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GUARANTEE SCHEMES: AN ALTERNATIVE
TO THE SUPERVISED CREDIT PROGRAM*
by

Marife T. Magno and Richard L. Meyer**

" I. INTRODUCTION

In rekponke to a perennial problem of inadequate volume of
credit going to the so-called "Bocially-dekirable projecti", in
particular to agriculture and indigenous induktriel, the
government inktituted keveral bupervibed credit programb (SCPE).
More popular among theke programk were Makagana 99 (rice) and

Maikagana (corn) which were launched in 1972.

*paper presented during the ACPC-PIDS-0SU kponkored beminar~
workshop on "Financial Intermediation in the Rural Sector:
Rekbearch Rekultks and Policy Ikkues"” held on 26=27 September 1988
at the Cuaderno Hall, Central Bank of the Philippinek. Thik ik
part of a larger study on comparative bank analysik jointly con-
ducted by the Agricultural Credit Policy Council (ACPC), Philip-
pine 1Inktitute for Development Studiek (PIDS) and Ohioc State
Univerkity (0OSU). The project wak coordinated by Dr, Mario B.
Lamberte (PIDS) and Dr. V. Bruce J. Tolentino (ACPC).

**Rekpectively, Rekearch AXsociate, PIDS and Profekkor, OSU.
The views expresked in thik study are thoke of the authork
and do not neceksarily reflect thoke of the Inktitute.



To Bupport the SCPs, liberal Belectlve credit p011c1e5,.such
as low 1nterest rates and cheap redlScountlng facilities have
been adopted. As noted in various studiel (TBAC 1985, Lamberte
and ~Lim‘ 1987), the SCPk were on'the'whole a failﬁre. These
credit subsidies did not reach the te;geted clientele but  rather
led to mikallocation of resources, disintermediation,' inflatioﬁ,
high ‘loan akrearages'and-loah failures which made banks more
averise in extendiné credit to ag;;cu;ture and. " indigenous
industries. Hence, the sector remained as  indebted and

unbankable aks before.

‘The government embarked on a be?ies of financial reforms
starting in 1989. Knowing _that the imejor drawback of the
previous credit programs stembs froﬁ the Bﬁbéidized interest rates
and cheap rediscounting policy, the-financial reforms :‘included
deregulation of bank interest rates and Athe-'alignment of
rediécouﬁt rates to the market rate. By 1985, the interest rateks
and rediicount fateb-were wholly market ofientedu In effect,

interest rate subsidies to the priority sectors were eliminated.

The '%elaketioh of interebt rates, however, did not produce
tﬁe' desired teéulfs bﬁtehas contributed té tﬁev:educed flew of
loans to the Bbcielly aeeirable projecté (TBAC 1985). It “Beemé
that the risk and default condltlons Burroundlng agrlculture ieﬁd
1ndlgenous 1ndu5tr1es have 1not Blgnlflcantly 1mproved, iédd
therefore, any 1ncreaée 1n depos;ts reéultlng from 1nterest rate
llberal1zatlon would not neqesbarily fldw into these Bectors.
Banks are 5till reluctant to increabe"theif expohureb to

agriculture a% well as the indigenous industries.



o ‘date, the SCPh are slowly being phaked out. Thiks does
not -mean, .hOWeVer;»that direct~government,interyention in  the
credit market ha% been eliminated. 'Goverhment intervention ik
3till conkidered to be necebbary to complement ‘the : llberallzatlon
polICIGS.' In place of the SCPB, rlek redu01ng programs are belng
‘empha31zed By rlSk reduc1ng programé, we refer to the credit
guarantee programs. ‘ Thebe programs are the latebti form of
intervehtiOn in the financial market aimed at relieving the risk-
burdenks faced 5b§ tfinancial"inétitutione in 1lending to the
priorityf Beétor;' tInithe previoub»SCPe, funds- for on=-lending
~mainl¥;.caue “frdmh'the government with financial institutionk
beruing a3 conduits.’ Under‘the risk-reducing program, - however,
“fundb for dnelendinghéome from the flhancial-lnbtitutionb . The
'government supports ‘them by assumlng certaln port1on of the riek

of default.

:Thié.'Vpaper"examineE~mthe effectiveness of ‘the ' credit
'guaranteej prbéramseiq'ihcreasing-the amount of credit that goe:s
to 7agrieulture- and indigenOuB induétriee; ‘Specifically, the

follouing. 1sbues w1ll be addrebbed- (l)'Db;.gUarantee programs

~lead _.to  f add1t10nal1ty agr1cultural 'lending; | (2) DO

guarantee programe contrlbute to Bmall 1oans, l3) Do ~guarantee
’programe encourage bankb to use thelr own funds, (4)' Do guaran-
iteev programB reduce the coet of lend1ng to bankb and (S)e. How

.cost effect1ve are the guarantee prOgramS.

The Btudy focubeb on the four ex13t1ng guarantee programs of

the - government,: namely- (1)_the Quarantee Fund Lfor[‘Smalll and -



Medium Enterprises (GFSME); (2) the Industrial Guarantee and
Loan Fund (IGLF); (3) the Quedan Guarantee Program (QGP) and

(4) the Crop Inkurance Program (CIP).

The paper will be organized a5 follows: Section II
presenths the conceptual framework. Here the hypothekiks of
the 5study ab well ak the indicators to test this hypothekik are

prekented.

Section III dekcribes the Bpecial feature:s of each guarantee
program, The terms and conditions of loans under the guarantee

programs will alko be emphakized.

Sectionks IV and V diskcubs the overall performance of the
guarantee programs. Section IV presents information on how
the guarantee funds have been utilized in terms of the type of
banking inktitutionk, the nature of investment and loan kize.
The operational performance of the guarantee institutions/
agencies 1is5 alko presBented. Section V dikcusses the overall
impact of the guarantee programs on the basis of the hypothekiks

and the indicators presSented in Section II,

Sections VI and VII dibcuss the performance of the guarantee
progfams in terms of banks' response to and - akkeskment of
the programs, Section VI uses primaryldaté from the Comparative
Bank Study 'shrvey (1987) . Section VII focuses on the

case of the GFSME progranm.

The last two sectionk present the concluSions of the study

and some policy recommendations.



II. CONCEPTUAL FRAMEWORK

Lending instituﬁions ubually charge a higher -premium for
risk for borrowers in the priérity sectors of the government than
they do for the borrdwer$ in thte non~priority kectorks. (Johnson,
1974, Khatkhate and Villanuevs 1978, Lipton 1979, Pibkchke 1986).
Thiks i5 because the lenders akhociate an extra~normal risk to the
priority sector. A program such ak the credit guarantee Béheme,
which aims to reduce the perceived risk=prevailing in agriculture

and indigenous induktries i5, therefore perceived as being an

effective way to reduce lender risk and increake lending.,

The impact of a guarantee program on the Bupply of credit to
the priority sector can be analyzed uking a supply-demand model
developed by Gonzalez=Vega (1976). The assumptions of the model
are; First, the banks operate under a competitive market. Second,
there are only two types of borrower. One type ik a rikky
borrower, in the sense that the bank is not familiar with the
borrower or the project the borrower proposes to undértake with a
loan. Projects in agriculture and indigenous industries
frequently beiong to this category. The other type is a less
fisky borrower, vith whom the bank is acquainted with and/or whose
projects are well known. Third, the borrowers have an identical
demand for credit. This means that the marginal revenue curvel
of both borrowers are Ssimilar. The latter assumption is
important to isolate the effects on interest rates of differencej
in their initial endowments from that‘of differences in the cokt
of lending. Relaxation of thik assumption, however, will not

significantly alter the findings 5ince we are dealing here- with



elasticities. And fourth, cobt of funds and lending cobty are
identical for both borrowers and differences arise only . in the

.cost akkociated with default,

The cost of lending i5 expected to be relatively higher for
loans to the risky borrowers than to the leks risky borrowers,
The differénce‘ in cokt ik due to 'thg higher risk premium
. aBkociated with the rikky borrower, " In efféct, the marginal coist
~(MC) curves - of loans._té,the ‘twq borrowers differs, where
’ﬁéfgiﬁal._cgst curve ik kteeper for the.ri5ky borrower than the
lekXs riéky.one. Thik meéné thaf the,additibnal cost per'pebo‘éf

loan grahted‘ib higher for the rikky borrower,

:jThe jdiffergnce ‘in the marginal cost of the two borrowerb_
‘would = imply different lending interest ratéglfor both. This aik
becauke banks are profit-maximizensﬂané thérefor¢ wouldbcharge.én
interest rate at the point where Mé = MC., 1In Figure II-1, .tHiB
i represented by the interksection between the MC curvels and the
demandiicufveg. The demand curve for.the whole banking. induétryj
is ‘actually equal to the value of;the'maréihal productivity (VMP)
off_loahs, Hence, the optimizing‘point fs_where MC % VMP.  And
-the equilibrium quantity and price for each borrdéer, conéidering
no. interebt rate ceilingB‘and 1iquidity conétraihts; ik L* ‘qnd
r for - the risky borrower and L* . ana r fof.the_lebslfisky

1 2 . 2 ’ '
borrower.
With effective guarantee programs, the risk-burden in the
priority Sector..ié 'redu¢éd‘aﬁd‘thué; lending rateé’“to fiéky

borrowers  decreakes which result in:an incréase‘going' to them,



Figure 1I-1.  CREDIT ALLOCATION FOR RISKY BORROWER:AND
LESS RISKY BORROWER, WITHOUT GUARANTEE




This i5 because the rikk premium which creates the difference

between r and r is eliminated. The guarantee shifts the MC of
1 2
risky borrowers to MC'. 1In effect, risky borrowers become com-
1
petitive with the lekk rikky borrowers. Figure II-2 illusktrates

the Bsituation. The decreakse in MC of risky borrowers increaked

the amount of loan to L' which i5s equal to L*, This suggebtks
' 1 2
competitiveness of and elimination of biax against the risky

borrowers.

Suppoise, however, that the 1lender hak a liquidity

constraint, such that available loanable fund: ik only L* pluk

1
L* (referred to as I). Then banks would allocate T 5uch that
2

MC = MC . Since MC ik lower than MC , then banks would service
thi 1eb§ risky bofrower first befére the risky borrower.
This means that with T, banks would still charge the interest
rates r and r veven with a guarantee and thus, there would be
no incriabe in tﬁe amount of credit to the risky borrower. To
increase the amount of loans to the leks risky borrower meank
that L* have to decrease to I.'. This ik poksible if an
interebtzrrate 5ubsidy equal to gﬁg is paid to the bank (see
Figure II-3), The interest Eubsidy decreakes the lending cokt to

the risky borrower and shifts MC to MC'. In effect, loank

1 1
to the risky borrower increase to L'. Thik increake ik equal
1
to the decrease in loans to the leks risky borrower (L* - L"),

2 2

Decreasing 1loans to the lekks risky borrowers ik not
costleks, It Bhould be noted that the lekk risky borrowers are

the bank's prime or regular clients and it would be difficult for
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Risky Borrower - . Less Risky Borrower

Figure 11-2. CREDIT ALLOCATION FOR RISKY BORROWER AND
" LESS RISKY BORROWER, WITH A GUARANTEE
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the bank to turn them down. To-maintain long-term relationk with
clients, it i5 expected that they would ubually bervice their old
¢clients first before kervicing a new client. Under this
situation, there may be no increase in loanks to rikky borrowerks
even with a guarantee or the amount of subsidy needed would be

higher.

The above findings ksuggest the need for additional 1loanable
fundk to fully realize the effect -of a guarantee for institutionks
with liquidity conkstraint. There are two ways of achieving thik:
one ik through redikscounting or gelling of loan papers and the

other is through more extensive depokit mobilization.

The effect of redikcounting or &kelling 1loan papers ik
illubtraéed as Figure II-2. Redibkcounting loan papers occurks
when banks liéuify or secure funds from either the Central Bank
or the guaranteé programs by "kBelling® the guaranteed loank. In
this cake, there maybe an increase in the amount of loans to the
risky borrower without a decreake in loank to the lekk ri=ky
borrower. Hence, 1lebs risky borrowers are not  adverkely
affected. And, no subkidy is paid to the bank. The additional
fundk, however, come mainly from government funds and not the

bank's own funds,

On the other hand, if additional funds were met through
deposit _mobilization (see ACPC 1988), banks would be using
their own funds for lending and substitution of bank funds by
government  fundk  ak well ak interest rate bsubkidy i5s

eliminated. The above implicationk suggest that a credit
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guarantee can be an effective- meanb of increaking credit
:to the | priority eector- under ﬂ,an " effective ‘ depobit
mobilization Echeme. In a - nutehell depokit vimebilization
would be a by?product of an effective guarantee Bcheme .kince
hanks would exert extra effort*in.‘increasingv loans to the

priority sectors.

The apprOpriateneBs of the dekign and implementation of
guarantee achemes 15 however,. alko: cruc1al to the effectiveneae
of  the programs. Hence, even wlth; an effective .deposit:
mobiliéation 'the" downward ehift in the MC curve may be 5mall
comparedvto what the designers of the program expectb.':There are
Beveral reaéonh why thle can happen.- Firbt, there'ie a COBt of,
partlclpatlon in the guarantee prOgrame {e.g., BuperV1510n and
monltorlng coet, guarantee feee, add1t1onal paperworks due" tq

addltlonal requlrements of the Guarantee - Board, etc. )

Second, "~banks may perceive a "post=exhaubtion cokt." - That
i "the cost -of collection and the’ coet of forecloSure and

claiming- for guarantee ‘in cake of a default.

Third,< the effectlveness of guarantee programs ik reduced

due to the moral hazard effect., - Thik may alko be referred to as
the "incentive effect", which brings outvthe-"dole-out" mentality
among'borrdwere. That 13, becauee rleky borrowerb are .aware that
the government are."backlng-up" their loans, they may have morev
incentive - to. default. Moral hazard his -alao ‘posbkible ameng

,finaneial instltutronea, In therr caee, they may 11qu1fy riékier
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guaranteed .. loans while use their own funds. for the 1lekk risky

loank. .

On the babis of the above diecﬁbsionb, it iy hypothesized
that . under certaln c1rcumstance3 guarantee programs can help
increaske the amount of credit: to the priority Sectorh. Thik . i5s

' Ca-_lled ‘the’ ',,'additionality'” hypotheBik. -

There are three p0351ble addltlonallty eltuatlons that could
peeqr. First, that there i5 an increabe in formal credit to
agricultﬁret atrthe expenBe of the non-agricultural activitiek.
ruhder‘mthia' 51tuatlon, the addltlonallty oc0urb because of a,
hubhtithtioh ,in” ther'allocatlon of loanable funde. qu_:ra
Babbtitution' to occur an 1nterest sub51dy haa to be pald to the
bank If the sub516y payment is taken from 1ncome taxes then the

.guarantee program becomeh a guarantee cum tax sub51dy scheme.,

yhe ,Beeohd' additionality- caseaoechrexzwhen there ris‘ an
rhcrease gih* loans to the prlorlty sectore through a -guarantee
program w1th redlscount1ng w1thout a- correspondlng decreasev'in
loans  to the non—prlorlty sector.” In thrs case, there “ihe_het
addltlonallty but thle thcrease comeer'mainij,ffrom governmentﬁ'
funds. | In _ effect KBubhtitﬁtion éiga oecurs“»ehere _gevernmeht.h

funds substltute for bank funds.-'

‘The thlrd caée.'happenhf when there ik .an -increase in
'agrlcultural loané thr0ugh a guarantee ‘with depokit moblllzatlon.
tAs in the preV1ouB case, there i5- net addltlonallty e51nce loanBt
‘to ;the non-prlorlty sector i fiot affected ' The increase,

‘however , comes from;the,bankei own'funds,‘_Hence; nevshbstitution
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takes place, Among the additionality cakel, this cake ik the
ideal Bscheme because it implies banking institutions initiative

in lending to priority sectors.

To test the additionality hypothesih, the following
indicators are used. First, the ratio of risky loans (i.e., in
this case agricultural loank) to the total loan portfolio of
banking institutions or the ratio of guaranteed loan to total
agricultural 1loank of banking institution. With the guarantee
program, these proportiohb Should.have been increasing. In a
crosk-kection analysis of banks, both ratios khould be higher for
banks participating on the guarantee program than for the non-
participanté; Theée meaBureé, thever, only indicate the degree
of participation of banks in lending to agriculture and in
guarantee programi but not their willingness to invekt their own

funds for agricultural activities.

A Becond indicator il the ratio of agricultural loank to
depokiths .of banking instifutionh. Similarly, thik ratio should
also have been increasing. If banks' loanablevfunds are Bourced
mainly fromvdepoéits, an increaéing ratio Buggestk willingness of
banks to invest their funds in égriculture; On the other hand,
if loanable funds are not taken mainly from deposits (e.g.,
government fundk), then thiks ratio would only roughly reflect
whether the increase in formal credit to agriculture is due to
banks' own funds. A better measure, however, is the ratio of
rediscounted agricultural-loanb-to the total agricultural 1loank

or ‘the proportion of the redikcounted guaranteed loans to the
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tota; loans guaranteed. An increabe in theke ratios would imply
that banks have been uking the guarantee programs as a liquidity
kource, In contrakt, a decrease implies that the guarantee
programs have been successful in encouraging banks to lend their

own funds to agricultural activitieks.,

ITI. BRIEF DESCRIPTION OF THE GUARANTEE PROGRAMS

There are four guarantee programs currently available to the
private banking Bystém. They are: (1) the Guarantee Fund for
Small and Medium Enterprises (GFSME); (2) the Industrial
Guarantee and Loan Fund (IGLF); {3) the Quedan Guarantee Program
(QGP); and (4) the Crop Insurance Program (CIP). Recently, funds
from the various SCPs have been conkolidated under the
Comprehenkive Agricultural Loaﬁ Fund (CALF). This fund provided
additional guarantee rebources for the exikting guarantee

programs.
1. The GFSME

The program was established in February 1984 to encourage
banking inkstitutionk to lend their own funds to Bmall and medium
size-enterprises engaged in either production or processing. The

program operates under several sSubkystems.

(a) Accreditation Subkystem
This BubbBystem evaluates the financial institutionk that

will grant loank under the program.
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(b) 1IntereSt Rate Subkidy Subkystem
This Sublystem serves as a vehicle by whibh  the colt  of
borrowing ik regulated while providing a reasonéble s5pread to

lending inktitutions.

(c) Liquidity Subkystem

Thik Bubsybktem enablels financial inktitutions to
liquify their loanvb pofffoiio by :Bellihg loan papefs" fo
GFSME. This mechanism has similar - featureé to the -Central
Bank - rediscounting window only that the loan papers are 5sold

at par but the 15 percent risk is tetained'by the bank.

(d) Mortgage Subbkystem
This Subsyktem acts as a secondary market which promotes
trading of loan‘papers among participating institutions and 6ther

investors.

(e) 1Insurance Subbystem
Thik bubkystem ik intended to minimize lending riksks. Here
GFSME abbumek at most 85 percent of credit rikk in lending to itk

\ .

eligible borrowerks.
2, The IGLF

The program is a revolving fund establikhed in 1952, which
provides both financing and guarantees for cottage, small and
‘médium sized indukstrial and agro-industrial;enterppises. There

are thrée'pdséible finanding'Bchemésiuﬁder‘the program:



17

(a) Special Time Depokit (STD)
This- program provides full financing . for 1loank approved

under .the program.

(b) Combination of STD and Guarantee
‘This program providés for.finéncing and guarantees a portion

of the deficiency in collateral reguirements.

(c) Straight Guarantee
‘This cheme applies when banks utilize their own funds for
Loanb{eligible'under the IGLF. In this Caée}:a gﬁaganteeAub to a

makimum'of 85 petcentAiB appiied.
(3) The QGP

This 1bto§famv is operated by the Quedan Board which was
véstabiikhed: in‘ June 1978 primarily £o 'Buppleméht'vthe ‘capital
.:eqUirement Qf_ busiﬁegsmén.engéggd in,markégingibf.;grainéiAaﬁdv.
other basic food cOﬁmodities.  The[progfam éperategrﬁnder ' three-

‘leverage modebs:.

{a) Credit ;GuatantggzMode-

fhis mode  is similar to the straight guarantee vschéme5,of
IGLF. It doeks ﬁotipro§ideifihancihg but guaranteesia;maiimﬁm of
80 petcent;offldénblﬁade'With banks' own fundk. Theferare;_three
fjﬁanqing7f§rdgramslHunderftﬁisimdde:..(1) the Quedan ,fd; Food
Tradgré-and;Erééegsorg;kaP); '{2),theyQUedanffof Fakmer'b -Group

(FG):‘,andv(B)‘the;Quedan for sugar.
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(b) Credit=-Sharing Mode

This .mode i5 a fund partnership scheme where the Quedan
Board provides 58 percent of the financing and 100 percent
guarantee on the other 50 percent provided by the lending
institutions. In this mode interekt ratek ceilings are ket by
the Board. The financing programs under this mode are: (1) the
Quedan financing for market retailers (MRP); and (b) the Quedan

financing for food and agriculture marketing enterprikes (FAME).

(c) Credit Sourcing Mode

Thiks modf provides 100 percent financin§ to eligible
projectks. In this mode, the Quedan Board has a tie=-up with the
Land Bank and IGLF. The programs under this mode are: (1) the
Quedan Financing for Intensive Rice Production and Expanded Corn
froduction (iRPﬁ/ECP); and .(2) the Livelihood Financing for

Employeels (LIFE).
{(4) The CIP

This program was establikshed in May 1981. It differks from
the other guarantee programs in that it does not directly provide
guarantees to loank granted by financial inktitutions. Rather it
provides' protection to farmers, in particular rice and corn
farmers, by insuring farm lossSes due to natural calamities.
Therefore, lending institutions are indirectly provided guarantee
cover Lsince the program will cushion them from the effects of
loan defaults due to crop failure. This occurs because the
proceeds of the insurance claims of borrowing farmerks are applied

directly against the borrower's outstanding loan.
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In sum what is common to all theke guarantee programs
ik the objective of developing and supporting lending
institutions initiatives in granting 1loans to the priority
sector. An important point to note is that the various guarantee
programs have several features, and providing guarantees for
loans made by financial institutionk to priority Bectorks ik only
one feature. The other features include among others a
liquidity mechanikm, credit 5sharing arrangements, and interest
rate Bubsidies, and they could serve a5 the main attraction

of the program to a lender rather than the guarantee itzelf,

The terms and conditions of the loans eligible for guarantee
or inBurance under each guarantee 5chemes are summarized in Table
I. Except for IGLF, all other program3 cater to the agricultural
sector. The borrowing rate for GFSME and IGLF are fixed for the
term of the loan and determined by the Guafantee Board. In
contrast, wunder the QGP and phe CIp interebt rates are based on

the prevailing commercial rates.

IV. UTILIZATION OF GUARANTEE FUNDS

Data available from the various guarantee programs Show that
the amount of guaranteed loans has been increasing in real
terms. This ik revealed by the positive annual growth rates for
all guarantee programs (Table 2-4). GFSME showed the highest

growth rate (113.6%).

The tables further reveal that the bulk of loans guaranteed

have been originated by commercial banks (KBk). This is followed
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a/
Table 4. GUARANTEED LOANS GRANTED BY TYPES OF
BANKING INSTITUTION AND BY PROGRAM, QGP, 1979
(IN REAL TERMS, 1972=10¢8)

Years KBs PDBs RBs Totals
{in million pesos)
1979
FTP 2.9 .4 3.3
1989 | ,
FTP 4.9 1.4 6.3
1981
FTP 17.5 0.5 1.7 19.8
FG . _ 2.2 : .2
Total 17.7 g.5 1.7 20
1982
FTP 47.0 3.9 1.8 52.7
FG 8.3 g.3
Total 47.0. 3.9 1.8 53.0
1983 |
FTP 82.5 3.1 1.3 86.8
FG 1/
Total 82.5 3.1 1.3 86.8
1984 - |
FTP 48.7 0.1 g.5 49.4
FG @ :
MRP 0.8 7.3 g.1 1.3
Total 49,5 9.4 2.6 50.7
1985 - .
FTP 64.3 7.5 1.6 66.4
FG g.2 0.2
MRP 2.4 2.4 1.9 . 5.8
Total 6.7 2.9 1.@ 5-8
1986
FTP 87.2 6.3 2.3 95.8
FG g.1 g.2 g.3 g.6
MRP 9.8 4.0 1.8 6.6
Total 117.1 14.5 4.4 163.0
Ave. annual growth rates (%)
»/
FTP 62.6 66.0 28.4 61.8
e/ - | -
FG (19.9) - - 29.1
a/ . v ) - .
MRP - - 265.1 324.3 125.3
All Programs 69.6 54.5" 49.8 63.5
Source of data: Quedan Board
a/
~ do not include loans granted by savings banks.
b/ R - _ :
" Quedan for Food/Traders Program
c/ :
- Quedan for Farmers Group
a/

" Quedan for Market Retailers Frogram
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by the private development banks (PDBs). The rural banks (RBE)

originated a minimal amount of guaranteed loank.

The above trend hasks been obkerved for all years under the
GFSME and QGP. programs. For the IGLF, the non~bank financial
institutionks (NBFIk) granted the bulk of quaranteed loans during
the earlier vyears (1978-82). Starting in 1983, however, KB5

originated mokt of the guaranteed loans.

The above finding i5 not surprising since KB5E reprekented
most of the accredited banks. KBs5 comprike about 50 percent of
the total number of accredited inktitutions under GFSME, and 6@
percent under IGLF. Although only 206 percent of the accredited
inktitutions under QGP are KB, they have, however, ori?inated

bigger 1lcank averaging Bl.71M compared to RBs whokse loan Lize

average only B20,000.

Under the GFSME and IGLF programs average loan &kize falls
within the 1.pM - 2.0M bracket. Table 5 shows that about 9¢
percent of the loank granted under GFSME are within the 2.9 -
5.0M bracket mode. For the years 1985 and 1986, loank within
this Bize category comprike about 58 percent of the amount of and
38 percent of the number of projects guafanteed. On the other
hand, loanks below B500,060¢ but not lesks than B20#@,0006 comprise an
- average of 14.4 percent. 1In terms of average annual growth
rates, loans of size B@.5 - 2.0M registered the highest growth

rate; followed by loank of B2.0 - 5,0M.
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Fbr. the IGLF program, the bulk of the loans are within the
BS@G,UZG - {fﬂ'M bracket (Tabléi6j; Moreover, it ik further
1655efved that o§er thé_yeérs only thé-bracket modeks greater than
BS500,000 éhowed pogitive éverage ahﬁuél growth rates. ‘That is,
thefe 'has beeh an increase. in the hﬁmber of loans belonging to
the;év éize categofies;  Oﬁ the other'hand, loans beléw PS&@,QQG

have been decreasing in number.

Similarly, wunder the. QGP, loans for the Farmgté Group have
become unpoPular-ambng banking institutions (refer  to Table 4);

while loank for FTP and MRP have been increaking,

“The above-.findingév-éuégeSt the preference of banks for

fairly large-sized loans.

The most fpopular ‘investment area for GFSME is  fish aﬁd
harine, in'partiéuiar,préwn culture (Tabie-7). vwithin GFSME's
three.years in'bperationyfé totaliof,153 10ahs repreéenting about
54 percent'.offtptal loanéﬂgharanteedFWere in fish and ,mafine;
_Sevénty- (70) percénﬁ  of gtheée are iﬁ prawﬁb. Under IGLF,
ffnahuféctUIiﬁQ~ i5v'thermost.p§pu1ar invelstment area ﬁTable " 8).
Abbut j9f percenﬁfofhioané;gfantedfundg; the program aré in the
.-ihduéfrial"sector;« iﬁ  éafticula: the food and food products
manufactﬁring ~§ﬁb-se§£or. bﬁuvfﬁeb'othér hand, most | loans
guarahteed “under the:QGP weré from thé FTP program (refer to
Tabié»_4), compriéing deutVQB.percent of - loanks granted. The
proéram. fpr:Fafmers Grbdé-(FG) is the least popular. Its 5share
ib;ﬁeglible and in SOme,yeérs no loanBlQere origipated under"the

-programs
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Table 6. GUARANTEED LOANS GRANTED BY LOAN SIZE, IGLF, 1978-86
(IN REAL TERMS 1972 = 1@@)

————— . —— D D D A G D S G —————— - —————— . D Wit i WP W WD WD B W WD A B ek m— — —— ———

1978 1979
Size of Loan (B) = = e==eccccecccrs | cecccemcmcamaaooo
No. Amount No. Amount
(BEM) (BEM)
50,0088 and below 3 - 1 -
56,001 - 200,000 42 2.4 - 28 l.6
200,000 - 500,000 95 19.5 118 22.5
500,001 - 800,000 - - - -
800,001 - 2,500,000 - - - -
2]5@0;@1 - 4;%00:009 - - - -
4,000,000l 5,000,000 - - - -
TOTAL 1409 21.9 147 24.2
19849 1981
Size of Loan (B) =  eececececcccaccsa—c | cccccmeea ———eree-
No. Amount No, Amount
(EM) (BEM)
50,000 and below 4 2.1 - 2 -
50,0001 - 200,000 19 ¢.9 27 1.2
200,001 - 500,000 72 11.5 49 6.1
569,001 - 800,000 18 4.5 46 19.8
800,001 - 2,502,900 57 34.4 98 56.0
2,500,001 - 4,000,000 - - - -
4]%6%,9@1 - ; S,EQQ,GG - - - -
TOTAL 176 5l.4 222 74.1
' 1982 1983
Size of Loan (B) =  <—ecocccccccccces  ccmmeccccemcccareea
No. Amount No. Amount
- (BM) (BEM)
50,000 and below - - - -
5¢,0061 - 200,000 .16 .7 18 #.8
200,001 - 500,000 38 4.5 34 3.5
506,001 - 800,000 34 6.6 23 4.3
800,001 - 2,500,000 77 42.1 85 37.9
2,500,001 - 4,000,000 - 0.9 8 9.3
41909,0@1 - 51 ﬁggrﬁgﬁ - -

TOTAL 162 54.8 169 55.1

AR D e . S e i D e e o . WP D W W D D ok D —— — T —— > D P W m n > D WD B W de
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continued ... Table 6

- v Al U P —— A S A G —— —— v S R P R P S A S W S G 4 e e S el SR G S e W

1984 1985
gize of Loan (B) =  ====mesmc—cce--co- | sassocssosocoooo—-
No. Amount No. Amount

(BM) (M)
50,000 and below - - - -
200,001 - 500,000 33 2.3 59 3.6
500,001 - 806,000 27 3.3 41 3.6
800,001 - 2,500,000 137 37.2 216 47.1
4,006,001 - 5,000,000 1 g.9 2 1.4
TOTAL 273 84.2 400 9g.9

Ave. Annual
1986 Growth Rates (%)
gize of Loan (B) = =er—eeccc——sececces | soooossoss—sos——=
No . -Amount No . Amount

(BM) , (BM)
5¢,800 and below 1 g.1 o (12.8) -
50,001 - 200,000 15 g,4 (12.1) (2¢.1)
200,001 - 500,000 39 2.3 (16.5) (23.4)
506,001 - 800,000 36 3.0 8.9 g/ (6.5)9/
800,001 - 2,500,000 85 18.3 6.9  (18.0)
4,000,001 - 5,000,000 - - - -
TOTAL 187 32.5

_..._..--_.__.-.--_————————---———---———————————--———n--——————————---———

soutrce of data: IGLF.
a/

from 1986 - 1986
b/

from 1982 =~ 1986



32

- )

%2 ueyy ssa| -

teqep 4o 8ounog

€8l 9'Y9l 00k L72Z  00L 06 00L 0702 00 LS 00} 8't oo_._.wﬁm i e}
- - iz 90 g€ € §E& 10 SE€ T - = = ' 0 Ppoo4-UON SISO ‘L
§'22 S8 80 2 2@ Lk S 62 €2 L £E 91 06 £ . POO4 - SO0 ‘9
9'8lz . £182 '89S 6°ZL 00§ Sr.  S°25 SO 605 62 88l 60 0762 € oeuLdeW
o S | pue. ysit4 *g
9 6°P6 98 v LkZ ek gWl 62 012 21 8%y 2@ LW g . Asinod pue
_ | : § L #OO3SeALT ¥
- - - g 0% 2V s€ z LT L0 e8 L _dous pue
SR sl qeasbep ‘¢
- - v'g 2 2 2. 0L vl 0L ¥ 0 I -1 VI
, . : . S Ucm 83ENdS °C
- - L'y 60 Vv'v v TOnN_ ) #o u o 0 “ 0 o wcrmg_mv .
_ , e o o ‘pue S| Be.4s) ‘)
(el - (Wa) o (Wal). (wal) E
JUNOUY  JOCUINN % 'y % CON %, WV % ON % Uy . % *ON - o
- : : = . = BoUY QUBWISIAUT
(%) serey UIMoUD 9864 G861 ¥861 - L
Clenuly “BAY - -
(00T = /6T ‘SWiEL TV N

98-y86T ‘HWNSAD “VERIV INHWLISHANI A GEHINVID m2¢ﬂ5.mmmhz<m<:w

o/ oTqeL



33

GUARANTEED LOANS BY INDUSTRY, IGLEF, 1978-1988
~ (IN REAL TERMS, 1972 = 100) -

1978 1979 1980 1981 1982

Industry - ——————————— | ————— Mmm————— | Semmm———eme e
No. . Amt. No.  Amt. No. Amt. . No. Amt.. No. Amt.
o (RM) (W) ST (BM) C (RM) (RM)
xManufacturing - 132 20.7 © 145 23.8 - - 161 48.6 218 73.1. 161 256.5.
Construct ion 1 0.2 0 0 1 03 . 0 0 0 0
" Tourism 3 0.4 2 0.4 3 0.9 2 0.5 0 0
‘Other Services 4 06 0 0 5 1.0 2 05 1 0.2
Total . - | B o -
(all industry) 140  21.8° - 147 -24.2 . 170 51.4 222 74.1 162 54.7
. R o ' ‘Ave. Annual
~ 1983 1984 1985 1986 .  Growth Rate (%)
Industry e e e ————— ~
No.  Amt. No. Amt. No. Amt. No. Amt.  No. Amt.
(R - (RM) ’ ‘(BM) (RM) (RM)
: oy ;
‘Manufacturing . 165 53.0. - 266 : 81.6 395 90.1 184 32.2 4.2 5.7
Construction 1 0.8 . -0 0 1 0.2 0 o - -
Tourism = - - 00 v “' jivIOf o . -0 0 0 0 - = -
Other Services . 3 1.3 . 7 2.6 4 0.7 . 3 0.3 (3.5) (8.3)
(all industry) 169 55,1 273 84.2 400 81.0 187 32.5° 3.7 5.0

Source of data: :IGLF‘

- less than 2%
y - .

ce Appendix III-2 for details -
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For the CIP, the total number of farmers insured represent
only about 14 percent of the total rice farmers and about 2@
percent of the corn farmers in the country. The bulk of
insurance comes from the region wHere the crop ik popularly or
widely grown, for instance, Region III1 for rice cfop and Region
XTI for corn. The number of insured farmers for both crops has
been declining, however, the amount of coverage has 5hown

positive growth rates,

In terms of repayment performance, the GFSME and QGP seem to
be doing quite well, boasting a repayment rate of more than 94
percent. IGLF repayment performance is not abk impreksive ak

GFSME and QGP ak repayment ratek average only about 5@ percent.

The 5success of the guarantee programk depends to a certain
extent on the ability of the implementing agencies to sustain
their financial Viability and credibility. The coBts incurred in
operating the schemes give Eome indications of their overall
performance. Among the guarantee programs, the IGLF haks the
least cokt per peso incurred which amounted to R@,919 (Table 9 -
11y, followed by CIP (B#.050). GFSME hak the highest average
cost per peso (B@.11). Debpite thik, however, GFSME registered
the highe5t income among the three programs. Thik ik due to the
good repayment rateks of GFSME compared to IGLF. CIP's income on
the other hand, wak "eaten up" by the huge amount of indemnities.
Starting in 1983, the program has been paying, on average, more
than 63 percent of the premium earned. Hence, even income from

its investments in government securities has been utilized to

cover cost.



Table 9.  GFSME COST OF DOING BUSINESS, 1984-86
(IN REAL TERMS, 1972 = 100)

Average
Annual
1984 1885 1986 Growth
Rate (%)
1. Administrative Cost (BM) 0.7 1.5 2.4 85.2
2. Projects Financed
a. Number ‘ 12 57 94 179.9
b. Amount (BM) ' 4.8 20.0 22.3 118.3
3. Cost/Loan
Cost/Project (1+2a) B 58,333 26,316 25,531 - (33.8)
Cost/Peso (1-2b) B . 0.14 0.08 0.1 {(11.4)
4. Guarantee and
Participation Fee 36,149 738,116 280,208 178.4

Source of basic data: IGLF



4701 1eYEp OLSEq 4o SOUNCS

'

(0'1) S20°0 0L0°0 110°0' 220°0 020°0 E10°0 940°0 620°0 “NNomoz.Anwwa  0s8q/350)
(20°0) 812'Y omm1N .~mm1m_ oopuh omﬁrom_wonm¢  90L‘Y 291y 582'y _ﬂmwpﬂv uuonOMm\pmmm |
- o - o | I meJ\umoo ‘g
9°lz 0°90L 6°06 2°V8 g5 8PS LWL PiS 2¥ 612 () uncuy g
1'e 180 00y Bl 69k @9 g@ oLl T om . doawnw e
- | " peousut 4 sy98C0.d 2

o' 80 60 60 2% h 0 80 L0 90 (wa) 2S00
: | | o C aALFRLASLULUPY STOT ")

- YImoUH 9861 G896+ 861 £961 2861 186k 086l - 6461 ' 8I6l
CLenuuy _ : S v o . ,
obeUdAY

© (00T = 7/6TSREL VA NI) .
98-8.6T *SSANISNE ONIOU 40 ISCO 4191 *0T °TEL



37

Table 11, CIP COST OF DOING BUSINESSES, 1981-86
- (IN REAL TERMS, 1987 = 100)

je81 . 1982 1983 1984 1985 1986  Average Annual
L - ! Growth Rate (%)

1. Administrative cost 4.3 7.8 8.3 6.6 6.5 6.2 7.6

2. Policies issued (total)

. - a/, '
a. Amount (R million) ~ 84.0  129.9 158,0  112.8 - 172.4 151,0  12.4
b. Nutber of farmers 108,528 180,583 220,633 156,417 186,161 141,868 12.4 -
c. Nutber- of hectares . 199,333 322,916 387,527 259,030 337,976 271,137 5.5
3. Cost/Loan _
Cost/peso (1 + 2a) B~ 0.06  0.06  0.05  0.06  0.04 ~ 0.04  (4.4)
Cost/farmer (1% 2b) - 39.60 43,20 37.62  42.20 34,90 43.70 2.0
Cost/hectares (1 + 26)  21.60  24.20  21.42  25.50  19.23  22.90 1.2
4, Rat‘i'o of claims to.. S , _ o :
premium earned ~° . 0.25 0.83 1.56 1.84 - 1.1 171 46.9
5. Loss ratio 071 1.86  2.32  2.66  2.04  2.28  26.3

both borrowing and self-f inanced farmers.
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V. IMPACT OF GUARANTEE PROGRAMS ON SUPPLY OF CREDIT

Thik kection examineks Some indicators to determine the
probable effect of the guarantee programs on the supply of credit

to the bociaiiy desirable Bector, in thiks cake, agriculture.

In abkolute ‘terms, agricultural loans granted by banking
institutionks kshowed a positive average annual growth rate for the
years 1981-86 (see CB Statistical Bulletin 1986). However, the
ratio of agricultural 1loans to total loanbs of banking
institutions hak shown negative growth rates (Table 12). Thik
finding indicates that desSpite the increase in the loan portfolio
of banks, agricultural loanéiéeems to be of least priority to
them. Surprisingly, this occurred even though the volume of
guaranteed loans was observed to be increasing in real terms a5
earlier mentioned. Of the total agricultural loans granted by
banking inktitutions, guaranteed 1loanks reprekented only an
average share of 2.8 percent (fable 13}y, This Bhare i, however,
increasing. Among banks, PDB5 have the largekt share of
guaranteed loans in their loan éortfolio. RBE rank next followed

by 'KB5.

The increase in the amount of guaranteed loanbk kuggekts a
positive attitude of banks towards guarantee programs. However,
this increake vis-a-vis a declining share of agricultural 1loank
to the total loan portfolio of banking institutions indicates
that there i5 no net addition to loan granted to the agricultural
Bector, A Bubstitution must have occurred. In thik case

government funds are substituted for banks! fundsk.



Table 12. PROPORTION OF AGRICULTURAL LOANS TO TOTAL LOANS,
SELECTED BANKING INSTITUTIONS, 1981-86 (IN PERCENT)

Type of
Institution 1981

Ave. Ave.
Annual Propor-
Growth tion
Rate 1981-86

(%)

KBs 7.7
PDBS 19.2
RBs 85.0
Total a/

(A11 Banks) 9.1

(3.0) 7.3 .
(6.4) 15.1
(4.9) 80.1
(2.3) 8.9

Source of data: TBAC-ACS Study -
CB Statistical Bullet

a/

includes S@s, Savings Banks, SSLAS



Table 13. RATIO OF AGRICULTURAL GUARANTEED LOANS TO . -
. 'AGRICULTURAL LOANS GRANTED, SELECTED FINANCIAL
INSTITUTIONS, 1981-86 (IN PERCENT)

: S ‘ ~ Ave, Ave.
Financial - - - - Annual Ratio -
Institution 1981 - 1982 1983 1984 1985 1986 Growth 1981-86
(%)
KBs 1.0 . 14 24 1.5 2.4 4.2 (33.2) - 2.1
PDBs 42.2 . 77.8 *12.0 ~59.8 58.4° 25.8 (0.3)  46.0
RBS - 1.0 2.0 - 1.2 - 1.8 .2.6 3.8 6.1 - 2.2
- Total o o : ‘
(A1l Barnks) 1.7 2.7 - 2.1 2.2 3.1 - 5,0 24.1 2.8

Source of data: GFSME, QGFB, CB
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Unfortunately, there“vievnoiinformation_ on agricultural loans
granted by banking inbktitutions . from their own funds or
agricultural loanks redibdounted, to determine whether banks .have

been uking the.guarantee programs as a "liquidity window".

Cdmparingx»agricdltural' lbane"granted with _the depoeits

generated by banklng 1net1tutlons might glve a rough 1dea on the .

extent of utlllzatlon of bank funds. Table 14 revealb that “the
share of agr1cultura1 loans to depokitks of banklng inétitutions
hab'been declining, from 26, ¢ percent 1n 1981, to 13 9 percent in
v1986, or an annual average decreakle of 12.0 »percent.v This
nappened despite the increase in real debobitb.z' Real deposits
showed an average annual growth rate ofvt29.3 percent for a 6-
. year Lperiedi'l981-86_(eee.CB Statietical Bulletin 1987). Anong_b
banke, “the ratio‘of,agricultqralg1oanb-t0~depebitb alSO showed
-negetive " annual. grdwth rates. Only PDBE showed a poeitive”
average annual growth rate (3 5%) but this iz m1n1ma1 compared to

thev43.4-peICent increaee in real: deposit for the same period.

- The Bshare of agriculturalvloanb.to deposit average only 28.7
percent. ' Among banks, rural banks allocate -~ the  highest
proportlon of dep051ts to agrlcultural loans (113%) while KBS and

PDB5 . allocate only 2G percent.

The only avallable data 50 far that'bwould ~ directly
determine the ‘amount of. agrlcultural loans redlscounted is from
:the éomparatlve Bank Survey (Table l5)b ‘The,table reveale ‘that
ef the total.éuaranteed'loane granted‘by participating banks for

all the guarantee .programs in 1986, 97.3 percent have been



Table 14. PROPORTION OF AGRICULTURAL LOANS TO DEPOSITS,
BANKING INSTITUTIONS, 1981-86 (IN PERCENT)

Ave. Ave.
Bank ing Ratio Annual
~ Institution 1981 1982 1983 1984 1985 1986 1981~ Growth
' _ 1986 Rate
(%)
KBs 23.9 22.4 19.3 17.6 16.7 12.9 18.8 (11.6).
PDBs 23.5 20.3 14,2 15.1  12.7 27.9 19.0 3.5
RBs . 1563.5 143.7 128.4 101.2 92.0 5%.4 113.0 (17.3)
a/ o
3

Total 26.0 24.7 21.9 20.8 16.9 13.

———— ——— — —— —— e o
———— —_——— === —_———— -

nw
n
o
-~
~~
-
N
o
St

Source of data: TBAC-ACS Study
C8 statistical Bulletin

a/
includes SGBs, Savings Banks, SSLAS
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Table 15. LOANS GRANTED BY LOAN PROGRAMZ BY GUARANTEE AND BY
BANKING INSTITUTION, PARTICIPATING BANKS, 1986

(IN MILLION PESOS)

Straight Guarantee Rediscounted ' Both Prograns
Progran KB % PDBs % RBs % ALl %X ®B % PDBs % ABs % All § KBs % PDBs % M % Al %
Banks Banks ' Bankg
WGE 0 0 0 9.6 20,2 3.8 7.9 0 13.4 20.1 9.6 20,2 38 19 @ 13.4 2.1
GFSME 0 O 0 0 0 ] 0 0 . ¢ i 0
QF 0 0.3 060 03 0.6 112 235 2.0 441 0 32.2 61.6 112 23.5 .l W0 32,50 8.2

Crp 00 - 09920 0,99 2.0 0 0.8 1.6 0 0.0 1.6 0 00 1.6 0.9 20 1§ WY

- = mwmm b memm wmm  mmmm === mmme mmmm e==s m-w= & eaaa eeas eaas Emewe “sas  maMe Eewm mmE mEme= ———

ToraL 0 0.3 0.6 09920 1.2 2.5 20.8 437 25,6 6§3.6 0 46,3 9.3 20.8 43.7 25,8 G542 0.8 2.0 4.7 100

——— - mm—-m mm- == mmm mses mmss Emmes  mmms & wmes Eues Seen  sena - mmms eces wem ess= —m=
- TEe rew wevw wee wow SS= SSES SSSC SS3% SS8T & S85. saae seas  maas SERe  RERe wemem mmm maee =

Source of data: Comparative Bank Study Survey, 1987

a/

include comrination program but was not included in the table because no hank in the sample availed of the program,
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rediscounted. Only 2.5 percent utilized funds from the banking

institutions.

VI. BANK ASSESSMENT OF AND EXPERIENCE WITH GUARANTEE PROGRAMS

Data from- the Comparatlve Bank Study éurvey 1987 . (see
Lamberte 1988 and Magno 1988 for detalls on the Btudy), revealedr
that only a fewxbanks or’ brancheb participate  in guarantee
nprogfams. In - particular, only '177(31,5%) of thed 54 banks
'interuiewed vhave—participated in the program. The moSt' oommon-
reaeon' given by rebpondents, espec1ally KB5 and PDBs, for 'not
'part1c1pat1ng ik that there are no borrowerh/ appl1cants in their
Berv1Ce area. For RBs, the most common reabon g1ven vari non-

partlclpatlon 15 that they were not belng accredlted

For the partlclpatlng ‘banks, various problemB have been'
clted. The most common. problem cited i5s the longer t1me Bpent in .
servlC1ng guaranteed loans,~duefto cumberbome and- volumlnous'
‘requirementé. Table lGiahowelthat more man;hourh'areﬂjueed in.
SEIvlcing a guaranteed _loanjthan,a'regular loaniKIVThef GFSME.
reVealed the - higheBt manfhourfAdlfﬁerence-famong _uguAraﬁtéedl
programs - in Beruicing.a guaranteed-loan,gan averagegiof 338.3
percentr" The leaet;manfhoura=of.dlfference ie obberved: in-jthe

CIP with an average of 2@ percent.

The greater man—hourb needed to aerv1ce a guaranteed loan is
mainly attrlbuted to the screenlng, loan proce551ng 'and loan
:monitorlng act1v1t1es.f For-lnstance, under IGLF, SCreenlng of

: guaranteed loans takeé 93 6 percent more man—hours than a regular
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Table 16. AVERAGE DIFFERENCE IN MAN-HOURS SPENT ON GUARANTEED LOANS
AGAINST REGULAR LOANS, BY PROGRAM AND BY LENDING ACTIVITY,
SELECTED BANKING INSTITUTIONS, 17 BANKS (IN PERCENT PER ANNUM)

Program/Activity - - B/
" KBs PDBs  RB8& All - Pr
-~ Banks (t-test)

IGLF - '

No. of Respondents . 3 - 8. 11
‘Screening 143,3  75.0  a/ 93.6 G.40
Processing . - 76.7 65.6-.. - 68.6 - 0.90
‘Credit Investlgatlon 62.5 3.6 33.4 g.01
Loan Monitoring - 20.8 - 99.4 . 77.7  B.60

Tdtali(él} activities) 392.5 243.6 . 278.3

No. of Respondents _ . 3. 5 8 a
Screening = = - 176.7 4¢G.0 a/ - 91.2 @.10.
Processing ‘ © 7647 1085.90 - 94.4 9.78
Credit -Investigation 33,37 15.0 21.9 g.40
Loan Monltorlng . 20.0 159.0 ‘ 1¢1.2 g.60

Total (all act1v1t1es)' " 306.7 3IG\@‘ 308.7

oGP - AR :

No. of Respondents , . 4 . 8. o 12 : :
Screenlng o L. 176.7 31.2 a/ 76.9 . 9.02
Processing 62.5 21.9. : 35.4 g0.19

~ Credit Investlgatlon' 37.5 3.1 ‘ 14.6 ¢.10

~ Loan Monltor;ng o 17.5 . g . 5.8 g.30

Total (all activities) 294.2  56.2 126.7

cIp- |

'No. of Respondents -3 4
. Screening . -3.3 -2.5 B.60.

- Processing . E a/ . 18.0¢ 7.5 - 0.98@
Credit Investlgatlon. 6.7 5.0 1.29

-13.3 16.6  1.900

39.9 20.9

'Analysls of variance (ANOVA)

Loan Monitoring _- - o

Total (all ‘activities)

SIS R SRES L

soURCEj - SUM “oF SQUARES D.F. MEAN SQUARE F- RATIO |  PROB
Activity 13655.137" 3¢ 4551712 o 9.552. 3.760E-03
Program 40954,557 _ 3. “1351.519- .  2.836 0.0983
Error - - . ° 4288 466 -1 - 9. - 476.496. .- : -

Total - - 21998. 159'_; s co

Soﬁfée:of datas Comparatlve Bank Study Survey, 1987.

/no part1c1pants . o
Vb/test of difference’ among means

c/test of dlfference among means (all banks)
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loan, 68.6 percent more in loan procekking and 77.7 percent more
in 1loan monitoring. Under GFSME, screening takeks 91,2 percent
more man-hours, 94.4 percent for loan processing and 101.2
percent for 1loan monitoring. These time differences among
activities ‘are Statistically significant at a 5 percent level of

s5ignificance.

Between KB5 and PDB5, no statistical significant differences
among activitiel were obtained except in credit investigation of
IGLF loanks and in screening of QGP loan. In both c¢ases, KB5s

s5pend more time than PDBS.

In general, more man-hours are spent in kervicing a
guaranteed loan, in particular 5creening, loan processing and
monitoring activities, due to the following reakonks: Fith, the
numerous requirements and paperwork needed. For inktance,
feasibility studies, project pianb, audited financial statementy
etc. Second, bank3 are mandated by the Central Bank or the
Guarantee Board to closely supervise guaranteed loans due to a
greater poksibility of credit being diverted to other uses.
Third, banks want to be certain that the 1loans accepted for
guarantee will be approved by the Guaraqtee Board. Hence, they
have to abide by the rules and regulations of the Board. And
lastly, banks want to make 5ure that borrower:s will not default
on loans because if thik happens, they will be blackliéted by,the
concerned. government 'agencies,. not to: mention the potehfial
financial 1lokkes, Hence, banks have. to be meticulous in

approving guaranteed loans,
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Despite the problemks encountered by the banks, participation
in the programs ik 5till deéi;able. The benefit most commonly
cited by bankb is that guaréntee programs portray an image of
stability to the bank. This is because accredited banks are
choken by the guarantee institutions based on certain rigorous
banking criteria, For inktance, the accredited bank should have
no arrearages with the Céntral Bank and that the arrearageks on
total loans outstanding should not be greater than 1@ percent.
Moreover, the bank should have no deficiencies in rekerves on
depokit 1liabilities and 5hould have a Bound and efficient
management. Given these criteria, the public may percegive thaf

an accredited bank must be a good bank.

VII. A CASE STUDY ON GFSME

This Bsection further discusses the response by lending
in;titutions to the guarantee programs. 'Hefe we 5specifically
analyse the factors that affect the decikion of financial
institutions whether to keep their own funds tied up in the 1loan

(referred to as warehoubke) or to liquify their guaranteed loans.

The only available data on which to conduct this analysis ik
from GFSME; hence, the choice of the program. The data con5ist
of the characteristics of loans guaranteed by GFSME since the

s5tart of the program (i.e., February 1984) to March 1988. Among

others are: (1) the status of the loan; (2) the type of
business; (3) the location of bukiness; (4) the originating
bank: (5) interest rate; and (6) loan size. These variablek

were the major categories of the obkervations.
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The estimating equation ik exprebbed ab;:

WAREL = f£(FISH, LIVESTOCK, PDB, OBANK, LUZON, VISAYAS,

interekt, loan kize, default)

‘where, WAREL a dummy variable on the banks' decikion to

warehouke a guaranteed loan where WAREL = 1 if the loan- i5s

"-warehoused and @ otherwibe.v WAREL =0 means that banks'

funds are not tied up to the loan. That is, the loan could

either be Bold to GFSME, prepaid -and withdrawn by ‘the

borrowerks or pending for approval.

FISH'énd LIVESTOCR = are dummy _Qariaﬁleé’ on type 6f_
bukiness where FISH ;ﬁl if tﬁé-;oaﬁ is- invébted on
fish and marine and @ otherwike. , ‘
LIVESTOCK = 1 if loan ik on livebtoék and poultry_and 7}

otherwise.

PDB and'OBANKS = are dummy variable5 on bank type of where
PDBE = 1 if a private developmentvbank (PDB5) and @
otherwike. OBANKs = 1 if any- financial inktitutions

other than KBS,

LUZON and VISAYAS = are dummy'variablés on location of
bubineks where LUZON = 1 if the -business-ib located in
Luzon and @ otherwike. VISAYAS = 1 if the bubinekks i5

located in Visayak, and otherwike,

Interest = -nominal annual interebt,tate on loank. - :This
variable 1is actually a proxy for loan"maturity kince

interest rates vary not acrosi loans- but acrosks time.
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Loan size = categorization variable where

1 < B500,000
2 = 500,001 - 1.0M
3 = l.61M =~ 2.0M
4 = 2.061M =~ 5.@M
5 < 5.01M - 8.0M
defaulf = dummy variable on default where def =1 if loan

defaulted, 0 otherwike.

A logit model wab uked to estimate this equation and Table 17

presentis the results,

The type of businekss is not significant in the model. This
implies that banks do not use this factor in deciding to

warehouse or not to warehouke the loan papers.

The variable on bank type Bhowed negative coefficients for
both PDBs and OBANK though only the coefficient on PDB3 ik
significant. The negative coefficients suggest ‘that financial
institutionk except KBE, do not tie up their funds in guaranteed
loanks. Thiks finding deports the earlier contention that banks
conkider gquarantee programs'ab a liquidity window. This appears
to be the case with PDBs and RBs, In another test of the model,
using KBs instead of PDB5, the coefficient for KBs was positive
and Btatistically significant (see Table 18). This means that
only KBs, among banks prefer to warehouse guaranteed 1loani.
There could be various reabons for thik, One poskible reason is

that KB5 have more loanable funds than other financial
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Tab Table 17, | ESTIMATES OF FACTORS AFFECTING FINANCIAL INSTITUTIONS’
- DECISION TO WAREHOUSE A GUARANTEED LOAN Gﬂﬂﬁﬂ.l)

A S e o T W Yo e e e e e S . il e b S e e o S ot o, o AR B b oy oy oy T P T e — ——————— T ———— e 4 o ———

Variable Coefficient std. Error Prob
Constant  9.11394  2.34904 0.000
'FISH ; 0L1seée 0.41803 0.656
LIVESTOCK - 6.?2527 © o.43108 0.605
" pDBs ‘¥o,14917' 0.33616 0.001%
OBANKS .5»5p;3113{.- 0.55256 0.142
LUZON. 109485 0.53876 0.042%x
VISAYAS  1.56464 © 0.57854 0.007* .
Interest | -0.56449 0.14365 | o ooo*
ELoanvéize - ’;bfzifff : 0.12744 '_0 088***
Default - -2.34975. 0.94175 0.013%%

Log Likelihood ratio = 152,003% =
NUﬁber of observations 285?f

Cases with WAREL

1 158"

“Cases with WAREL = 0 . 127

T T e e e e e e e e e e e e e e e e e e e e e e S —— o o e o

Source of data: Magno, M. (1985). An Ana]ys1s of the Risk- -
Reducing Programs in the Ph1]1pp1nes T MLA. Thesls -
U.P. Schecol: of. Economics. 1988.. S - :

* ‘Sighificant at<1% B
** Significant. at 5% - .-
*xx  Significant at 10%
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Table 18. ESTIMATES OF ?ACTORS AFFECTING FINANCIAL INSTITUTIONS'

DECISION TO WAREHOUSE A GUARANTEED LOAN (MODEL 2)

variable ‘Coefficient Std. Error Prob

. c - '9.61490 2.32198 0.000
FISH . $.22879 9.41741 ?.584

- LIVESTOCK: 0.23477 P.43196 g.587
.KBs8 1.14917 B.33616 g.gpax*
PDB& -3.35202 8.5387¢ g.513
 LUZON -3.37878 g.36762 #.313
_MINDANAO ~1,40362 @.58890 . G.OL7**
- INTEREST -2.55406 9.14324- G.008%*
LOANSIZE -0.22357 2.12734 D.B79%**

T =-2.36582° P.Q12%%*

DEFAULT 7.94224

Log Likelihood ratio = 152,87*
. No. of Samples = 285
" .Cases with WAREL=1 ~ 158
Cases with WAREL=0" 127
* gignificant at 1%
** gignificant at 5%
*** gignificant at 10%

1nst1tut10ns. Another is that for KBs, a guaranteed loan 1is no
dlfferent from a regular loan whlch means that all borrowers are
' evaluated as 1f-there was no guarantee. Thle 1mp11es that 'the
borrowers under the guarantee program are the same borrowers the

bank could have 1end to even w1thout the guarantee.-

The locetion.of-the busineESgis.also a significant factor

affecting the .decision to warchouse au'guaranteed loan. The-

oositiue’-coefflcients -indicates that"finencial
prefer to warehouse loans originating “from either Luzon or
?isayas..
'and,Significant (seehTable-ls); This rinding*implies that hanks

prefer not to warehouse loans epted. in Mindenao; One probable

In contrast, the coefficient for Mindanao was negative

institutions,v
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explanation for this is the peace and order conditions and the

"political instability" in the area.

The other significant factors thch affect financial
institutions' decision to warehouse a loan are interest rates,
loan 6&ize and default conditions. All these variables .showed
negative coefficients suggesting that banks prefer to warehouse
emall size loans and loans with low interest rates that is, loans
with short—term maturity. Similarly, they prefer to warehouse
loans which are unlikely to default. These findings seem to

indicate that banks warehouse less risky loans.

VIII. CONCLUSIONS

The performance of the credit guarantee pfograms to date has
suggested that the schemes have not significantly improved  the
amount of credit to agriculture. At the very least, the schemes
succeeded in encouraging banks to participate in the program, as
shown by the increase in the proportion of-guaranteed loans to -
the agricultural loans of banking instifutions, in partiéular,
for commercial banks. However, even this participation of banks
is questionable, There are certain indications that banks have
seen these programs largely as a source of additional loanable
funds rather than as a risk-reducing mechanism for loang made:
from own funds. This implies that, so far, ‘the program has not
cucceeded in encouraging banks to lend their own funds to the
priority pactors of the government, in particular to

agriculture. Moreover, the greater time spent in servicing a
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guaranteed loan than a non-guaranteed loan implies that the

e Y A Y o o o

program did not effectively reduce the cost_of lending.

Finally, ‘it is doubtful whether the program caﬁ cater to
emall borrowers or industries. Results show that banks, in
particular KBs, favor large-sized loans.. On1§ the CIP among the
guarahtee programs is able to serve the émall borrowers, GFSME,
IGLF and QOGP seems to have been designed for the fairly la;ge

borrower .,

IX. POLICY IMPLICATIONS

Credit guarantee programs can only be an effective ﬁorm
of suppofﬁ to agriculture and indigenous 'industries. if the
following conditions are met s (1) banks as well as borrowers
are willing to participate in the schemes; (2) banks use their
own funds fét on-lending; (3) the extent of bank ﬁartiéipation
is ndt jimited to satisfying the requirements of the program or
boosting their viability; (4) the érogram is able to cater to
their- tatgetted cliéntele; and (5) guarantee programs can have
enough income to ~covervvtheir costs. The study, however,
demonstrates that so far, the above conditions have generally not
been met, This réises doubts as to the effectiveness of the
programs -or the appropriateness of their design and
implementation.. Some issues which néeds to be considered are:
First, it appears that the guarantée programs, like the previous
special credit programs, have entailed muéh administrative work
which served as one major drawback. It should be noted that there

is a trade-off between risk and administrative cost. If the
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increase ‘inAadministrative cost 'is higher than the decrease in
risk costs, then the effectiveness of the'guarantee,prdgrams'ris
reduced and its attractiveness tq_ lender is diminished.
Guarantee programs w1ll only be successful in 1nduc1ng banks to-
voluntarily 1ncrease their exposure’ to lendlng if the overall
cost decllnes. Th15 means ‘that the government _snould be
concerned not 7 only with reduc1ng bank  risks but aleO'

adm1n1strat1ve costs, and in partlcular 1nformat10n costs.

In  addition, it is doubtful whether banks - will be-
enthusiastic in participating in programs that increase - tneir
tranSaction coste; AFor'lenderﬁ, it is nnlikely that'they‘_wquld_
exert- nuch effortr infevaiuating_ican applicants‘.carefuiiy cr
have a different criteriaefcr‘lending to bcrrowers-rﬂnder:;the
‘guarantee érogram) »Most iikeiy they wili 'stiii:-evalnatex_all
borrowers as if there was no guarantee. This-implies that. thet
?.borrowers accepted under the guarantee program are p0551b1y,:tne
same borrowers to whlch they would have lent to anyway even
w1thout the guarantee. ATherefore, enhanc1ng borrowers’ -creditv
woftninees should alsorbe taken into con51derat10n rather,,than
simp1§ redu01ng lender 5 rlsk of non—repayment 'vLenders Vrcan'
dev1ce varlous ways to take care of risk and collateral is’ one cf
'hem._ Banks can 51mply ad]ust collateral requlrements to take

care of dlfferences 1n the rlsklness of 1nvestments.
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Oon the borrowers side, it is also unlikely that they will be
willing to participate in programs with high transaction - costs.
If__they want to participate, they are most likely the high riek

borrowers to which banks would not lend to. anyway. .

A second considé;ation is the issue on accreditation. There
sCems. tovbe_a conflict with the criteria forv accreditiﬁg banks
and  the guarantee proqram?s.aim to cater to sméll borrowers or
fu:al—based industries. Accreditation criteria.particularlyv on
arrearages are rigorous such that only commercial banks are most
likely to meet them.' It is génerally known that commercial banks
are more ‘familiar with the large wurban~based industries. In
contraét,?' rural banks are generally more familiar with
agriculture and rural-based industries, yet they are least likely
to . be uaécreditedi .It is not surprising therefére, that most
loans- -under the'éuaréntee programs are fairiy large-sized 1loans
fince most of the accredited banks are commercial banks. Except
»for the Crop  Insurance Program, only a few rural banks, are
ac¢redited, Hence, for - éredit programs to really cater to
cot;aée“and small iﬁdUst;ies as well as the poorest and smallest
farmers; rugal banks shouldibe tapped as the main conduifs'of the
prégfam._ And for tﬁis,;thé reﬁﬁbilitation of r@ral banks bécomés

absdlutely e&éential..

‘on the 6ther_hand; the accreditation of most commercial
banks ~is :in, line with - the: guarahtee -schéme's - "learning"
Qbﬁective,_‘wﬁich- is for banks, in particular KBs, to become
aﬁquainted with 1lending to the _priority' sectors. . with fhe,

expectation that they would be more inclined to make loans even
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without the guarantee. But this can only succeed if banks would
consider the guarantee schemes as risk-reducing mechanisms and
not a liguidity mechanism. This means that banks should consider

the "guarantee" as an "add-on" to the borrowers credit

worthiness,

A third issue arising from the credit guarantee schemes Iis
the question of sustaining the viability of the guarantee
programs. The details of the scheme, i.e, the level of guarantee
fee and risk-sharing should be designed with the intention that
fees and other income will cover all costs arising from both the
administration of the schemes and claims. ~ For instance, thé
guarantee fee should appropriately reflect the risk involved in
financing different investments. A fee lower than the "true
risk" will jeopardize the viability of the fund, since claims and
administrative cost would exceed the available funds. Further,
it would also cause delay in payment of claims which would
undermine the credibility of the guarantee institutions. On the
other hand, high fees will likely limit the participation of

both banks and borrowers.

Finally, the éenerally negative fesults of this analysis
should not be surprising, folicymakers in many countries
frequently seize on the idea of credit c¢rop guarantee and
ingurance schemes to stimulate the expansion of agricultural
lending. Yet the analysis of the experience of many countries
suggests that guarantee program contribute little to

additionality in lending (Biggs 1986, Levitsky 1987) and crop
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insurance program are generally not self-supporting and require
large amounts of subsidy (Hazell et al. 1986). The experience of
these countries suggest that governments may have other -
objectives in mind besides the narrower economic areas implied
here. In some ‘cases, they may have wanted . to increase bank
eafninés. In other cases, they may have_;Wantedr to provide
welfare and to borrowers in ﬁine of distress or with permanent
income transfer to them, The guestion that must be asked is if
these Vguarantee and insurance programs afe' the most cost-

effective way of achieving these goals.:

These results_rdemenEtrate the difficultyr of effectively
"puEhing" ‘credit to priority sectors. Rather than spending. 50
:nany'  resources K o&er' the years in 'interest subeidieB(
'rediseountlng schemes and now guarantee schemes, one wonders if
:more wouldn't have been accomplished if the same resources would
have been spent -on remov1ng the obstacles that discourage the
~lenders from,:serv1ng _this clientele, such _as the 1lack of
jinfbfmation abdut expected commodity prices, poor or non-existent
infefmaticn -about the 1ndebtedne55 and post repayment record of
-prospectlve borrowers, underdeveloped markets for farm 1nputs and

‘output.‘
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