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COMPARATIVE MANAGEMENT STRUCTURE AND INSTITUTIONAL
PERFORMANCE IN RURAL BANKING INSTITUTIONS*

by

.Cesar G. Saldafiaxx*.

I. INTRODUCTION

various government policies and programs have focused on the
ways to expand and increase the quality of baﬁk%ng services in
the rufa] areas. Moét fof_ these efforts' Wére- spécifica11y
directed at financing programs and regulatory policies meant.vto
promote"the effective participation, of banking 1nstitutions in

the rural financial system. Because of their economic importance

" *Paper presented during the ACPC-PIDS-0SU sponsored seminar-
workshop on “"Financial Intermediation in the Rural Sector:
Research Results and Policy Issues” held on 26-27 September 1988
at the Cuaderno Hall, Central Bank of the Philippines. This is
part of a larger study on.comparative bank analysis jointly con-
ducted by the Agricultural Credit Policy Council (ACPC), Philip-
pine Institute for Development Studies (PIDS), and Ohio State
University (QSU). The project was coordinated by Dr. Mario B.
Lamberte (PIDS) and Dr. V. Bruce J. Tolentino (ACPC).

x%Price Waterhouse/Joaquin Cunanan & Co. Professor of
Accounting at the College of Business Adm1n1strat1on, University
of the Ph111pp1nes.

The views expressed in this study are those of the auth and
do not - necessar11y reflect those of . the Institute. : :



in the rural areas, policymakers need to regularly monitor their

activities and performance. -

The objectivés of this study are:’ to descriuc anu  wu
evaluate the observed management structure, .po11c1es and
practices of three major typés of bankfng organizations operating
1q the rural areas. These private banking institutionsg - rural
banks, private development banks and branches of commercial banks
- represent the _major part of the rural financial system.
Interest 1in rural financial institutions (RFIs) is due to the
ongoing reforms in the financial system which point towards
allowing for increased‘ frée play of private incentives 1in
financial markets. In the past, government banks 1ike the
Philippine Nationa] BaBkA and the De§e1opment Bank of the

Philippines assumed a considerable role in rural finance.

In | this. study, the organizational and management
characteristics of the three' types of institutions are presented
on a comparative basis, evaluated, and then related to their
overall pefformanoe. The results are intended to contribute to a
‘Betterﬂ understanding of hbw government po]{cies' and market
coﬁditions;determiné the manégement set-up of these institutions

and‘inf1uence their operating and financial performance.

A -'descriptive mode]l of 1interaction between market,
organizational structure and  policy and 1nsﬁ1tutionai
berformance is presented in Séction'z. This section also covers
the operational definition of these variables incTuding several

hybotheses which are suggested by the descriptive mode] .



-Section_ 3 describes the survey data.: Sectioh 4.ureviews some
government regulatory .and policy initiatives which - impinge ‘on
management. strqcture and policy choices by RFIs.' Re1ated
findings by briqr studies are also reviewed. - Sec;1oh 5 éovers
the observed'méﬁggément ;tfucture and po1icie§ and ana1yzes .thé
daﬁa for ;he three c1as§es of ’RFIs on ’ah individua1 anq
comparative basis. Seépion 6 extends the énélysis to relaté
management bstructuré apd pojicies with ove;a]l financiaj and
operating performance of thé RFIs. The last section presents |

sdme conc1usipns of the study and suggests areas for extension

ahd analysis.

II. A FRAMEWORK FOR RELATING MANAGEMENT STRUCTURE WITH

INSTITUTIONAL PERFORMANCE

This study of the management aspects of~1RFIs‘wadopts the
familiar contingency model used in business po]icyvéwd control.
The model simplyi-states that an organization and management
policies represent the firm’s way of innovating to -survive and
- grow in the face ofiprevai11ng regu?ation/legglWstructure in the
marketp1acé. In Qhort, management p61%cies aﬁd:pféctices'are the
RFI’s means of competing. These are methods'éhosenfby management,
to exploit opportunities available in the market while avoiding
constraints of regulations or its own weaknesses (e.g., resource
limitations). Self-interest behavior is at the core of this

framework. “The RFI will seek to maximize its returns (commensu-

1/ : _
For example, see Porter (1980) and Soriano (1976).
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rate with risk) when selecting from among alternative policies

available to the RFI management.

Management structure consists of organization structure,
staffing, and policies guidihg the operations of a bank. The
impact of regulations and market changes on bahk performance can
be better-understood in the context of this.management structure
~of RFIs. In this study, these management aspects are described

and related to the gérformance of individual RFIs.

The .interaction of management structure with market
conditions and regulations is reflected in a schematic diagram

shown below:

MARKET FACTORS
o Interest Rates
o Funds Sources

0 Competition
0 Economic Units RFI’s MANAGEMENT INSTITUTIONAL PERFORMANCE
_in the Area STRUCTURE 0F THE RFI
: 0 Organization 3 0 Return on Assets
Structure 0 Return on Equity
o Scope of Authority | | o Deposit Generation
: 0 Management Capacity 0 Loans to Rural
REGULATORY STRUCTURRL- 0 Qunership and . Borrowers )
0 Mandate of RFIs Management Contro] ' o Productivity of Staff
0 Credit Programs

0 Credit Policy
0 Supervision of
RF1s

'FIGURE 1. MANAGEMENT STRUCTURE AS A FACTOR
INFLUENCING THE IMPACT OF EXTERNAL
FORCES ON RFI PERFORMANCE



The organizational and management policy structure by RFls
should be Seen as the main adaptive 'and adjustment "mechanism
availab1e. to these institutions. . From a: posgitive theory
standpoint, the observed management structure of. RFIs must
reflect the best.mechanisms available to RFIs for coping with
market and regulatory conditions. It is implied that RFIs will
design the1r own management structure in accordance with their
self 1nterest rather than based on the "equity" obJect1ve of the .
government 2/ As reported in Tolentino (1987, p. 28), the
government remains concerned with "how to ensure that ruraT farm

subsidies, when channeled through RFIs, are not captured by the

banker."

.A number of implications emerge from the suggested
descriptive framework. One; an RFI will design its organization
.and make Iits staff1ng dec1s1ons to suit avai1ab1e market
opportunities For any given set of market opportun1t1es, it

111 seek cost-minimizing choices of organ1zat1on structure and
staff Two, the regulatory structure w111 be pr1mar11y perce1ved
as a constra1nt to the ach1evement of cost m1n1m1z1ng cho1ces
If there are differences in regu1at1ons or 1n mandates (e. g
size of cap1ta1 across the RFI types), the effects shou]d be seen
first in. the d1fference in management structure, overall

v

performance will be evaluated later. Three, any p1anned regula-

.2/ ' :

Many RFI managements can claim that profitable results and
growth 1in the rural market is not possible unless they service
the agricultural lending needs of the local area. This is likely
to be true 1in many cases, i.e., the efficiency and equity
objectives need not be inconsistent.



tory change, (e.g., directed_et "equity” considerations),- should
be evaluated 1in the context of the ability of the RFIs to
-eventually modify its manegement process in favor of_"efficiency"
or brofits{;For any given state of management structure, any such
| change in regulatory regime will heve an adverse short-run effect

-on the efficiency of the RFI.

In th1s study, the current market and regulatory regimes are
taken as given and a descr1pt1ve ana1ys1s of the management
strocture of the three types of RFIs is conducted. Operational -
1nd%cators of the Kkey elements of management structure are

identified and utilized.

Certain hypotheses can be generated from the reiationship

of management structure and performance, using the preceding

framework. First, an RFI’s _management- can be expecteo" to
optimiie, within 4its legal prerogatives, the use of its
resources. In banking,wthese are primar11y‘the pekeonneT, the
.physical branch Anetwork and the flow of fonds. Second,

management policies can be expected to be so designed as to
. _ _ _ L
minimize the impact of regulatory restrictions that adversely
affect the RFI’s funds generation and app11cat1on. _ Third,‘ for

" RFIs whose owhers dominate management policias are the means for

-
reso1v1ng potent1a1 conf11cts among the owner- management group,

b

the government and the other minority holders.



-Sohe preliminary questions on the relationship between

performance and management are presented as follows:

1. If management wants to optiﬁize resource - uti]ization;

what policies will it select .for:

- a) service;ofﬁerihgs?
b) deployment of bank staff along service 1ines?

2. How does the RFI choose management policies tb minimize
regulatory | réstrictions. Iand exploit available
opportunitjés, sbeciffca11y those re]éted to:

a) retention of a certain percentage of deposits

for 1énd{ng 1n%the ioéa1 area?

b) deposit mobilization?

3. Is  there a potential -re1aﬁfonship\ between certain
| management po11¢1es and the_ condition  whereby
stockholders thehse1véé maﬁége tﬁev 'ﬁFI? specific
questions Which can b; addressed are those're1ated to:
a) .returns to stockholders of the RFI;

b) 1lending to directors and;pffibers and its impact

on RFi performance.

The study involves an analysis of the operat{ng'po1icies of
the three RFI types along certain measurable . and  qualitative
criteria. The more quantitative indicators of : management
operating policies and practices are covered, - in. order to
aggregate and highlight the comparative aspects of the issue

across the RFI types.



III. THE SURVEY

. The data used in this étudy was taken from a primary survey
of 66 rural banks and brénches of development and commercial
banks} | A questionnaire andfan‘interview schedule were designed
and pre-tested prior to ﬁhe actual survey. A breekdown of the

| fesponding banks is shown ih Table 1.

-The 66 respondent banks are broken down 1nt9 23 rural banks,
16 unit and branch development banks, and 27 branches of
commercial banks. These banks are spread out over 10 cities and
25 muﬁicipa]ities_]ocated in eight provinces from seven regions

of the country.

The survey 1nstruments'used were of three types:

(a) _Documents submitted by the bank such as financial
statements, organization chart, personnel 'data, and
special schedules of selected financial information,
e.g., Directors, Offieers; Stockholders and Related
»interests (DOSRi) loans; |

(b) A 14-page pre—~-tested questionnaire in two versions:
one for unit banks and another for branch 'banke.
- Research assistants interviewed respondents to clarify
responses - end to follow-up questions with missting
reeponses.

(c) A two-page interview schedule for the more qifficuit

and/or sensitive questions.



Table 1
BREAKDOWN OF RESPONDENT BANKS

e — T Y Y S ———— T o A ok ke e e el Sk ek ek ey T ————————— = —rry "
- M e A D A Gh T D dad o —————————————————— — . W ——— e ] U e b i Nk ————— T A

Loéation . ' Rural | ‘Development  Commercial
: Banks Banks Banks

Region 1

Pangasinan 3 2 4
Region III

Nueva Ecija | 0 : 4 3
Region IV

Batangas 3 - 8 3

Laguna - _ 0] 3 4
Region V |

Camafines Sur ' 3 _ S 2
'Region.VI

Iloilo ' 4 1 3
Region VII

Negros Oriental 3 1 3
Region X

Misamis Oriental T 1. 5

T ——— — ———————————— T o o ol ok e ke e e e T ——— —— L} by iy Ty T — ——— — — — — =

A S i i S — - ——— kR e . ——————————— T {_— i ot o — — ——————
e e e L e T T - rr 1 11T 111112+ 411+ 133 2
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The instruments covered the general areas of management
structure, operating policies, and bank operating procedures and
systems, including reportihg and evaluation systems} Balance
sheet and income statements for‘the‘period‘1981—1986 were also -
requested ‘1nc1uding more detailed schedu1es for selected
financial VariabTes, e.g., DOSRI, number of deposit and 1loan

accounts.

The questionnaire and interview schedule were generally
well-covered by respondents but corresponding financial data
submitted were incomplete. In particular, it was difficult to
obtain‘ financial statements from commercial bank branches. For
most ‘responding banks, prob1ems were encountered in terms of
differences 1h reporting formats, sometimes leading to gaps' in

line item information.

IV. REVIEW OF RELATED LITERATURE

RFIs operate within the régu]atory framework set out by the
1980 financial reforms. Lamberte (1987) ‘reviews . . .the
implications of the reforms on the_operations and organization of
the RFIs. From an operational viewpoint, the current regu]atbry
‘environment reduced “the differences between these finangial
institutions. However, important differénces remain in key areas
of minimum capitalization, Iimjtation on ownership ' of
.enterprises, branchfng and reserve requirements. Lamberte cited
rural banks és facing the most restrictions, particularly on
investments and branching.  However, rural banks ‘enjoy lower

reserve requirements compared to commercial and development



N

| banks. it seems. clear that these regulations were set out: with.
the entire financfa] system in mjnd.u,ﬂowever,.seennonly from the
subset of the rural:financial sector,-the framewark still allows
for the operébﬁon ofmthreeginstitﬁtions with vastly different
equity ; bases ranging from a minimum of #500,000. for rura1~;hanks
énd R500 million for unibanks. A rqsgangh question: suggested s
whether thé'differentia] reserve requirement can indeed. . offset

this difference in resource base, as pointed out by Lamberte.

ThegreductionJOF functional differences among baﬁk types may
have been less effective due tqvthe4ramaininquiﬂferences in the
resource base of banks. While development - banks can -legally
offer services and open branches nationwide;simjﬂar to,comﬁencia1
banks, the fact that these banks aremsmalﬂer.prEVent them from
availing. .of this legal.opportunity. The same can be said about
thewopportgnﬁty for rural banks to open branches on a regionrwide
basis. i+ The response of RFIs .to the  .deregulated market
environment can also be seen in theusame'cdntexﬁ“‘ Such banks may
still bé_ unable tougnjby benef1ts from any economies of scope
(Lamberte 1987, . p. 1) potentially. .avai%ab1e through

deregqlamion.

Meyer (1987) .conjectures that rural banks may be unable
to take up. the task of credit evaluationfand 1end5ng. in the
absence  of* tﬁaditiona]'Centraf. Bank=initiated programs  which
speciﬁy~theiPHOWﬂ<ru1es-and,regu1atiénsy7 This-caﬁ,be taken as.-a
comment ; to - the potential lack of management capacity .and

inadequate‘ organization ©of rural banks. Centra}l Bank’s attempt
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£o “wean rural ‘1endefs from rediscounting and special credit
programs was one of thejagenda for the agricultural séctor in the‘
financial reforms of 1980-1985.. Tolentino (ﬂ987) reviews the
measurés which =~ Central Bank implemented to ' "correct the
:agricUItUral portfolio of banks. He reports’that few rural ba&RE'
participated in these programs, indicating that thé-ruréTV-bﬁnksf'

arrearages condition still persists, at least up to 1986,

Previoqs studies on the behavior and performance of RFIs
conclude’ that these institutions are driven by ﬁrb?it*ébeking
motives 1n-respoﬁdingftovmarkét and regulatory constraints: ° In
his review of the causes of the decline in formal 'égricu1muwa1
credit;ﬂ"To1ént1nb‘"(1987, p. 5) concludes  that "“lenders, as
=ﬁrofit~ma21miziné businéessmen, ° Seek to lend to those_ sectors
where their combined'cost of funds and supervision aré relatively
ldwer; iunder giV@h" Tates~ehérged on loans." =~ Whenever i1ega1‘
restrictions ‘on lending interest rates prevented RFIs - from
'earnihgfreasonéb1e profits, RFIs can simply stop:- making loans' to
aQricu]ture.":Even under -the'curreht regime of dereguiatﬁon,
Tolentino reports that risk ‘and default condi%ions‘-in-‘thé

agricultural loans market remain unattractive for lehders.

The RFIs’ " responses to regulation ére "consistent with
profit-seeking: behavior. - - A-'deposit retention scheme réquiﬁbs
that at least 75 percent of the total deposité.genéréted, net:: of
reserves, should. become part of the loan portfolio of thé RﬁI’win
5the saﬁe*’area.-”‘Lamberte (1987) found that "on the basis "~ of
regionally-aggregated portfolios, cémmeﬁcial bank (KB) ‘branches

did not .meet this legal requirement. Here was a case where
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ménagem@nt-,policies appaaent1y- violated explicit. regulatory
restrictiens, On. .the ..other hand, thel.effects of regulatory
incentives appear .more djfficuit to asgess. DiffengntiaI.resérve
-requirements ijn . favor of Eural-bankslare 1ntende¢mto:9ffset the
cost .advantages .of larger. banks. . Lamberte Qasyunablez‘to tface
this advantage to any superior profitability of rural banks (RBs)

as compared to KB branches.

3 ssme rqgﬁ]anory cestrictions seem to be less nelevént”gtqthe
RFI level., The. minimum:net‘worth ﬁo risk-assets ratio is 8
percent far universal bankg‘and_10'percent for other banks.
Lamherte (1987, pp. 5-6) noted that the regulation is actually
“an . invitation . for banks-to expand their capital.” - However, it
could also be a deterrent to-asset‘expansion,and lpans by banks.
Note that. the ratio is only relevant at the..unit bank Tlevel,
i.e., at the RBs, develppment bank (PDB) and KB -head offices
rather than the branch bank. .For example, Lamberte was unable td
ascertain the “equity” of a KB branch. The .implication is. that,
while the régulation affects RBs, it can be effect1ve1y ignored
By the management of KB and PDB branches. ¥

| Lamberte_ reports the gomparative performance of the three
RFI types on the basis of regiona1ly-aggrega;edwfinancial data.’
Some of, the results have a direct relationship with the
d{fferenfiaI_ management policies that .each RFI-type appears to

have adopted. First, KB branches’ deposit mobilization is more

3/
. It 1is,a concern of head office and the brancn 1gnores it
except on instruction from the top.
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extensive than PDBs and RBs. This finding suggesté'the-ﬁeedw*for
a cfoser‘iook‘into'the organization and policies adbpte& by . ed¢h
RFI type regarding deposit mobilization. 'The*isituatioh 18
reversed 1in the case of loans.' The loans to deposit ratios are
much . lower for RB branches than for PDBs and RBs in Lamberte’s

study.

Various conjectures related to management aspects N are
offered relative to the depdsit and loans'Felationships for RFIs.
Lamberte c¢laims"™ thaf KB branch management may have greater
discretionary authority on ﬁaisfng.deposits ‘but . very Tifiited
authority for originating loans. Meyer (1987, p. 6) suggedts
that 'the- RB may be unable "to respond to the new unregulated
environment wﬁere déposit mebilization is supposed - to ‘replace

Central Bank funds." In the face of the apparent viofation 'by
some KB branches of 'the deposit retention scheme, Lamberte noted
that this regulation is neither strictly followed by RFEIs "nor

enforced by the banking authorities.

On this aséect of institutional performance, Lamberte (1987)
found: that _forA the 1985—85 period, the regionally .aggreééted
loans of development and .rural banks exceedéd ‘deposits. ' This
finding high1ights the 'importanCe of | the Cenhtral = Bank
rediscqunt{ng and credit programs to these banks. Managemént
have less incentive, uhder that regu1atofy‘regime, - to deveiop
the"capacity for deposit generation. In contrast, Lamberte noted
that 1in regions outside Metro Manila, branches of commercial
"banks are specializing in deposit generation to support- 1enq1n9

at their head offices. These findings Suggest certain basic
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differences 1n organization and management which a&re explored in
this study The aggregated data n Lamberte’s.study also needs
to be verified and retated to the organization and management at

the bank levele

Comparisons on the basis of profitability turned out to be
more complicated using standard ratios 1n the Lamberte study
Due té the disparity 1n deposits and loans KB branches appear

unprofitable , Without reasonable transfer price estimates for
fund transfers from branch to head offices, reported revenues of
KB and PDB branches are understated Even the measure used 1n
Lamberte’s study ——- net operating i1ncome as a ratio of operating
income -- 1s clearly deficient 1n this respect Given this
system of accounting, cumulative net branch Jlosses will result
n negative equity for most KB branches &/ This situation
makes return on equ1t;, a traditional efficiency measure,
meaningless when applied to wunadjusted Granch financial
statement Lamberte suggests that future studies should i1nnovate

on measurement techniques to arrive at the true picture of RFI

performance

In summary, the current evidence suggests a menu of adaptive
policy mechanisms that RFI management follows, guided by its
profit-gseeking motive Faced with a parket condation of 1ncome
regulation, the RFI seeks low cost internal arrangements If the

regime 18 one of deregulation, RFIs will seek highest portfolro

4/
Eguity equals assets less 1xabailities of the KB or PDB
branch
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returns while keeping low-cost sources of funds Agricultural
loans w111 decrease 1f loan interest rates become too regulated
or 1f urbanized loans yi1eld more returns under deregulation The
alternatives open to management 1i1n dealing with regulatory
conditions 1s more diverse Incentives wi1ll eirther be taken or
1gnored Restrictive regulations may either be followed or
violated, the latter case even with or without penalties

Restrictions may have full impact on the management of unit banks
in the rural areas but have no consequence on competing branches
of regional/national banks 1n the same areas RFI management may
be required to simultaneously adjust to an 1ncentive (e g , lower
reserve requirement) and a restriction (e g , net worth to risk
assets) Performance results come out of the adaptive responses
of management by way of functional strategies (deposit policy,
loans policy, etc ) However, extra care must be exercised when

,

using summary i1ndicators 1ike profits due to the i1nteraction of

the measures with unique strategies pursued by RFIs

v MANAGEMENT STRUCTURE AND POLICIES OF RFIs

The basic 1indicators of management structure used 1n the
study are (a) organization structure (b) degree of
decentralization (c) staffing and management background and
(d) ownership Organization structure is charadterized further
in terms of (1) the number of levels from the bank’s c¢hief
operating officer to the bank'staff i1n face-to-face contact with

bank client and (11) the number and types of staff positions 1n



17

the bank organization The degree of decentralization refers to
the 1location of approval authority for :deposit terms, loans to
clients and i1nvestment of bank funds Staffing and management
background covers the mix of managerial and rank and file staff
in the bank and the .educational background of key officers

Finally, the distinction, 11f any, between management and

ownhersh1p are explored

These management structure variables will then be re1ate? to
selected 1ndicators of bank performance The usual aspects are
s1ze, deposits loans and profitability To provide an 1nitial
reference point, a summary of key performance 1ndicators are

shown 1n Table 2

Table 2

PERFORMANCE INDICATORS BY BANK TYPE AVERAGE
(In thousand pesos)

B -t T i L - T ]

Development Commercial

Rural Bank Bank Bank

T D D D R L D Y T Sl S W N e S e S A A RS T VU e . et e o Y (YO e e My v ——— T U o i e — e —
1 Bank S1ze

a) Total Assets P10 440 R21 823 R70,480

b) Premises 97 260 1,372
2 Deposit Generation

a) Amount 3,722 14,406 67,148

b) Number of Accounts 4,434 3,772 10,131

a/

3 Loans

a) Amount 7,137 10,838 6,165

b) Number of Accounts 280 237 63

W e T W S S A St A e v o S Y A - Uk . — oy T S —— ———— Al = A
W R L e o e e ———— A S L g A i G b b T A Gk e i M o o T . T - ———— A} i

a/
Excludes outstanding transfers to Head Office for branches
of commercial banks
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Thé size and complexity of a bank’s organization structure
depends on bank size, = range of - services, = personnel
expertiae and prevailing regulatory structure.gz" Assuming a
certain degree of mobility of the labor force, personal expertise
_dan be contrdlled by a bank through proper hiring and personnel
‘development policies. The scope of sarvices offeredvby all three
types of banks are similar. Oniy commercial bank'brandhes offered
other significant bank services such as te1egraphic transfers,
dra%ﬁs/managers5 checks, fore1gn exchange services, and L/Cs,
Nevertheless, the great d1spar1ty in asset size and in ra1ative
importance of . each bank1ng function makes for organization

I

structure differences. An extensive branch structure for

PR
3

commercial banks can also lead to differences in managerial
authority compared to unit banks like RBs and PDBs with less

branches in far-flung places.

Unit banks-can be exbected-to maintain more organizational’
" levels compared to branch banks. Unlike unit banks, branches of
COmmerdia1 banks' can maintain common support services at the
central .o?fice or regiona1 _1eve1. Well-developed operating
éuide11nas may also allow KB branches to onerate ‘With
comparatively less need for supervision. Instead of the value of
fjnancia1 asséts held by a bank, the number of accounts may bei a
betterﬂ indicator of an RFI’s workload and consequent need for a
more extended supervisory hierarchy. Table 3 shons a combar#son

of organization structure 1ndjcators for the three types of RFIs.

5/ ' ' '
‘ Reference can be made to standard ‘bank management text-
books like Johnson and Johnson (1985).
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Table 3

COMPARATIVE ORGANIZATION STRUCTURE"
AVERAGE NUMBER/PROPORTION
(Standard DQviation)

——— —————— ————— i ) S ——— e e b A Y AR M M A M A ML M e e Ao A M ———— — — — —— ———————— — — - —— - —

Rdral' Devé1opment" KB Branch Significance -

1. Number of Levels 4 3.5 3.6 'N.S.
R g (0.94) (0.90) + (0.52)
2. Plantilla Positions
a) Number ' 9.15 8.46 8.31 .03
: ' - (3.386) (3.33) (2.89)
b) Per cent of ‘ . a
Total Personnel 84% 76% 57% 0.002
S "(10%) (27%) - (25%) |
- 3. Hierarchical Mix '
a) Proportion of 28% 27% 20% 0.12
Managerial/ (8%) - (9%) Co(13%)
Supervisory ' -

Positions to
Total Staff

b) - Average Number
of Customer

Accounts Per 3,995 1,985 2,450 'N.S.
Manager/Supervisor (2,336) (1,614) 15291) -
a/
Kruskall-wallis (K-W) One-Way ANOVA (correctéd for ties)
Chi-Square s1gn1f1can¢e N.S. - Not S1gn1f1cant at 0.2

S(Level) - $1gn1f1céht {level)

Among a sample of -39 hFIs, RBs turned gut to have the
highest average numbef'of organization levels followed by KB
branches énd PDBs. Gi?én the small sample size” and. unknown
distributional characteristics of the data, a non-patametric’ test
(Kruskall Wallis One-Way ANOVA) was used to compare --the

distribution of 1levels across three bank types. The test,
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~ essentially based on comparative ranking, shows no significant
difference\ in numbey of 1eve]s. RBs and PDBs maintain a higher
proportion of distinet pos1t1ons in their organ1zat1on compared
to,kB branches. This is‘1ike1y‘to be explained by the diversity
in primary »and support functions in unit ‘banks compared to
‘reliance. by KB. branches for central éupport staff at their
corpératé groﬁps;‘~ Another possible ‘expTanation -may"bé the
difference in the number of. deposit and loan accounts hand]ed by

unit banks. compared to KB branches.

As in the case When a statistfca1 difference 1$ found, a
pair-wise stat{stica1 combarison cén_be made using another non-
parametric test, the Kolmogorov-Smirnov (K-8) Two-Sample .Test.
The conc1usibhvregarding the organizationa] structure. dif%erence
between unit banks and KB branches is borne out %h'Tabie{4.

Table 4

PAIRWISE COMPARISON OF ORGANIZATION STRUCTURE

A [ o e ke e Mk A M B S i ok s ke e sk e i Mk M ARA A ek e e e oy o ey e M M A ey o v v —— -
—— .  AmL e W Ak o} e o T e —— S A S e e

1. Plantilla Position as

: : a/
- Percent of Total Personnel _ _ .0023
C _ b/ _
RB Vs. PDB .. _ (N.S.)
RB Vs. KB ' (0.001)
PDB Vs. KB ’ _ (0.08)
2., Hierarchical Mix
a/
Proportion of Manager1a1/ _ 12
Supervisory Staff to Tota1
staff
: . b/
RB Vs. PDB. ~ . (N.S.)
RB Vs. KB (0.13)
" PDB Vs. KB (0.14)

K—w‘One—Way ANOVA: A1l Three Bank Types

b/ . A .
K-S Two-Sample Test
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Table 3 also shows a difference 1n the hierarchical mix of
these banks' personnel Again, RBs and PDBs hdve more managerial
and supervisory personnel 1n contrast to the larger rank and file
staff of KB branches This finding indicates lesser contro1§/
over o RBs as compared to KB branches There are several
operational explanations 1n this regard The expertise of the
managerial/supervisory personnel 1n the RBs may not be sufficient
1h supervising units with diverse functions On the other hand,
KBs may s1mply be operating a staff involved 1n fewer banking
functions compared to unit banks The pairwise comparison’ for

managerial mix 1n Table 4 also shows significant statistical

differences along the above directione

The aspect of decentralization 1s evaluated ¥n the context
of a multi-branch and a unit bank environment One way 1s to
consider the degree of latitudé exercised by the manager (of a
unit bank) or the branch manager (of a PDB or KB branch) in loans
approved and decisions on deposit terms Under a ‘centralized
authority structure, the manager refers more decisions to a
Committee or President (for unit banks) or to an Areéa Head or
Central Office (for PDB or KB branches) The results on a

comparative basis are summarized i1n Table 54

KB branch managers are allowed much higher 1loan approval

1imits than the PDB managers although the latter’s 1imits are

6/
Defined as the humber of organizational units handlad by a
manager See Koontz and O Donnel (1984)
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Table 5.

COMPARATIVE DEGREE OF DECENTRALIZATION
Mean (Standard Deviation)

—— i . e — —————————— e e i A St S A S S e A ) ek AR S ek e oy e A e A - S A S ———
H3t4t 341ttt ittt i e e e

RB DB KB Significance

o ———— ———— —— —— " y——— Sy o ———————— —— - ok ik Sy i i Sl e A —————————— —— —— . — T — it —

1. .Maximum Loan ApproVa1
Limit of a Manager

Amount (in thousand pesos) R8,667 B43,750 P651,667 0.0001
R o : - (6,673) (41,908) (837,972)
2. Level of Organization -
When Decisiaon on Deposit
Terms are Made :

a) Board 50.0% 18.8% 4.4%
b) President/Top - -
Management at H.O. - 68.8 69.6
¢c) Manager 18.8 12.5 -
- d) Board and- Manager - 31.2 - -
e) Board and H.O. o= - 13.0

f) 'H.0. and Manager W - - ©13.0

- —— ——— —— - — e ey e,

- ek S ey $ S A Aes M M . W W W v b e A MM S M M W e S e e e ww S A W

K-W One-Way ANOVA

\ 1/
not far. behind. Disregarding other factors, higher Jloan

approval limits correspond to a “"decentralized” set-up., Facto}s

such as better knowledge of local conditions, availability bf

1/ : o -
Interpreted here in a distributional sense. KB (branches)
has a distribution which is skewed to the right. Most loan limits
for KB branch managers are in the range of PDB’s except for a few

exceptions with very high limits. One KB reported branches with
loan approval limits of B2 million, resulting in the Targe mean
and standard deviation values, Various industry sources

questioned the adherence of KBs to the actual excercise of = such
large approval limits in practice.
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centrally: administered -guidelines and faster or more personal
service are some reasons for allowing PDB and KB branch =managers
more discretion on loans. These reasons are normally absent fof
RBs and more accessible branches of PDBs. While PDB and RB
managers.must pass 6n loan approval t§ a Credit Committee or the

Board, these decisionmaking units .can be readily convened on

short notice.

Furthermore, the degree of discretion .311oﬁed ‘to lower
level officers for loans may be related to the importance ‘given
by top mahagement to the lending function. 'Genera11y, policies
and decisions for the more critical functions are ‘expected to be
centralized and if decentralized, ére centra11y monitored. From
a performance ‘standpoint, it Qou1d be interegting to “find out
whether actual average Toans are within *the approval limits set

by RFIS'as a matter of‘pp1icy.

Deposit policies and decisions are cOnsiderad top management
prerogative for all RFI ‘types (Téble 5). The ébmpetitﬁvéness of
the RFIs are especially sensitive to deposit'ﬁtqrmgﬁ  Decisions
‘related to aeposits are aiso less frequent and c1oée1y related to
how the RFI positions itself relative to the market and " the

regulatory environment.

As can be expected, the background of RFI managers are
mostly reTated'to*bu51né§s_or law. This implies prior training
and familiarity by RFI managers with business manégement*-and

legal aspects. A summary of this finding is shdwn in Table 6.
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Results also indicate that most presidents or managers - of RBs

ar®é stockholders of their respective banks.

Tab1e 6

EDUCATION AND OWNERSHIP OF RFI MANAGEMENT

o v A ———— e AL - — o - — a4 " Y = A Ma M - M R e AR e T M ST ITITIDED
o T e e e e T L L L T T T L e e e e S e m e v e o o o i v e =8 o o e A A S S e e

RB 0B KB
1. Educational Background o
RFI Managers - :
a. Business or Law 61.1% 81;8% 92.3%
b. Other Fields 38.9  18.2 1.7
2. Ownership and Management: '
' Number of banks or branches
which are -
a) Owner-Managed . 18 .3 0
b) Not Owner-Managed S o 24
19 13 24
2. nag; nt Policies and Ope i ! isi

Réifmanagement policies can be syStemat{ca11y déscribed and
compared in terms of the two key fUnctionél areas .1n‘ Bahking,
namely, deposit generation and Tloans adﬁihistrétion. In
addition, the banking business is concernéd‘ywith adequaéy' 6?
capital and of returns. Both aspects are Joint consequenoeé of
deposit and loans policies adopted by management relative to the
goals ass%gned to it by tﬁe awners. All these aspects are now

presented in cqmparatiye‘form.;
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Table 7 shows Fe]evant_datq,anq statistical results for
deposit generation. Referenées to item numbers in Table 3 are

noted in parenthesis.

Excqpt for five RBs, all surveyed RFIs reported that there
_ére existing written policies on deposits, specifically, terms
,and'Thteﬁést<raﬁe‘ééhedd1é§ (Itém 1). Among KB and PDB branches,
such " deposit’policies are set by-head office/top management. A
number ' of RBs indicated that such policies are decided by the
manageér although major1t9 of RBs point to their Board of{Trustees
(Directors) ‘as the deposits policymaker. Except for six RBs, the
RFIs’ déposit performance is - ‘regularly reviewed (Item 2). The
deposit Féview function is one of the main résponsibilities of
the RFI manager (and jointly with the Area Head in 'the ‘case of ‘KB
branches). Most KB branches carry out this evaluation function
monthly while some branches do it daily (Item 3). RB and 'PDB
branches ‘meanwhile, conduct their ‘revieéw monthfy;"duarterﬂy or

annually.

’The ﬁature of depoéit campaigns depends on the RFI type.
KBs anchor their campaignsion a motivated internal bank staff b;
giving ﬁhém‘inéentives to contact more people and enlist them as
depositqrs. On the other hand, KB and PDB bfanches’ campaigns are
comparativéTy more customer-oriented, usually with raffle prizes
to depositors and TIPID movement schemes. Certain . differences
also &rise‘bq who initiates and how long the deposit campaigns

wiﬁ] be across RFI types. Most RB and PDB deposit campaighS“are
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initiated- by the branch whereas for KB branches, the._mandate
comes from the head office (Item 4). Most RB savings campaigns
last an]y from one to six months compared(-to six months to

one Qear for PDB and KB branches (Item 5).
Loans Administration

Table 8 summarizes ﬁhe .releQant data and._ statistical
1nﬁepences' in which the cbnc]usions\in ﬁhe‘f011owing paragraphs
are based. Reference to items in the table are noted. in
parenthesis. Many surveyed RFIs decide to lend based on written
loan po1icies- (Iﬁem 1) set by the Head Office\ or Board of
Directors.g/'HoweVer, a significant number of rural banks operate
without such written policies, leaving the lending decision  tQ
operating management. The preparatiqn'of a loans budget }s a
regular activity of loans administration for all RFI types  (Item
2). . There Iis é clear difference as to the organizatidna1
location of this activity. PDB and KB branches‘éennna1fze this
planning role at the branch-manager or head/area office_ level.
In contrast, RBs delegate the responsibility to lower level staff

including the loan appraiser, credit and collection staff and the

cashier.

8/
. Except for RBs where the modal response to the. question:
"Who sets 1loan policies?” is "Central Bank” (nine out of 22
respondents). - -
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DEROSIT GENERATION. AND NUMBER OF :RESPONDENT RFIs

27

e S e e e E e e e T D S T PP P P e
B A - 8
'RBs PDBs KB Branches 81gnificanceL
1. Deposit Policies 035
a) With Formal/Written _
Policies : 16 16 25
b) No Written Policies 5 0 0.
2. Monitoring of Deposits <03
a) Regu1ar Review 15 16 23
b)‘ No Regular Analysis 6 0 0.
3. Incentives for Deposits
Generation .09
a) Presence of Staff
Incentives 6 8 v
b) No Staff Incentives 15 7 10
4. Decisions on Savings
Campaign
a) Board or Head Office 4 5 10
b)  Manager | 13 5 12,
c) Other Officers 4 1 - 4
Duration of Saviﬁgs
Campaign :
a) One Month g 2 2 1
b) Three to Six Months 4 2 7
c) One Yé;r 1 3 3
d) Other: 3 2 1.
_____ ;;__-__--,-_-________hﬁ______q__-__________*__________-_____________-

Chi Square Test. N.S5. at 0.2
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‘Table 8

LOAN ADMINISTRATION AND NUMBER OF RESPONDENT RFIs

=:::t::t:::::::::::::::::::=======;:::::::::::::::::E:::::::::::::é:&:::::ﬁ
B A N K .8
. ' a/
ITEM ~ RBs'  PDBS KB Branches Significance
1 Lo Poli 0.1
a) With Formal/Written - |
Policies 14 14 .21
b) No Written Policies 7 2 2
2. Lo udge - NS
‘a) Regularly Prepared 17 13 -21
b) Not Prepared | 5 3 2 -
3. Major Competitor |
. for Loans
a) Rural Banks 8 5 0
b) PDBs 2 s 4
c) KB branches a4 N 21
'd) Others 2 2 2
4. Loan Collections | | NS,
a) Incentive to Staff s 6 s
,b) No Incentives o 17 9 ..13
5. Loan Restructuring | S " 0.15
a) Written Guidelines 16 14 18
b) No Formal Guidelines 6 1 1

o i o — —————————— e oAy it L D MY AL S A A S A T —_ o T —— — — ———————————
g g it = 1 = = e e R e e e et e e

a/ : :
Chi Square. N.S. at 0.2.
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With regard to competition in the Toans .market, many PDB and
most KB branches perceive other KB branches. as their main
competi®ors I1n their area of pperatiens (Item 3) Likgwise, most
RB and, many PDB branghes perceive other RBs,and PDBs as their
competitors This finding demonstrates segmentation 1n the leoans
market of RFIs reflecting a dafference 1n loans.market targets or
clientele across RFI types Personal visits/centacts by~the bank
staff 1s regarded by the RFIs as the most effective way of
advertising 1loan services aside from posters, souvernirs and

giveaways .

The importance of ,Joan collection 1s emphasized by all RFls
thus, 1ncentives 1n,the form of merit 1ncreases and bonuses are
given for effective,collection efforts by the bank staff (Item
4) The branch manager reviews the lean portfolio of all RFlIs
regularilya Every RFI respondent (except one PDB branch)
maintained a system feor, monitoring past due accounts by means of
status reports on loans outstanding Problems on loans are dealt
with based on existing guidelines for loan restructuring (Item
5) However, a significant number of rural bamsks do not have
such guidelines To help minimize these contingencies, many RFIs
provide 1ncentives to borrowers for early or prompt Toan
repayment through 1nterest rebate, 1ncreased assurance of new

loans and 1nterest discount on new loanse.

i karound

Management policies of RFIs are related to the ownership

background The geographical distance between KB branches and
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théif NCR head offices leads to an "armg-length”: relatidnship
between KB owners and branch managers, manifested in formal
management policies. On the other hénd, the situation of RBs and
to some exteht,'PDB’brahches, is different. Table 9 shows “that
most RBs are managed by étockho1der$g/ while few PDBs"survéyed
are under the>same»ménagement; 8tockholders of rural banks have
concurrent owhership of a number of other businesses,’ inc1Qd1hg
other--financial institutions, manufacturing; trading and service

enterprises.

Certain respondents claimed advantages'in relationshfp of
the RFI - with othef 'bus{nesses such as: (a): 'intéréompany
finanéial "assistance, particularly with othéf‘ financial
enterprises held by the RFI owner; (b) use of RB étaff"ahd
facilities for transactions of the other thrift bank holding; (¢)
expanded c¢lient base for mu]tiple businesses; (d) ‘use b& the
other businesses of the ﬁFI ag depository bank and creditor and
(e) "learning experience” from the RFI enables the étﬁckhdldehs
to - set .up other financial institutions. ~No corresponding
disadvahﬁages of holding other businesses were reportgd‘ by RFI

managers 1in thé survey.

These findings on deposits, loans and ownership ~are

Coys

indicative of the more observable chérapteristjcsl of RfI

management. Their lTimitation Tlies mainly from the

8/
Def1ned as cases when the pres1dent or general manager' of

the RFI is also a stockholder.
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Table 9 -
OWNERSHIP BAGCKGROUND OF RBs AND PDBs:

RBs (n=19) = PDBs (n=13)

— oy ——— —— —— — ) s A ————— ————————— — — — —— " iy ok w— o /e T S —————————— ——— —" T —— " - "

1. Ownership and Management (Number)

a) Owner Managed 18 7
b) Manager is Not a Stockho1der 1 - 10

2. Other Bus1nesses Owned by
\ RFI Stockholders .

a) RBs, PDB,: Thrift Banks, etc. 10 3
b) Real Estate/Agri-based 8 0
'¢) Service Enterprises 11 0
d) Manufacturing 4 0
e) Merchandising 3 1

inability of questionnaires to capture thg;usubjective and

judgemental element of management policymaking.

VI. RELATING MANAGEMENT STRUCTURE AND POLICIES '
WITH OPERATING PERFORMANCE OF RFIs

The structural features of the RFIs’ organization can be
related tav {ts performance. SevéraI questioﬁs théh can be
raised are as follows:

‘a) Can - the Iargef number of staff positions in unit banks

be possibly-exp1gined by the%r larger number of deposit

and loan customers (comparéd to PDB and KB ‘branches)?
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b) Is therev a relationship between‘-the size of the
organizationvand personnel overhead'cost of an RFI? |

c) Can the difference in.]oan approval ‘limit among the R#I
types be possibly related to the typical client :.group
serviced by the respective RFI’'s?

d) Can ownership and‘organizationa1 structure_significaﬁtly

add to anAunderéﬁand}ng of RFI - ffﬁangiai status and

performance?

The difference in number of managerial staff . positions of
unit banks may be possibly explained by relative diVeksity in
servicéé and size of client baée. An ‘extensive deposit
-generation and lending opefations as shown byﬁﬁhe 1arge'humber of
clients served,vban:justify a more extensive staffing. plan.:- This
relationship 1is reflected in tHe ratio of the number of deposit
w.énd 1oan,accoun£s to the number of staff positions 16' the RFI.
The result shown in Table 10 suppofts this claim. PDB .'and KB
Table 10

MANAGERIAL HIERARCHY AND SCOPE OF RFI SERViCES
Mean (Standard Deviation)

I -
E b/
B A N K
Rural Development KB ‘Branch
Number of Accounts Serviced
a/
Per Bank Manager/Supervisor 3,995 1,985 2,450

(2,336) (1,613) (1,211)

- a/

b/ _
K-8 Two-Sample Test for Each Bank Pair: A1l N.S.

K-W One-Way ANOVA: N.S.
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‘branches service relatively fewer clients which may help explain

its leaner organization.

Personnel cost 1is gn overhead expense which is normally
allocated by banks and used in’ br{cihg. 1oans.' _Hﬁgher cost
structhes can 'then influence .RFIS’ profitabj1i£y and
" Gompetitiveness in the market place. Table 8 (Item 1), shows that
eaéh RFI type has a different level of compensapion.ﬁﬁpr its
staff. This hay be due to inherent differences = in
.dua]%ficationé;, local job market anqyreQUiréménts{w”‘:Me%h%imfu1
comparisonsf shouid tﬁéﬁgbe made on]y‘ﬁithin each RFfw‘caterry.
in_.determining whether the ofgénization size-fs'¥gjéié& ﬂt6 " the
- overhead éost of an RFI, tHe ratio of etaff pos{%%oné toi”¥a$a1
personnel 1is fe]ated to“tﬁé ratio oFJEeréonnel compensation cost
to total assets 1in -which a positive \feﬁatioﬁship, holds.
Although an organization may increase ,ﬂﬁts}lVéfaff;. the
corresponding resource genérated b; the new‘staff may'ﬂower the
latter ratio. The result.in Table 11 (Item 2) shows.'sjgni}icantlb
_positive relationship ”—‘mqre staff.is .associateq. wjth higher., .

overhead cost - for KB branches but not for PDPBs and RBs.

It seems more difficu}t to.helate the difference 1in- loan
approval limit of RFIs to théﬁr_1end1h§“berformancé;t Comparisons
acrbss 'RFI typés would not bé'VaTid if there are “¢1iente1e"
effects, e.g., if traders go to RB branches while farmers go to
RBs. A possible approach’ for controlling “ loan bof£f01io ,

.

. . , . o ; L . '
characteristics 1in assessing the degree of decentralization of
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Table 11

STAFF SIZE AND OVERHEAD COST
.Mean (Standard Deviation)

i e S ke — ————— - A ———————

S e e e e s e e S B A . S S S B S T T (1 S S T T T T T T A P s Y T o . e b e e S

1. Difference Across RFI
Types '

Average Compensation
Per Employee . ' 28,810
(Pesos Per Year) (8,880)

"Total Compensation
as a Per Cent of
Agssets, Net of _
" Premises 0.04
(0.02)

2. Relationship Between
Compensation as Per
Cent of Assets and
Staff Positions as
a Per Cent of Total
Personnel
(Kendall’s Correla-
tion Coefficient Tau) N.S.

K-W One-Way ANOVA

0.03
(0.03)

s e b el T ———— " ——————— o — v ——

59, 800 049
(21,210)

0.02 .013
(0.01)
0.04

lqnding quthority is to take the ratio of the manager’s 1endihg

limit to the RFI’s_average loan size. The result in Table 12

shows that the degree of lending discretion given to RB and KB

branch = managers appear to be comparable after considering the

loan sizes normally handled by each RFI type.
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Table t2

BRANCH MANAGER’S DISCRETIONARY_AUTHORITY‘ON LOANS -
Mean (Standard Deviation)

- - - . o A o ) W e Y e e W MM T M e S DT
T T e b e R e e i

b/

—_.....——_——_.....—____.——__——...-.-————-.-—————_.-————_——...-—————......-.——-———.-.-———_——.-u.

Branch Manager’s Lending
Limit A \ R8,667 P6b1 667 .. 00D
(6,673) (837,972)

Average Loan Size R11,127 P 93,529 .0001
| (10,837)  (58,005) o

Manager’s Lending Limit

as Percent of . 135% . 1,102% .
Average Loan Size (132%) (1,491%) N.S.
a/

Insufficient data on PDB branches.

p"/IQ--S':’rwcws.eum:s1'e Test

The theory regarding the potential conflict between
| ownership ahdA management is s£111' not ﬁe11-estab1ished. It
is positedgl that control and efficiency problems_arise‘if'owners
delegate the management of the firm to professional managers. In
such a casg, managersfmight allocate to themse1Qes corporate
prereQUiS$tes~and'stilﬂ not work as hard (as cdmpared to an owner
who manages the business. himself). In a sense, this is related to
the quéstion of the optimal number of organizational levels which
makes for corporate efficiency. By simultaneoqsiy‘aétihé--as a

manager, ~an owner eliminates one more layer that separates him

8/ ‘
For example, see Horngren (1986), Van Horne (1983).
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from the source of reyenuou— the client. An  often-recommended

management strategy Lo cut costs and,inoreasetiarofits *s to

,reduce organ1zat1ona1 1ayérs separating the chief operatiné

9/
off1cers from the bank s clients,

An 1mmed1ate problem arises 1in compar1ng RFIs accord1ng to

the owner’s role in management. As prev1ous]y shown, most RBs

are owner-managed - while most PDB and all KB,branohes- are not.

' Consequently, a comparison on owner  versus management basis

cannot be practically d1st1ngu1shed from that of a oompar1son of
RBs and PDBs as separate groups. For example 1in Tab1e 13 it is
indicated that the return on assets of owner—managed RFI s 1is

s1gn1f1oant1y 1ower while its equity base is not s1gn1f1cant1y‘

oifferent.from' non-owner managed RFIs.

But -the same result holds true for RBs re]at?Qe to PDB
branches as we11.lg/

A simultaneous eva1uation of  the . ownership- and
organizational structure variables (level) can be made by
ineluding them in- a multiple regression 1nvolvin9 return on
assets. One would expect the retorn on assets ratio to be
significantly related to key a balance sheet ratio like deposit

to loans ratio and productivity indicators like the ratio of

.9/

"~ Reference to Johnson and Johnson (1985, p. 32).
10/ . _

“As Table 10 (item 1) shows, K-S test using RFI type as’

basis yvields significance level of .0001 for return on asset.

There 1is no significant difference 1n equity percentage for RBs

and PDBs.
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Table 13

OWNERSHIP, STRUCTURE AND RFI PERFORMANCE
" Mean (Standard Deviation)

. ———— — T — o — A - T ot . S0 W e e = Ak Sn M ma e —— A S e T W e —— 8 S e e T o DD
M R e e e N L S L S N N e S mm m m e o = = tm o o o o o S o e W S A S e =

o .. a/
RB PDB Branch = Significarice
.. RFI_Type Analysis:,

a) Per Cent of Total 95% . 21%
aned-Managed '

b) Return on Assets 0.02 0.08 . 0001

' (0.07) (0.03)

c) PerCent of : . ‘ .
Equity to Net 0.70 © 0.56 N.S.
Assets . (0.43)  (0.44)

B A N K
2.  Owner Type Analysis: Not Owner Owner-
Managed . .Manage«
a) Return on Assets 0.05 0.03 .02
. oo : (0.04) (0.07)
" b) Per Cent of '
Equity to Net, . 0.24 0.73 N.S.
Assets . (0.42) (0.43) '

- — i A . o o e e e W W W W e vey W b e i M M M M TER e E e e A e e S mm mm mm mm w  w—wm
B T T o T e e e e o o . o o o o o o 4 7 b Mt e o o o o v W e AR MMM RS M A M R T M e m whh w w S A SN R D S Em Em

a/ _ _
K-S Two-Sample Test
compensation to assets. The question is whether ownership and

organization levels significantly increase the explanatory power

of the regression.

The regression analysis uses return on assets ratio for 1986
as the dependent variable. A clarification on this measure is

that since commercial bank branches transfer a large proportion
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of branch deposit to their respective head offices, 1interest
income on such transferred funds'was imputed to the branch using
the average annual Manila Reference Rate (MRR) . This
methodological step is equivalent to an"assumption that the
branch lends out its funds to head office at the current prime
lending rate. Regression results were not signifi;ant for
average cbmpénéation; ratio of personnel Compéhsation to assets,
deposit to loan (both net loans and the sum of net loans and "due

from head office” account) ratio, and deposits‘to total assets

ratio.

organizational variables sﬁch as management by‘ stockholder/
owner and the number of organizational levels showed somewhat
better results, but these were at best significant at the 10
~perceht' 1eve1.. Tab1e‘ 11 shows the results of this latter
‘evaluation wherein the signs are as expected, i.e., “more levels
in .organization ‘and ownership by management are negatively
related to return on asset. Correlation analysis also showed
that 'average.1oén.size and number of accouﬁts per ‘bank officer
are highly ‘corF§1ated with return on asséts.- prever, due to
the small sample in this initial data, a valid regressioh

analysis cannot be done.



39

Table 14

‘MULTIPLE -REGRESSION OF RETURN .ON ASSETS RATIO.ON
FINANCIAL AND ORGANIZATIONAL VARIABLES

o e S e S o A e e S e S v Al S ek S S e e S S S ey M S mie S P e kS P e e S
P — - g e T T e rr

Regression Coefficient
(t~value)
(significance. leéyel of t=statistig).

: : Variables in the Regression
- Exp Tanatory ‘ '

. VariabTe _ 1, 2 and 3 1 and 2 2 and 3
1. Deposit to Net Loans = -0.003 - 0.0018
(-0.434) ( 0.274)
( 0.669) - ( 0.786)
2. Number of Organizational -0.026" -0.027 -0.018
Levels (-1.798) - (-1.831) (-1.350)
( 0.087) ( 0.080) ( 0.190)
3. Dhmmy for Owner-Manager -0.044 ~-0.034
(-1.495) (-1.254)
_ ( 0.150) ' ( 0.222)
4. Ihtercept: - 0.172 0,188  0.136 .
‘ ( 2.919) . ( 2.350) ( 2.760)
. { 0.008) ( 0.027) ¢ 0.011)
_2 _
5, R*® 0.153 0.07% 0. 104
6. F of Regression 2.44 . 2.00 2,81

significance of F-Value ( 0.0924) ( 0.1574) ( 0.1025)
7. Number of Cases 25 27 27

S e AR S A M W i A S e L SR S e S S —— e A e T e A M —— e e S i rr — s

The preceding table gshows that the organizational structure
of unit banks .are assbciated witt - higher: f{nancia1 cost
structures. The  bwnership aspect is more amb{guous. RBS - are
.managed éomp!etely by its owners unlike other RFI‘ types,  thus
any anatysis-based on the ownership variable reflects all'  other

RFI - type-rélated: . characteristics. The averagse ' loan size ' " and
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number = of accounts per officer variables deserve further
investigation in future studies. These variables_are:potentially

indicative of economies of scale in RFI operations which are

. eventually reflacted in its profit performance.

4 [

" Given the preceding background on differential management

policies pursued by RFIs, the analysis proceeds -a]ong; the
possible implications on: (a) services offered and deployment of
staff, (b) deposit mobilization and loans performance, and (c)

overall returns and~benefits toe the RFI stockholders, -

§g:viggs Offered and Sggff{ng

The RFI management’s ﬁénpower deployment policy is a
significant indicator of the relative ‘1mportance~ p]aced;‘by
managemernt’ on 1té,éer91ce lines. A classification of bank staff
into three categokies, namely deposits, loans and administrative
support*showed that rural banks allocate more managerscand - staff
for loans while KB branches embhasize depoéiﬁs | and
administrative supbort (see Table 15). 1In thié Fegardn PDBs

oberate-more 1ike KB branches rather than RBs.

Tabte 15 shows the rgsuIts of - this - analysis. - The
concentrétion“by KB and some PDB branches on'deposit services is
supported by the study’s preceding findings on deposit
management po]icies; Central or area head cbntro1. of depgsit
policies, regular and mofe freqﬁént review of. ba]andes, and

incentives~bésed deposit generation programs support the emphasis
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Table 15

MANPOWER DEPLOYMENT POLICIES
AND, SERVICE PERFORMANCE QF RFIs
‘Mean (Standard Deviationj

i e e A S e W R S e e e e T N W W S S O o P ke W S
e e L e e L T e e e e e e ' 21 1 -y 2 r 111111

1. Number of Personnel in:

..a) . Depasits 1,17 1,81, 1.93 -
(1.11) (1.14) (2.32)

b) Loans ' 2.7 0.88 0.41 -
(1.61) (1.54) (0.84) '

c) Administrative Support 3.83 4.25 4.0 -
- (2.57) (2,74) (4.31)

2. Percentage of Personnel to

Total
a) Deposits 0.12 - 0.18 0.24 .02
(0,10) (0.12) (0.12).
" b) Loans 0.31 0.08 0.05 .0001
(0.10) . (9.12) (0.08)

¢) Administrative Support 0.42  0.56 0.56 .004
, . (0.12) . (0,12} . (0.10)

3. Service Performance

a) Deposits to Loans 0.52 yllﬁa . 41.38 .0001
| : (0.34) t¥.60) (58.45)

b) Deposits to Assets . :0.37 0.68  .0.96
| “(0.23) (0.30) (6.06)

] ] ———— W W, W o —— W — AN —
R L AR Gy e e - —— — — — — — n n M Ve o — — —————

Kruskall-Wallis (K-W) One-Way Analysis of Variance.

e B e e e e e e g p———
T A Sy S e e VM e o ———
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of KB and PDB branches on deposits. These management policies
may also be related to a “cligntele” effect on the RFI’'s deposit
~ profiles. As shown in Table 16, the average deposits at KB

branches are much-larger'than those of PDBs and RBs.

Table 16

MANAGEMENT MARKETING POLIGIES
AND DEPOSIT/LOANS PERFORMANCE
Mean (Standard Deviation)

a/

e e S —————————— T T — o ok e i ki o LAl Sk Sl M T —— A T ———————————————— ———————— . —— —

A. anggjLZLoans (Thogggng

Pesos) ,
1. Average Deposits ' 3.7 14.4 67.1 . 0001
| (3.7) (10.3) (41.8)
2. Loan Approval Limit 8.7  43.8 651.6 ~.0001
- (6.7)  (41.9)
3. Average Loan Size 11.1  222.6 93.5 .0001
- (10.9) (218.6), (58.0)
a) RB vs. PDB or KB . 0001
_ ' b/
b) PDB vs. KB N.S.

B. Correlation Analysis

Loan Limit and Average

Loan Size: Kendall's Tau 0.24

Significance : 0.16
=========================="_"==============================f======'_"—'=======:

a/

K-W One-Way ANOVA
b/ '
K-8 Two-Sample Test.
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Given the presentjdata;fit is difficult to explain why KB
branches ' lend so little compared: to the large pool of low-cost
depdsit funds they normally generate. BSeveral suggestionS'can_bé

made based on Table 16. First, commercial banks encourage vtheir

bfanch. managgrs to lend to 1arge'borrowers “by allowing them
hfgher loan épprova] Timfts'at the{r level. The diffgrence in
1oan\ aparova1 limits among:the three RFIs is -AQite significant
(per (A25 in Table 16). Second, the loans clientele appears té
be of statistica11yvdifferent sizes for the three RFIs (see.(AS).
KB and PDB branches do "wholesale” lending wHiTé RBs take cafe of
"retain loans. This suggests markgt ségmentat{on and possfble
specializétion of each ﬁFI type 1in cé}tain segments. Igigg, the

"1arge"1 segment of fﬁe 16¢a1 loans market abpear to be‘ Iimitéd
compared’\to the fesourcés available to KB bf@nches. EQQLLH;
sﬁa11er foca] 1oansvmay hot be able to pay high interest if KBs

pass on the higher transaction costs associated with this

clientele.

Another interesting question is whether the average Tloan
size of an RFI is related to the discretionary authority allowed
to .thel manager . A positive re1ét%onship SQQgests th&t the
manager -has 'a role in' expanding the client base of the RFI to
include Tlarger clients. A statistical test (Section B in Table
16) corréiatThg the RFI manager’s loan approval limit to the
RFI’s actual average loans per account was done for RBs (being
the only case with sufficient data). The result ‘indicates a
slight tendency of positive relationship between the manager’s .

lending 1imit and the average loan size of the bank., For' the
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limited sample of this study, RBs which allowed higher lending
authority to their managers are able to reach out to larger

borrowers.

An appropriate summary is a response on Ithe comment in
Lamberte (1987) that disparity in deposits performance by KB
branches may be due to wide discretibnary authority enjoyed by KB
branch managers .for raisihgldeposits but not for originating
loans. The results in this study suggést the opposite. Deposit
po1{c1es and initiatives are made at head office and the branch
'manéger is given a lending 1limit which is far higher than the
lacal Toéns market. This implies that head office policy is the
main factor which determines branch operations. Once the head
office.mandates a deposit priority, the performance of the braﬁch
is brimar11y determined on this basis. The higher 1ehd1ng 11M1t
giveh'.to mahagers may even serve as a deterrent because it
appears to be set in reIatibn to head office lending hofms ke.g.,
designed to avoid high transaction costs) rather than the market

faced by the branch office.

Deposit Mobilization_and Loans Performance

The 1imited survey data on savings campaigns can be used to
evaiuate_ whether such efforts are potentially fruitful. Sin¢e
KBs appear to have far greater deposit generation capacity, the
test of any re1at10nsh1p between savings compaigns and deposit
generation will be done only for RBs and PDBs. Data is available

on savings campaigns for these RFIs, shown in Table 17.
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Table 17

SAVINGS CAMPAIGN AND DEPOSIT
PERFORMANCE FOR RBs AND PDBs

e " ———————— v W b e S S . ——— Ay e L W S ———————————y v o W —
e o o o o o o o W L T o e e e e e v e et T P e S e W e W D P AP R} M M M e e e md wee mle i D A S R R A e

a/
RBs PDBs  Significance .

e e e o . S . 7 g e e . e e e Sl e el 8 W L R S P o o e e e o e Sl i 4 AP S S O S e S S e e S S A P D o

1. Savings Campaign (Per Cent

of RFIs) N.S.
a) With active campaign 71.4 68.8
b) No active campaign 28.6 31.2

B A N K S

__With Campaign No Campaign
2. Deposits to Assets.
(Mean) 0.69 0.37 .02
(standard Deviation) (0.31) 0.29
a/ | |
~ Chi Square

From this table, the propensity .to undertake deposif
campaighs 1is bstatistica11y equivalent for RBs and PDBs. The
resource generation performance of RFIs which undertake deposit
campaigns 1is superior _to'thoée which do ndt; for the survey
'sample. Meyer '(1987, p.6) conjectured that some RBs may have
problems in théir*aggressiVe‘deposit mobﬁ1iiatidh program due to.
image problems among custohers. The evidence in this study
indicates otherwise. RFIs Undeftake‘such campaigns through a
combination of'perSOn—to—person bromotfon, staff incentives and

brizes'and give-aways to customers., Evidently, deposit campaigns
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_1n the hura1 sector are not impersonal in approacﬁ and well-
managed RFIs can think of an appropriate approach to avoid the

_probTem cited by Meyer (1987).

The wide disparity 16 deposits generation across RFI types
carries over to loans performance. Rural banks lend moke'
relative to deposits while PDB and KB branches generate far more
deposits than they can (or are prepared to) lend in . the 16ca1
area.ll/ Excluding the extreme case of KB branches once more,
the relative depToyment of bank staff for '1oans ahd deposit
functions is a significant 1hd1cator-of the financial (loans to
deposit) performance'of thé RFI. This can be seen in Table 15 -
the . loans to deposit ratio is significantly different for pairs
of RFI types.lg/ Hence while. the loan appro?a] Timits of KB
branches. and PDBs far exceed those of RBs’, there are justl'not
too many sizeable loans in the rural areas. _GiVen this 1loan

markéf, the relative number of staff assigned to these functions

is actually a good indicator of the financial portfolio of RFIs.

ownership, Mgnagement and Operating Performance

The operating strategieé=?o11owed by the management of RFIs
can be expected to influence their summary operating performance.
For example, would the lack of deposits to finance 1lending by

- RFIs lead to lower rates of-prbfitabi11ty? Is the concentration

11/ ' ‘ :

The result for PDBs may be somewhat contaminated since
some PDBs 1in the survey are unit banks while others are
branches. : : :

12/

Significance of K-S Two-Sample Test are for RBs and PDBs:
.002: for RBs and KBs: .000l.
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of staff on deposits function among PDBs and KBs associated with
a lower overhead cost structure and h}gher profitability? These
questions may be addressed using the prof1tab111ty ratios as

starting po1nt.

‘A technical quest1nn needs to be reso1ved in the case of KB
branches. When deposits for these banks far exceed their 1oans,'
the brénch income statement would show large deposit 1nterest
expense but minimal lending interest income. These losses are
aggregated in branch books leading to a negative equity ppsition
for some.branches; From. the viewpoint of thé head dfffce; such
ﬁrob1ems are entirely immaterial to operatﬁﬁg-,dgcisions and
dfsappear- with periodic consolidation of branéh"aécounts for
bank—w{de financial feporting For some. commercwa1_ banks,
branches are eva1uated"ba§ed on contr1but1on marg1ns 1nf which
a tramsfer pricing pdiiéy }s 1mp1emented. The scheme .Jinvolves
‘1mput1ng' interest income on transfers by branchesL of zthéir'
deposit funds to head office.  In this study, return‘oﬁ assets isv
calculated for KB branches (due to the absence of equ1ty ) and
branch “profits” include an imputed income based on the Man11a
.Reference Rate (MRR). 1In KB branches which use transfer pr1ces,
the ﬁrofit figure is not’adjusted. .A comparison 6%- regurn on

aséets is shown in Table 18. -
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Table 18

PROFITABILITY PERFORMANCE OF RFls

Percent (Standard Deviation)
Ty

e S s i b i T m S i e e W N W T S W Al = v b T bR v 8 ke o T o e vy R ey - -
e e et et e e e eyl el e e~

L e oy Y e o T S Pl o e T - ek o e o . W Bl o o oy Wik ot T T ko o (e o o T bt o o P i ey - e Y W A b o S ——— —

1. Return on_ Assets et
of Premises (Percent)

a) A1l three RFI types 1.96 7.66 2. 41 0001
: _ (7.02) (3.07) (1.78) o

b) Pairwise Comparisons

i) RBs and PDBs = - - | - .0001
ii) RBs and KBs. - - - N.S.
iii) PDBs and KBs - - - - .002

‘2. Adijusted Return on Asgsets,

Net of Premises (Percent).

(Net Income +

Management Fees + 2.67  7.70 N.A. . 001
Directors Fees) (7.45) (3.04)

to Assets, Net of »

Premises

o A e e R AL e e ek e e e W M M M ML A e e e Vb M e et R A e e e e ey S M s e e R R ML e e e W M A e e e A L S e S W il
T T e e R R L I N R e e m e C L L N o m S e e e e o i ot o o o o e e o =y S it T e v o T s Ay T S A e e T R SR e - e A —

K-W One-Way ANOVA
b/
K-8 Two-Sample Test, N.S. at 0.20

With the'preV1ous1y described proceduré for adjustment of KB
branchk 1ncomé, _the highesﬁ return on asset'(ROA) ratio' can be'
found in PDBs f611owed by KB branches and RBs. It is likéfy
that the ROA_for'KB branches is understated to the extent that
their actual income includes a margin over MRR and the income
imputation method is épp1ied on ending branch balances for

transfer to head office without considering turnover.
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It can. be »reca11ed,that.these rural - banks, and private
develoﬁmeﬂt banks differ on the basis of the owneraﬁipw‘variab1e.
Since in most cases, RB stockholders also manage the bank, . their
personal (or family). income cohsists of boﬁh net profits of the
bank and management/directors’ fees.  If return -on assets is
adjusted. -to -include this-type of bank . expenges for .both RFI
types,- £He-»adjustedArenurns are still statistica)1y different'
(see Item. 2), i.e., rural banks have lower returns. It should be
pointed. out that the key performance variab1e is the keturns on
equity, particu1af1y in éva1uat1ng the incentive, and success 6f
owners, in.their profitISeeking undertaking. Unfortunately, the
‘lack of data did nat allow the application of this measure in

this study.

The \analyéis of the incentives to owners and 1nteract16h
w{th the hanaéément Choicés_ié not completé withoutlcoﬁs{deratioﬁ
of DOSRI loans. From the responses given by unit banks regafding
the ‘“advantages” of haVing stockholders wiﬁh other business
interests, ft shows tﬁat owners can obtain fufther ihceﬁtiyes of
benefits .. through (DOSRI) loans to theirlbther businesses. In
concept, the profit to the owner-managers. of RFIsﬁis,equal té the
sum of the net' income of thevR#I plus theif' management/directors
fees plus advantages gained through any below-market interest
rates on;DOSRI leans. It is in this context that Tolentino (1987)
points to the possibility that rurai,bankers capture . the gains
from subsidies to.ather intended beneficiaries ("The rural bank

failed, but the rural banker got rich").



What analysis can show the effects of_DOSRI? One approach
may be to obtain a correlation of return on assets to the  amount
of 'DOS#I loans by RFIs. If DOSRI loans are concessionary ih
favor of the other bus{nesses there ‘shou1d"ﬁé a ﬁegative
correlation  between these ‘two variables. - The correlation
expected is reversed if the loan is concess1onary in favor of the
'RFI. The result: Kendall’s Correlation COeff1c1ent Taul—/ - of
+ 0.06 has a significance level of only 0.38. Th1s result could
be due to the intervening effect of RFI’s expenses in deriving
return  on assets . Hence anotﬁer approach may be to look at the
average gross interest (1ncomé) yield on 1oans and correlate this
. with the size of DOSRI for eéch RFI. Unfortunately, the data in
the survey 1is not sufficient to allow an ana]yéis of the yields
on 1oans of the RFIs. Also, as previously exp1a1ned the results

may differ when returns on equity is used. These would be

interesting subjects for future inquiry.

VII. CONCLUDING REMARKS

The results presented‘in‘the-paper, while preliminary, show
‘the relevance of analyzing-organization and management 'strucpure
toward understanding the differential characteristics éamd
performance of the three types of RFIs. Unit banks - RBs and : to
some extent, PDBs - are organizeq for a balanced offering - of
deposit and ﬁoan services within  their own  régulatory

restrictions.  These RFIs tend to show more organizational

13/
The range of Tau is -1 to +1.
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.levels, ihierarchical in staff relationships, and organizationai
positions compared to branches of KBs. The authority ‘given .to
RFI managers appear to be more of a funct1on of bank size '(and
80, RFI type) than management po11cy Many dec1s1ons remain
a centra11zed espec1a11y ‘on key deposﬁts and 1end1ng policy
aspects Management structure was a]so found to be assoclated-
with overa11 RFI performance The h1erarch1ca1 and mu1t1—1eve1_
structure of unit banks 1s related to the h1gher overhead cost
structure and lower return on asset performance of these‘banks

.t Many -~ of . the concTueions~derived"1nwwthis study:. . support
previous findings about the operations of RFls andwhou ohe - RRI
type‘ differs from another. The major ones are now cited by way
of summary. Eirst, like rural banks and private :development
banks, unit banks operate more like community banks, -serving the
deposits and lending nheeds of the local area.' Commercial bank
- and AdeyeTopment bank branches are not: as oriented' to community
banking, being subject to centra] decisionmaking authority on
depos1t and loans policy. At “this t1me, thHe evidence appears to
1nd1cate the dom1nance of two factors the prof1t mot1ve of
RFIs and the effects of a regu]atory/1ncent1ve structure

designhed to favor 1oans to urban, large- sca]e ventures as cited

in To1entino (1987) Hence, KB and PDB branches = are
predominantly operated as deposit- tak1ng branches Second, it

was found out that RFIs can conduct sav1ngs mobilization
campa1gns and substant1a11y benefit from them The range of

operating strateg1es ava11ab1e to management 1in this regard
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appears sufficient to overcome common concerns associated with

small banks.

Tnjcd, the issue of “small” lending portfolio by commercial
banks in the local area may be assoc1ated with a comb1nat1on of
factors 1like: (a) a c11entele effect; (b) poorly deve1obéd
1bansn market; and {c) a continuing signal from bank héad
6ffides that 1érge loans ére encduraged. The higner‘saiary and
cost structures of commercial banks appear to be a deterrent for
de§é10b1ng their branches into commun1ty bank1ng.' These factors
also make larger loans a prerequ1s1te for prof1tabi1ﬁtyvof'-1oan
o accounts.‘ Egurtb. given the current state of émai1 loans market,
management’s deployment of its staff'fnto "loans and 'déposit
functions already serve to indicate whether it emphasizes‘ loans
or deposits. Policymakers interested in perfodic assessment - of
the banking functions _of RFIs can avoid the high coéts of

financiaI audits by looking instead at this surroéate indicator,

Fith;_,the ownership aspébt of RFIs appears bd be a key
variable in  management decisions and | RFI performance.
Policymakers should view its'propbsed regu]atbfy schemes‘ in
relation to.bhe incentives to owners in a total context. In thfs
resbect. innovations need' fo be made regarding traditibnéT
ratios. This ownership var1ab1e is the counterpart of the héad
office in the case of commerc1a1 bank branches. Policy ana1Ysts
should interpret regulations in the 11ght of the wider bptf&ns

’ ‘ I

available to commercial banks toward a better understanding of

intended effects.
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Recommendations are not.as easy to specify.w‘¢What .clearly
emergesiisnan,impressionuthat a number of current ponditions must
be eddfessed'in order to brimg about an-organized development of
the Eura&*f{nancja1:syetem, “One‘:conditjon'ie*the competition of
"restricted” rural banks: and‘ "centralized” commersial "bank
branches. Profitéeeekingfbehavior_(and.restrictjons or lack of
it) made. rufral. banks meremcommunityebaeed.and commercial bank

branches more centralized in loans.

An '1n1t1at1ve to make thrift banks establ1sn correspondent
re1at1onsh1ps w1th comnerc1a1 banks may enab1e them to 'operate
more like branches. On the other hend,' ‘the exhortat1ons by
poiicymakers for commemcia1'nank branches to . be more “"community
- and-small business-oriented” will not necessarily-be followed by
RFIs wunless ' rural loans growﬁ langen (e.g.q_ local businesses
develops). Alternatively, - nommereiaﬂ banks .can:. acquire more
thrift bankssin-order to.enjoy these banks’ lower. cost:structures
and be more "community oriented." The: findings here can also be
appiied to branch bankinggp In.a recent news ﬁtem,;f/; “a banker
suggested ‘' that Central Bank should give incentives for banks to
open . branches . .in thezgomntryside. This . study SUQgesps that
Central -~ Bank should. first feexamine.the.ro1e of branch banks 1in
the'countnyeide in the context -of the range of senvicee prior to

granting "incentives.’-

14/ ' . '
"PCIB seeks easier bank branch rules, "The Journal,
August 30, 1988.
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‘Policymakers ‘also need to look into innovative means of
monitoring RFI performance along key variables that reflect the
" development of rural finance. A better understanding of branch
Qperatfons and the actual incentivéé to owners and managers of
ruré1 financial institutions should enable .government and
analysts to ‘understand the impact of pianned regulations. and
credit programs. fhis is one area wheréih technical. development
15. needed by researchers and analysts to enab]e. them - to
understand issues such as whether financial subsfdies intended
for bertain_ beneficiar{es are4"9aptdred" by.the banker in the

A

rural areas.

~There are also significant limitations of the study,
 foremost of which is the fact that the management aspects
anaiyzed‘ in the study are mainly of the "quantitative": variety.
For example; the measdres of structure, levels and manageffstaff
distributions variables do not necessarily déscribe *fully the
various dimensions o% organizational structure. The methodology
.adopted here merely addresses the need to combine the results
across all RFIs surveyed into a "sectoral” picture.'! This means
that there are research possibilities involving case studies
of these RFIs. Such mfcrostudies can éddreés the 6ther
interesting but more qualitative management and -organizational
features. Thé_framework offered in this study is useful in 'case
studies as starting point and basis for comparison of results

with a "sectoral” management study.
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Another 1imitation 1s the apparent lack of reference to
related 1ssues that mainly affect management structure For
example results of studies orf borrower and lender transaction
costs, special government credit programs transfer pricing
policies and savings capacity and mobilization in rural areas may
indicate 1nflueénces 1n the management of RFIs There are

contemporaneous studies on these aspects which need to be

evaluated
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