supplier being paid directly by ADCR, This
purchase order procedure has been adopted also by some FaCoMas where they

sell the inputs themselves and give technical help at the same time,

In the private sector, only between 1¢ and 15 percent of
fertilizer sales are made on a credit basis, However, at least one large
Philippine manufacturer (ﬁSEAC, later Planters) conducted technical
training sessions for dealers so they could give technical help relating

41/

to the new technology to their customers,——

The coordination of credit and technical guidance is also being
initiated by several of the new large rice mill owmers, both in Luzon

and Mindanao. These millers finance the new technological inputs,

40/ In the U,S,, administrative costs for the crop insurance
program are government subsidized.

41/ Estimate of credit sales were given to the authors by two
of Philippine fertilizer manufacturers,
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require strict adherence to specified cultural practices, guaranteeing
above market payment for output in a tied sales contract. The higher
output price is apparently possible by uniformity in variety along with

more precise measures for rewarding quality.

VI Summary and Conclusions

Ll;RJTraditionally, short-term on-farm finance was primarily
for "consumption" purposes. This deggggwggggggd_gngm%gggggggd
especially after the mid-1960's, as\ echngéggy developed such that
improved combinations would bring a return higher than éxisting interest
rates, Off-farm, demand for short-term working capital and commodity

credit has been expanding over this century as the commercially milled

(O b
marketed surplus increased along with urbanization and substitution of

e e

domestic production for imports, On-farm demand for longer term credit

[
also increased as it become more important to exgééglgggggg§ygm}gpd

e b st S

o
area by irrigation to satisfy avgpgwgggwposﬁlagion and safeguard invest-

D O 50 ST

ments in high yielding inputs, Simultaneously, the increase in
{
maggggw g brought concurrent demand for longer term loans for mills,

bodegas and related facilities,

2. 1In 1969/70, peaking of outstanding short-term loan require-
: axing

ments was estimated to have occurred for on-farm inpggg_ig_ypggmber, for

on- and off-farm palay and E}ggﬁ§§ggks in December/January and for

overall requirements in November/December (approximately $1,5 billion).

e, I

Around two-thirds of on-farm short-term loans for palay farms were

obtained between May and July,
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.

'3, Formal credit institutions have grown rapidly Soth in

. absolute and relative terms duriﬁg the:1960's in their capacity to
supply the short~term on-farm f;nance needs, Largest gains have been
made in absolute terms Wy rural and commercial bardks and, percentage-
wise, by ACA (and the FaCoMas). Even so, informal sources still appear

to provide more than half of external finance, with landlords remaining

thé most important informal source, Internal finance from the savings

of farm families accounts for about 20 percent of total short-term
on-farm financing., There is evidence that around three-quarters of farm
households borréw somet@mé during each year, An additional financing of
P50 million to enable those on irrigated lands to increase fertilizer
inputs with high yielding seed should result in additional output of |

200,000 tons of rice with retail market value of over P175 million.&gl

4. Working éapital requirements of traders and millers were
probably covered‘adequately during 1968 and 1969 when formal institutional
sources supplied Qround half of the total finéncing required, During
thelé years, RCA providéd between one~-third and oné-half of the formal
financing with the balance spréad meinly between the commgrcial banks,
bﬁP and PNB, Somewhat Aless than half the required financing was’

" supplied Sy millers and ‘traders with an assist from stocks of farmers
stored in their warechouses, After DBP, RCA and PNB withdrew most of their
sﬁpﬁott'in 1970 and 1971, a ma jor financing load was thrown ontc the

comﬁercial banks, This undoubtedly meant higher cost credit with an

, 42/ Valued at P2.20/ganta at which rationed rice was being
sold in Manila in mid-1971,
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influence either to reduce farm prices or increase retail prices. It
could also have accentuated the rice shortage in the market in mid-1971
as insufficient finance forces traders to unload stocks soon after

harvest,

5. Requirements of on-farm medium~- and long-term finance
appear large (estimated at P154 per hectare or around P480 million
annually) but much is covered by crop distribution or proceeds. Rural
banks currently supply a limited amount of finance for farm machinery
and small irrigation systems, which may be adequate for near-future
needs, NIA and ISU are charged with financing larger irrigation,
Institutional financing for facilities has come primarily from DBP in
fulfilling its responsibility to Filipino millers and traders, but '
these RICOB certified loans have been temporarily discontinued, Whether
their new Rice Project Loans will meet present needs now is still an

open question,

6. In recent years most of the millers and traders may have

been able to borrow at interest rates of not over 14 percent but about

half of the farmers faced higher rates, some in excess of 200 percent,

Some of the high rates might be justified considering the nature of the
loans, but such rates emphasize the remaining social problems and could

reflect Oppressioniinherently possible in such cases,

7. Farmers have traditionally had difficulty in obtaining
loans from institutional lenders on standing or stored crop collateral,

ACA and the FaCoMas have accepted such collateral in their limited

-
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operating areas and rural banks are expanding their acceptance as they
improve loan supervision under guarantece loan programs, RCA used the
quedan system with bonded warehouses for purchasing palay but their
unhaépy experience because of poor bonding control has kept commercial

banks from utilizing this potential collateral safeguard.

8, While the coggeratives have been advocated on ideological
grounds as the solution to the farm credit problem in both the factor and
product markets, the cooperative movement has faced continuous difficulty.

It is only in association with the technological breakthrough that/some

progress, even though still small, has been achieved. ACA has plans
to extend its gainsg but must meet the efficiencyvand flexibility of money
lenders and traders who can be expected to reduce intefest rates in line

with lower risks., As to the small farmer whose needs are of a consumption

nature, a solution through cooperatives is yet not in evidence,

9, Credit arrangements for farm inputs tend to become viable
when associated with techmological change and major output increases,
Thus réason arises for comserving scarce technical resources and asso-
ciating credit supply with provision of technical know how and super-
vision, A number of schemes of this nature are now being tried in the

Philippines,
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APPENDIX B
Estimate of Financi
(in millions of pesos)

j344

of Cash Inputs for Rice Production, 1969/70

New Cash Require-

Monthly % ment During Month
Distribution of to Meet Cash Inputs Total
Harvest, 1969/70 plus Family Expense Outstanding
Month of During Financed Credit
Harvest Harvest Month (Fo = XeYeA ) (FI =F; + Fo - Fo )
(t+5) (¢9) t t t t-1 t t-7

June 1969 4.0 34.9 34,9 -
July 0.7 . 5.7 40.6 -
August 2,6 21.2 61.8
September 4.4 35.9 97.7
October 20.6 167.9 265.6
November 21,7 176.9 442,5
December 20.1 163.8 606.3
January 1970 2.0 16.3 587.7
February 3.0 24,5 606.5
March 5.0 40.8 626,0
April 8.9 72,5 '662,7
May A0 57.1 551.8
June 4,0 32,6 407.6
July 0.7~ 5.9 249.6
August 2,6 21.8 255.1
September 4.4 36.9 267.5
October 20.6 172.6 399.4
November 21.7 181.8 508.7
December 20.1 168.4 620.0
Explanation:

Credit is assumed needed 5 mon
Credit maturity assumed to be

credit was obtained).
Definitions:
Ah - area harvested:
t

b
]

average production cost o
expenses financed, wh
assumed to equal 25%

ths before harvest.
2 months after harvest (or 7 months after

production cost of cash imputs = £209.45/ha.

Y

t

Sources: BAE: Monthly percent of harvest, area harves

1.25 (P209.45) = P261,81.
monthly percent of harvest.

month on.whiéh credit needed.

production cost statistics,

3,332,150 ha, for January 1969, -
3,113,440 ha, for February 1969/Jan, 1970.
3,200,700 ha, for February/July 1970.

£ cash inputs/ha. + family living
ere family living expenses financed

of cash inputs and where average

ted and basic

-'q"
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