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Microenterprise Access to Banking Services Programs (MABS)

INTRODUCTION
The Philippines has a total population of about 85 million people with per capita
income of $1,271 in 2005. According to the Asian Development Bank’s estimates,
about 36 million Filipinos, or 49% of the country’s total population were living
below the $2-a-day poverty line in 2003.1 A large percentage of the poor are en-
gaged in microenterprises to support themselves and their families.

The Government of the Philippines (GOP) has emphasized microfinance as one of
the important tools for helping reduce poverty. As part of this initiative, the GOP
has been encouraging the private sector, including the formal banking sector, to
introduce and offer microfinance services. Since the 1990s, the GOP and regulatory
authorities continue to introduce policy reforms in support of establishing and
maintaining an appropriate enabling environment for the private sector, especially
banks, to actively offer commercial microfinance services.
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THE PHILIPPINE FINANCIAL SECTOR
As in most other countries, the Philippine financial system is
composed of formal, semiformal, and informal financial institu-
tions and providers. As shown in Table 1, formal institutions
include banks that are regulated and supervised by the Philip-
pine Central Bank, the Bangko Sentral ng Pilipinas (BSP).

The formal sector is complemented by other semiformal institu-
tions that offer financial services such as the credit coopera-
tives, which operate under the cooperative law, and nongovern-
ment organizations (NGOs), which are registered organizations
but not regulated or supervised by any government entity.

The financial sector is domi-
nated by banks comprised of
41 commercial and universal
banks, 84 thrift banks, and
754 rural and cooperative
banks.2 The combined num-
ber of bank branches and
head offices total 7,670 (see
Table 2).

Rural banks comprise 27% of
this total number, with almost two thirds of their branches be-
ing located in 3rd, 4th, 5th, and 6th class municipalities that are
mostly rural.3

While rural banks are the major players in many rural areas,
there are also other financial service providers including formal
nonbank institutions such as lending investors and pawnshops;
semiformal financial institutions comprised mainly of credit
cooperatives and NGOs; and informal financial providers such
as moneylenders, savings and credit associations, and sup-
plier credit providers.

THE PHILIPPINE RURAL BANKING SYSTEM
The Philippine rural banking system was initially a result of the
supply-led state intervention which started in 1952 in order to
expand credit services in the countryside. The Rural Banking
Act of 1952 paved the way for establishing rural banks to serve
the credit needs of small farmers, cooperatives, and small mer-
chants to “promote and expand the rural economy in an orderly
and effective manner by providing people of the rural commu-
nities with the means to facilitate and improve their productive
activities…”4 The system has two subgroups based on owner-
ship: rural banks owned by individual investors, and coopera-
tive rural banks organized by cooperatives.
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TABLE 2: THE PHILIPPINE BANKING SYSTEM, 2005

Type Head Offices Branches Total % Share

Commercial and Universal Banks 41 4,227 4,318 56%
Thrift Banks 84 1,209 1,293 17%
Rural and Cooperative Banks 754 1,305 2,059 27%

TOTAL 879 6,791 7,670 100%
Source: Bangko Sentral ng Pilipinas

TABLE 1: THE PHILIPPINE FORMAL FINANCIAL SYSTEM

Type Institutions

Banking institutions Universal banks
Commercial banks
Thrift banks
Rural banks
Specialized government banks

Nonbank Financial Investment houses
Intermediaries Financing companies
(NBFIs) Securities dealers

Investment companies
Fund managers
Lending investors
Pawnshops
Government NBFIs*

Venture capital corporations

Nonbank Thrift Mutual building and loan
Institutions associations

Nonstock savings and loans
associations

* Government NBFIs include the Social Security System, the Government Service
Insurance System, and the Home Development Mutual fund.

Source: Gochoco-Bautista, Ma. Socorro. 2000. The Past Performance of the
Philippine Banking Sector and Challenges in the Postcrisis Period. In A Study
of Financial Markets, Volume 10, Manila: Asian Development Bank., p. 35.
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To encourage the private sector establish rural banks, the Gov-
ernment offered a host of incentives including exemptions from
taxes, government counterpart capital, low minimum capitaliza-
tion requirements, free technical assistance, and access to re-
discounting facilities.

RURAL FINANCE PROGRAMS 1960–1980s
The Government and various international donor programs
developed various initiatives based on the belief that (i) cheap
credit was essential for agricultural and rural development, (ii) the
poor could not afford the full cost of credit (commercial rates),
(iii) the poor and those in rural areas did not have the capacity
to save, and (iv) any deposits mobilized in rural areas would be
insufficient to finance the demand for loans. Based on these
beliefs, various incentives were provided to private individu-
als to set up rural banks that were then provided with targeted
and subsidized loan funds from the Government and interna-
tional donor programs. In addition, the Government acted not
only as a credit fund administrator for rural banks but also
provided credit directly, often in competition with rural banks.

The largest government program for rural banks was a targeted
and subsidized credit initiative to attain self-sufficiency in rice
called Masagana 99. Masagana is a Filipino word that means
plentiful and 99 refers to the target yield per hectare of high-
yield rice.5 This government-subsidized credit program, along
with others established by successive government agencies,
weakened the rural banking system and many credit coopera-
tives. Misguided policies included low interest rates on redis-
counting facilities from the BSP, artificially ceilings on interest
rates6 to target client groups, and an allowance by the BSP to
exclude the computation of arrears under Masagana 99 from
the bank’s computation of past-due ratio for the purposes of
rediscounting. Loans were backed by government guarantees in
the event of natural disasters and government technicians were
assigned to screen and recommend loan clients for the banks.

Not surprisingly, most rural banks, credit cooperatives, and
government banks that participated in these programs suffered
from high default rates, weak and unstable operations, unman-
ageable and insolvent lending programs, high operating costs,
high dependency on external credit funds and limited savings
mobilization. These programs also led to high fiscal costs for
the Government in the form of default subsidies. The targeted

credit programs had limited
outreach, were not sustain-
able, and failed to ease pov-
erty in the countryside. These
various government loan pro-
grams and misguided policies,
combined with the national
economic crisis of the late
1970s and early 1980s, led to
the closure of some 250 rural
banks. By 1981, the deposit to
loan ratio had dropped to 36%.

PARADIGM SHIFT FROM
THE LATE 1980s
Starting in the late 1980s, the
policy environment for the fi-
nancial sector improved in
terms of increasing the effi-
ciency and stability of the bank-
ing system.7 A series of mea-
sures included tightening the
regulations related to minimum
capitalization, limitations, and restrictions to single borrowers
and shareholders and owners, and an increase in capital ad-
equacy ratio that was uniform for all banks at 10% of risk-
weighted assets were introduced. The most important initia-
tive was the removal of interest rate restrictions and the liberal-
ization of new bank openings and branching. With the passage
of the Rural Banks Act of 1992, rural banks were allowed to
branch, reflecting a firm commitment to actively encourage com-
petition among banks.

The liberalization of the financial sector during the late 1980s
and early 1990s allowed a policy focus on sustainable microfi-
nance to emerge by the mid-1990s.8 With the establishment of
the National Credit Council (NCC) in 1994, the Government
rationalized directed credit programs and laid the groundwork
for promoting sustainable microfinance as an instrument for
poverty reduction and economic growth. In 1997, the NCC pub-
lished the National Strategy on Microfinance that set the na-
tional framework for microfinance and emphasized the role of
the private sector and an appropriate enabling environment.
After the passage of the national strategy, the Government

This government-
subsidized credit
program, along
with others
established by
successive
government
agencies,
weakened the
rural banking
system and many
credit
cooperatives
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issued several laws and executive orders. These included the
Social Reform and Poverty Alleviation Act of 1998 that rein-
forced the market-oriented approach toward microfinance and
further emphasized the importance of private microfinance in-
stitutions (MFIs); and the Agriculture and Fisheries Modern-
ization Act that rationalized all agricultural-related credit pro-
grams of the Government. Shortly after this, the President is-
sued Executive Order 138, which further rationalized all gov-
ernment-directed credit programs and prohibited government
agencies from directly undertaking credit activities.

During this period, rural banks also began to recover from the
supply-led credit programs of the 1970s and early 1980s and
deposit to loan ratios increased significantly from a low of 36%
in 1981 to the current level of 110%. At the same time, outstand-
ing gross loans steadily increased from a low equivalent of
$357 million in 1985 to $1.3 billion by 2005. (See Figure 1)

REGULATORY FRAMEWORK FOR BANKS
INVOLVED IN MICROFINANCE
While the new regulatory framework encompassed all types of
MFIs in the country, the GOP passed the General Banking Law
of 2000 which specifically promoted the introduction of micro-
finance services in banks. This new law laid the groundwork for

the issuance of new regulations and appropriate supervisory
guidelines that actively encouraged banks to increase their micro-
finance services. These included the recognition of the unique
aspects of microfinance lending, a partial lifting of the moratorium
on branching for microfinance-oriented banks; loan loss provi-
sioning based on an aging of portfolio-at-risk; simplified loan
write-off procedures for microfinance loans; and providing banks
the ability to establish field or satellite offices. The support for
microfinance by the banking regulators is evident in the estab-
lishment within the BSP of a microfinance committee headed
by a Deputy Governor and the creation of a dedicated supervi-
sion and examination unit for banks offering microfinance ser-
vices. Since the BSP initiatives to actively support microfinance
in the banking sector began in 2000, the number of rural banks
involved in microfinance increased from 55 to 189.9

RURAL BANKS OFFERING MICROFINANCE SERVICES
Microfinance loans are defined by the BSP as small loans granted
to the poor and low-income households for their micro and
small businesses. These loans must not exceed P150,000 (ap-
proximately $3,000), are generally unsecured, and are granted on
the basis of the borrowers’ cash flow.10 It should be noted that
this local definition excludes “salary loans” provided to regular
wage earners where loan payments are automatically deducted

FIGURE 1: DEPOSITS TO LOANS RATIO
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from the borrower’s salary and agricultural loans. If salary loans
to low-income households were to be included in the local
definition of microfinance, as they are in other international
definitions,11 then the vast number of loans issued by rural
banks would be considered as microfinance loans provided to
low-income households. Rural banks have also been offering
microdeposit services since they started operations in the 1950s.
As of December 2005, microdeposits12 accounted for approxi-
mately 89% of the number of accounts managed by rural banks.

Inspired initially by the Grameen Bank approach to microcredit
and CARD Bank,13 a few rural banks began replicating the group
lending approach in the 1990s. With the availability of whole-
sale credit funds from government institutions, particularly the
People’s Credit and Finance Corporation, more rural banks

started to offer microcredit services to the microenterprise sec-
tor. This supply-led strategy was balanced by the Micro-
enterprise Access to Banking Services (MABS) Program which
was initiated under a joint agreement between the United States
Agency for International Development (USAID) and the Rural
Bankers Association of the Philippines (RBAP) with oversight
provided by the Mindanao Economic Development Council.

MICROENTERPRISE ACCESS TO BANKING SERVICES
(MABS) PROGRAM14

In 1997 USAID and RBAP signed an agreement to initiate the
MABS Program with an objective to substantially increase the
level of banking services being provided to the microenterprise
sector. The program assists rural banks to develop the capabil-
ity to profitably provide financial services—both loan and de-

TABLE 3: BREAKDOWN ON THE NUMBER OF DEPOSIT ACCOUNTS BY DEPOSIT SIZE (Year-end position)

Deposit Size 2000 2001 2002 2003 2004 2005

P15,000 and below 4,112,079 4,224,338 4,315,128 4,442,741 4,653,550 4,818,946
P15,000.01–P60,000 467,295 498,367 536,110 582,575 613,001 613,001
P60,000.01–P100,000 172,817 190,154 215,747 231,083 218,832 218,832
P100,000.01–P200,000 100,954 119,243 136,205 154,481 189,454 189,454
Over P200,000.01 27,529 32,754 38,868 46,082 20,115 35,860

TOTAL 4,880,674 5,064,856 5,242,058 5,456,962 5,694,952 5,876,093
Source: PDIC.

Source: MABS Performance Monitoring System.

FIGURE 2: AMOUNT OF MICRO LOANS DISBURSED AND NUMBER OF ACTIVE BORROWERS

(In
 U

S$
)

10,000,000

40,000,000

60,000,000

50,000,000

20,000,000

30,000,000

1 9 9 81 9 9 81 9 9 81 9 9 81 9 9 8

100,000

80,000

70,000

60,000

50,000

40,000

30,000

20,000

10,000

2 0 0 02 0 0 02 0 0 02 0 0 02 0 0 01 9 9 91 9 9 91 9 9 91 9 9 91 9 9 9 2 0 0 12 0 0 12 0 0 12 0 0 12 0 0 1 2 0 0 32 0 0 32 0 0 32 0 0 32 0 0 32 0 0 22 0 0 22 0 0 22 0 0 22 0 0 2 2 0 0 42 0 0 42 0 0 42 0 0 42 0 0 4 2 0 0 52 0 0 52 0 0 52 0 0 52 0 0 5

90,000Amount of Micro Loans Disbursed

Number of Active Borrowers



FINANCE for the poor

posit services—to the microenterprise sector. Since 1998, the
MABS participating banks have disbursed more than $168 mil-
lion to some 265,000 microentrepreneurs as of April 2006. The
MABS program has trained and worked with more than 84 rural
banks with 282 branches to assist the banks as they designed,
pilot tested, and launched financial services for the
microenterprise sector (see Figure 2).

The program focuses not only on developing appropriate mi-
crofinance loan products but also, more importantly, deposit
mobilization strategies. It was noted that savings services rep-
resent an important component of the poor’s lack of access to
financial services. Without access to savings accounts, many
poor people, especially the rural poor, have no convenient or
safe place to store their savings. Banks are also encouraged to
rely on savings mobilization strategies rather than external loans
or wholesale funds to expand their lending portfolios. Total
microdeposits of the MABS participating banks as of April
2006 stood at more than 884,000 accounts with an outstanding
balance of more than P1.1 billion ($22 million).

By creating systematic processes for introducing microfinance
to rural banks, MABS helped facilitate the rapid expansion of
microfinance in the rural banking sector. During the first phase
of the program, a systematic method for transferring microfi-
nance best practices knowledge to rural bankers through a
comprehensive technical assistance and training package,
known as the MABS Approach, was developed (see Box 1).

Enticing bankers with results At first, many rural bankers
were skeptical and doubted whether microfinance could be a
profitable venture. However, as rural banks offering microfi-
nance services gained credibility and as several of these banks
began to demonstrate the profit potential, many other rural
bankers became interested in offering or improving their exist-
ing microfinance services.

The MABS Approach By creating systematic processes for
introducing microfinance to rural banks, the MABS program fa-
cilitated the easy and rapid replication of its services. To develop
local capability to continue the MABS technical assistance ef-
forts after the phaseout of the USAID-financed technical assis-
tance contractor, the MABS program trained and certified two
local service providers: Associated Resources for Management

and Development and Punla Sa Tao Foundation. These two lo-
cal consulting firms have been offering the MABS Approach
training and technical assistance on a fee basis to additional
rural banks since 2004 and are expected to continue offering
these services after the USAID support phases out in 2007.

An important distinction between the MABS program and sev-
eral other donor and government-supported initiatives is that
the MABS program only provides technical assistance and train-
ing and no wholesale loan funds are provided to the participat-
ing banks. A heavy emphasis is placed on developing the rural
banks’ ability to conduct market research and to develop prod-
ucts that are responsive to the needs of microenterprises rather
than focusing on replicating a specific loan methodology. A com-
bination of classroom training followed up with in-house techni-

BOX 1: THE MABS APPROACH

The MABS Approach includes intensive one-on-one
technical assistance, workshops, seminars, in-bank
coaching, and exposure and training visits to participant
banks. Each bank is assigned a technical advisor who
makes sure that the bank properly implements the
training and technical assistance. Each participating bank
receives focused attention and support, which includes
the following:

• Institutional Assessment
• Senior Management Orientation
• Market Research
• Product Development/Enhancement
• Business Planning/Financial Projections
• Loan Administration and Management
• MIS Enhancement
• Field-based Coaching (including sessions on cash flow

lending and zero tolerance towards delinquency)
• Development of In-house Training Capacity
• Operations Review

MABS’ work with client banks yields the following
results: development or enhancement of microfinance
products, practices, and procedures that follow best
practice principles; implementation of a profitable
microfinance line of business; and strengthened capacity
not only to manage the microfinance operation but also
to continually expand it. The general pattern of the MABS
approach is to build up and then phase out the level of
dedicated technical assistance and training.
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cal assistance is offered on the following topics: cash flow-based
lending, enforcing zero-tolerance toward delinquency, internal
control and fraud prevention, and microfinance loan/deposit
administration and management. The program has also focused
on actively supporting deposit mobilization as a core strategy
for all participating rural banks. This emphasis on deposit mobi-
lization is important as rural banks move away from being depen-
dent on government and donor-supported wholesale loan funds.
In addition to helping rural banks develop the capacity to profit-
ably expand their loan and deposit portfolios to microenterprises,
almost all banks have discovered that their traditional opera-
tions are also benefiting from the microfinance best practice prin-
ciples introduced through the technical assistance and training
provided by the program.

New Products and Services Apart from just offering indi-
vidual and group microcredit products and passbook savings
products, rural banks have begun to innovate and offer new
products and services to meet the needs of their clients. In the
late 1990s, rural banks entered into agreements with Western
Union, Uniteller, and other commercial banks to formally offer
remittance services. The use of ATMs is now also being rolled
out by a few rural banks and this trend is expected to continue as
banks focus on improving efficiency in order to handle small
financial transactions. Innovations in managing small savings
services are also now being widely practiced.

Rural banks with the support of the MABS program are also now
expanding microcredit services by offering new products such
as the micro-agri loan product which is geared to the needs of
agricultural households. In the past, rural banks had utilized tra-
ditional agricultural lending methodologies where loans focused

on a “projected” crop yield
based on the size of the farm
and were generally paid off in
lump sum. The new alternative
product uses cash flow analy-
sis rather than projected yields;
payments are based on the in-
come streams of the entire
household rather than only on
income from the loan-sup-
ported investment. This new
product has resulted in reduced

risk for the banks and better yields than the previous lending
methodology.

MIS and the Use of Technology One indispensable tool for
banks offering microfinance products and services is a comput-
erized management information system that helps banks track
the large volume of small loan disbursements and collections.
Not until the late 1980s did the first rural banks start to use
computerized management information systems. Up until that
time, almost all banks kept manual records. In 1988, with the
support of the Food and Agricultural Organization, Rural Bank-
ers Research and Development Foundation, and the Central
Bank, a new software program, MicroBanker, was introduced to
rural banks. Starting in 1998, with the support of the MABS
program, rural banks were able to enhance their management
information systems including the MicroBanker system to en-
sure that appropriate loan tracking reports were incorporated to
better monitor collections and provide banks with an aging re-
port on the portfolio-at-risk level of their loan products so that
loan account officers and bank managers could better track nu-
merous small loans and more quickly respond to delinquent ac-
counts.

Today, a number of software programs in the Philippines have
successfully integrated appropriate and timely management
information reports that track loan releases and collections as
well as appropriate aging of portfolio-at-risk data. In addition,
the MABS program also supported the development of a new

THE “GANANSYA BOX”
Reducing Deposit Transaction Costs

Among the many services that rural banks offer is the
use of savings boxes (piggy banks), called “ganansya
boxes” or “profit boxes.” This simple but unique
approach to offering small savings grew out of the need
to reduce the higher transaction costs that were
associated with daily and weekly pick-up savings services
that banks were offering. These savings boxes have a
small lock with the key being kept by the bank tellers.
When the client comes in with his/her “ganansya box,”
the bank teller opens the lock and deposits the funds to
the client’s bank account. Many other rural banks are
now copying this unique approach to managing small-
scale savings transactions.
Source: Owens and Wisniwiski. 1999.
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banking software package,
Rural Banker 2000 or RB2000,
which is an integrated bank-
ing software program suited
to the needs of all financial
services, including microfi-
nance services, that rural
banks offer.

The MABS program has also
helped harness new advances
in technology to improve effi-
ciency, reduce transaction
costs, and expand outreach.
This includes the introduction

and use of small handheld computers, or personal digital assis-
tants, for loan collection which is helping reduce paper-based
reports and improve efficiency. RBAP is also now working with
Globe Telecommunication, one of the country’s largest telecom-
munications firms, to offer a new money transfer service that
allows clients to make transactions with their mobile phones.
The service utilizes Globe’s G-Cash platform, which allows sub-
scribers to make loan payments and send and receive money
through mobile phone via text messaging. During the pilot test
in 2005, this new service was able to greatly reduce the transac-
tion and labor costs associated with microcredit collections for
both banks and borrowers. The system can also support domes-
tic and international money transfer services and is now being
tested as a means to support remote deposit taking and with-
drawals as well as ultimately supporting the development of
mobile commerce opportunities for microfinance clients who can
use their phones to buy and sell products and services. Cell
phones could help rural banks compete with commercial banks
and allow microfinance clients to use their cell phones as a debit,
ATM, and credit card in the near future.

The use of distance learning tools and the sharing of best
practices via the internet have also begun to demonstrate signi-
ficant potential in offering low-cost training for rural banks as
they rapidly expand their institutions and hire additional staff
to offer microfinance services. In the first part of 2006, MABS
was able to offer its first course completely via the internet to
staff from five participating rural banks. The results of this pilot
test were able to demonstrate how cost-effective training could

be offered to rural bank staff to improve their skills.

Improved Transparency and Performance Standards
Private investment and access to local capital markets are seen
as playing an increasingly greater role for rural banks as they
continue to grow and expand their market outreach. Private
investment will, however, only be possible if investors have
access to reliable and transparent information on rural banks.
In an effort to effectively manage risks of commercial microfi-
nance and to better monitor performance standards, the BSP
started to adapt their CAMELS rating system to incorporate
microfinance operations of rural banks. Building on the CAM-
ELS rating system of the BSP, the MABS program also devel-
oped the EAGLE rating system to track and benchmark the
performance of rural banks offering microfinance services. This
was followed by the PESO standards that the National Credit
Council adopted and is now being used to compare the perfor-
mance of MFIs in the Philippines.15

In 2005, RBAP also signed an agreement with the Microfinance
Information Exchange (MIX). The MIX, a Washington-based
organization supported by CGAP, is promoting the exchange
of information in the microfinance industry worldwide. MIX
provides benchmarking and monitoring tools and other spe-
cialized information services through its MicroBanking Bulle-
tin and the MIX Market, a web-based information exchange
platform that facilitates the exchange of financial performance,
promotes transparency, and improves performance standards
for the commercial microfinance industry. By early 2006, 18 ru-
ral banks were submitting their audited financial reports to the
MIX Market. Also in early 2006, First Valley Bank was the first
rural bank to be rated by Philippine Rating Services Corpora-
tion (PhilRatings), the only accredited domestic rating agency
in the Philippines. The bank plans to use this rating to attract
additional investors and potentially to be the first bank to float
a bond in the local market.

KEY SUCCESS FACTORS
Several key factors have differentiated the rural banks that have
successfully designed and integrated microfinance services in
their banks. These include:

Commitment and Motivation of Senior Management
Similar to earlier studies on commercial banks16, rural banks
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have successfully offered and incorporated microfinance ser-
vices in their operations not only because of profit opportuni-
ties but also based on corporate responsibility. In all rural banks
that successfully offered microfinance services in the Philip-
pines, a senior bank officer, usually the president, was the mo-
tivating force behind the entry into microfinance. All success-
ful banks also had one or more high-level operational manag-
ers that were equally committed to ensuring that their microfi-
nance services were successful.

Understanding the Market The rural banks that success-
fully introduced microfinance services carefully studied their
markets to properly design and enhance loan and deposit ser-
vices that meet the needs of their clients. To better price and
position the microfinance products offered by the banks, a
careful market analysis also included an understanding of their
competitors (informal, semiformal, and formal institutions of-
fering microfinance services).

Business Planning and Product Development After con-
ducting market research, successful banks developed business
plans and then carefully designed and prepared well-docu-
mented procedural and operational manuals. Rural banks that
provided and expanded microcredit services focused on intro-
ducing simplified loan documentation procedures that facili-
tated the handling of hundreds or thousands of small loans
efficiently and profitably. In designing microdeposit services,
successful rural banks often lowered opening balance require-
ments while introducing innovative methods to reduce the
operating costs associated with managing small deposit ac-
counts.17

Human Resources and Organizational Structure Prop-
erly trained and motivated staff is also a key factor in banks
that successfully offered microfinance services. Performance-
based staff incentives are essential in getting the best perfor-
mance out of loan account officers and field staff. Successful
rural banks offering microfinance services must also properly
integrate the microfinance unit or department that handles these
services within the overall organizational structure of the bank.

Loan Administration and Management Proper procedures
need to be in place to allow for rapid loan processing. Success-
ful banks are able to process first-time loan applicants within a

week and repeat borrowers’ applications within a day. Comput-
erized management information systems that monitor loan of-
ficer productivity, portfolio quality, and institutional efficiency
are essential for the rural banks that process and manage hun-
dreds of loans each month. Committed bank managers also
regularly monitor the performance of microfinance services on
a regular basis. To ensure high repayment rates, successful
rural banks also adopt a “zero tolerance” toward loan delin-
quency and adapt procedures to immediately and effectively
ensure high portfolio quality.

Clients not Beneficiaries Rural banks that successfully man-
aged microfinance services treat all clients as business custom-
ers of the banks rather than as “beneficiaries.” They also focused
on improving customer service to retain their microfinance clients.

LESSONS LEARNED FROM THE PHILIPPINES

Enabling Environment Government can play an important
role in expanding commercial microfinance within banks by
creating and maintaining an enabling environment both at the
macroeconomic and sectoral policy levels. An appropriate le-
gal and regulatory framework that is adjusted as the industry
grows and expands is also essential.

Phase Out of Subsidized and Directed Credit Programs
Experience in the Philippines and elsewhere has demonstrated
the negative impact subsidized credit programs, especially those
directly implemented by government line agencies, can have
on developing commercial microfinance services by banks.
Governments should also avoid the temptation to mandate lend-
ing activities of banks toward particular sectors. These poli-
cies tend to act as a tax on banks without addressing the root
causes associated with the lack of financial services for low-
income households.

Develop Appropriate Performance Standards and Pro-
mote Transparency Appropriate performance standards for
banks offering microfinance services are important to attract
appropriate investment and monitor performance of the banks.
Improvements in management information systems and appro-
priate reporting requirements are essential to track the overall
performance of the banks and allow for appropriate prudential
oversight.
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Technical Assistance Discrete and appropriate technical as-
sistance to support the use of successful microfinance best prac-
tices rather than wholesale loan funds can be a more viable and
sustainable strategy to support the entrance of small banks will-
ing to offer commercial microfinance services, including deposit
mobilization. Support can focus on training and technical assis-
tance in areas such as market research, product development,
improving organizational structures, and new technologies and
products.

CONCLUSIONS
It is inspiring to see the progress rural banks have made in micro-
finance in the past 8 years. Many rural banks have been able to
effectively develop and enhance microfinance products and ser-
vices—both savings and loans—and have learned that microfi-
nance is indeed profitable. The future is indeed promising. Look-
ing forward, we see several major areas that will continue to
support the expansion of rural banks and their further invest-
ment in offering microfinance services in the Philippines:

The commercialization of microfinance services in the Phil-
ippines will continue with many major NGOs transforming
into rural and thrift banks and some thrift and commercial
banks entering the microfinance market.

Technology will continue to play a vital role in supporting
the commercialization of microfinance for banks in this mar-
ket. The use of technology, especially mobile phone bank-
ing, is already demonstrating enormous potential to not only
improve efficiency but also to reach out to more rural areas
at lower costs.

The continued success of rural banks in microfinance will
depend largely on the support of the GOP and current and
future donor-supported efforts to provide an appropriate
enabling environment. These policies should include sup-
port for a competitive market without restrictions on inter-
est rates. Equally important is the role of deposit mobiliza-
tion and access to private capital markets which must be
stressed rather than government- or donor-supported whole-
sale loan funds. The proposed Credit Systems Information
Act can potentially support the rapid expansion of the sec-
tor, and is one of the key measures that the Government
should introduce in the near future.

At the same time, the support of the BSP to continue to
adopt a prudent and proactive enabling environment that
focuses on the unique elements of microfinance services
will further facilitate the expansion of the industry.

Continued focus on transparency, performance standards,
and rating of rural banks should also attract the additional
private capital needed to support the rapid expansion of
rural banks in the coming years. We expect consolidation
and growth of a few large rural banks which will follow the
example of some larger commercial MFIs in Latin America
by mobilizing resources from the capital markets to expand
and increase financial services to low-income families in the
countryside. 

ENDNOTES
1 Asian Development Bank. 2005.
2 Bangko Sentral ng Pilipinas (BSP). 2005. Banking Statistics Report.

December. Available at www.bsp.gov.ph/banking/bspsup.asp.
3 Presidential Decree No. 465 classifies municipalities based on the

average annual income of the municipality over the last 3 fiscal
years. A first class municipality must have an annual average income
of P35.0 million or more. Details at www.nscb.gov.ph/activestats/
psgc/articles/con_income.asp.

4 Republic Act No. 752, also known as the Rural Bank Act of 1952.
5 Agabin and Daly. 1996.
6 The interest rate during the latter period of Masagana 99 was capped

at 12%, while the inflation between 1975 to 1980 ranged between
4.6–17.5%.

7 Charitonenko. 2003. p. 7.
8 Ibid, p. 31.
9 Microfinance in the Banking Sector: Current Environment and

Future Directions 2004 and data from the 2005 statistics section at
www.bsp.gov.ph.

10 BSP Circular No. 272 Series 2001.
11 The Consultative Group to Assist the Poor (CGAP) defines micro-

finance as the supply of loans, savings, and other basic financial
services to the poor. People living in poverty, like everyone else,
need a diverse range of financial instruments to run their businesses,
build assets, stabilize consumption, and shield themselves against
risks. Financial services needed by the poor include working capital
loans, consumer credit, savings, pensions, insurance, and money
transfer services.

12 Microdeposits are defined as deposit accounts with balances below
P15,000 ($290).

13 CARD Bank started as a microfinance nongovernmental organization
in 1986 and established a rural bank in 1997.
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14 This section was taken largely from an article written by Anita
Campion and John Owens for the MicroBanking Bulletin, July 2003.

15 The Bangko Sentral ng Pilipinas adopted the CAMELS rating system
to evaluate the financial and managerial soundness of banks in the
Philippines. The CAMELS system reviews and rates six areas of
financial and managerial performance: capital adequacy, asset quality,
management, earnings, liquidity management, and sensitivity to
market risk. The MABS program developed the EAGLE rating
system to assess the microfinance performance of rural banks in the
Philippines. The components of the EAGLE include efficiency, asset
quality, growth (in the microfinance portfolio), liability structure, and
earnings (from the microfinance portfolio). The National Credit
Council of the Philippines developed the PESO performance
standards for all institutions engaged in microfinance in the
Philippines to allow greater transparency among microfinance
institutions. The components include portfolio quality, efficiency,
sustainability, and outreach.

16 Liza Valenzuela. 2001.
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New Paper from ADB
Charging prices high
enough to cover costs is
essential for any business to
survive in the marketplace.
This is true for institutions
providing microfinance
services as it is for any other
enterprise. Thus, it is not
surprising that many

successful microfinance
institutions charge high
interest rates to cover
their high costs. However,
despite the success of those
institutions in expanding the
supply of credit during the
last 2 decades to an increas-
ing number of poor and
low-income households,
some countries in the region
seem to be moving to impose
ceilings on microcredit
interest rates. This paper
discusses why such moves
are likely to hurt the poor.
And the paper points toward
a number of positive
measures that policy makers
could consider to bring down
the high microcredit interest
rates without hurting the
industry and its clients.
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