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Policy Notes

T he government has always felt 
responsible for taking measures to provide 
smallholders with access to credit. Smallholders 
comprise small farmers, fisherfolk, agrarian 
reform beneficiaries (ARBs), and landless 
workers tilling agrarian reform lands. The 
prevailing belief among policymakers is that 
without such government intervention, 
smallholders will not be able to access bank 
loans and will continue to depend on high-
priced informal credit. Thus, the government 
maintains a government-funded and -owned 
bank, the Land Bank of the Philippines (LBP), to 
finance smallholders.

The Department of Agrarian Reform (DAR) has 
included credit provision in its package of 
support services to ARBs. It has designed and 
implemented credit programs that are expected 
to meet the financing needs of ARBs. However, 

based on reports shared with the authors, these 
credit programs have delivered mixed results. 
While ARBs, in general, are able to obtain bank 
loans, majority of them still do not have access 
to formal sources of credit. Thus, they still 
borrow from moneylenders, relatives, and friends.

A recent phenomenon is the growing number 
of landless farmworkers who are not ARBs but 
are tilling agrarian reform lands owned by 
ARBs or some other farm owners. DAR sees 
here a “second generation” problem in credit 
provision. The first generation problem is how to 
provide ARBs with access to credit. The second 
generation problem is how to provide landless 
farmworkers tilling agrarian reform lands with 
access to credit. DAR categorizes both ARBs and 
landless farmworkers as smallholders who are in 
need of financial assistance such as credit. The 
inclusion of landless farmworkers tilling agrarian 
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reform lands as another group in need of credit 
assistance has compounded the situation. The 
government has yet to find a satisfactory policy 
solution to the first generation problem. Now, 
it faces another policy issue: finding the right 
intervention to provide landless workers with 
access to formal credit.  

DAR has designed and implemented credit 
programs for smallholders. One of these programs 
is the Agrarian Production Credit Program 
(APCP), which it implements in partnership with 
the Department of Agriculture (DA) and the LBP. 
Does the APCP effectively address the ARBs’ 
problem with accessing formal sources of credit? 
Would it be an effective approach to address the 
second generation problem?

This Policy Note provides a quick review of 
the APCP and draws lessons from the DAR 
experience that may be useful inputs to future 
policymaking.

Assessing the APCP 
APCP is a PHP 2-billion credit facility designed 
to meet the credit needs of ARBs. The program 
provides credit assistance to newly organized 
agrarian reform beneficiaries’ organizations 
(ARBOs), farmers’ organizations (FOs), and 
people’s organizations (POs). Existing ARBOs 
that are generally not qualified to borrow under 
the regular lending program of LBP are also 
covered by the program. APCP is basically a 
credit guarantee fund held in trust by LBP, which 
it can tap in instances of loan default by ARBOs. 
Under the APCP, documentary requirements for 
accessing credit have been streamlined to meet 
the level of financial education and literacy of 
ARBs. The program also has a capacity-building 
component to strengthen and enable ARBOs 

to become eligible borrowers of LBP and other 
formal financial institutions. 

Program performance. As of February 29, 2016, 
a total of PHP 1.95 billion have been released 
to 526 ARBOs providing credit access to 31,036 
ARBs. Of this amount, PHP 953.96 million is 
still outstanding, of which 10.54 percent was 
registered as past due. The program has a 
repayment rate of 89.7 percent. Some ARBOs 
are not able to pay their loans to the LBP due 
to the sub-borrowers’ inability to fully pay 
their loans. Most of the ARBOs are small and 
are dependent on borrowed funds from LBP and 
reflows from loans that have been provided to 
members. Repayments or loans collected from 
borrowing members (called “sub-borrowers” 
under the APCP) are used to provide loans to 
good-paying ARBO borrowers. They do not 
have buffer funds that may be used in cases of 
late repayment or loan defaults by borrowing 
members. Thus, they tend to default on their 
LBP loans when sub-borrowers fail to repay 
their loans. However, relative to the repayment 
record of past government-subsidized credit 
programs, the APCP repaying performance 
is remarkable. A SWOT analysis provides an 
overview of the program (Figure 1).
 
Program design. There are fewer documentary 
requirements and the lending procedures  under 
the program are relatively simpler than those 
required for normal bank loans.   

Lending policies and procedures. Lending policies 
and procedures are kept simple to facilitate access 
of ARBOs to credit. Some of these policies are the 
following: (1) ARBOs with only a minimum six 
months of operation are eligible to borrow under 
the program, (2) debt-to-equity ratio requirement 
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is waived for participating ARBOs, and (3) less 
stringent credit screening of ARBO borrowers is 
conducted by LBP. They are not required to qualify 
for the cooperative accreditation criteria of LBP 
and pass the risk assessment criteria.  

Program implementation. LBP and DAR 
jointly implement the APCP with support 
from the DA and Department of Environment 
and Natural Resources (DENR). A project 
management committee (PMC), which is 
comprised of high-level officials from DAR, 
LBP, DA, DENR, and Department of Finance, 
and a farmer representative, oversees program 
implementation. The PMC is supported by 
a technical working group (TWG) made up 
of technical staff from each of the agencies 
represented in the PMC. A secretariat headed by 
the APCP supports both the TWG and the PMC. 
Other features of the program are the following: 

•	 Loan approval limit of the LBP lending 
center head for APCP loan is higher  
(PHP 5 million) than the limit under the 
regular lending program (only PHP 1 million). 
•	 LBP uses its own funds for APCP lending. The 
PHP 2-billion APCP fund facility is deposited in a 
trust account with LBP and is used to guarantee 
APCP loans extended by LBP.   
•	 APCP program targets are included in the 
LBP lending centers’ key result areas and 
performance targets. 
•	 DAR acts as the marketing and facilitating 
agent of the APCP. DAR closely coordinates and 
liaises with LBP on the status of loan approval 
and loan releases. In some cases, DAR also 
assists LBP in following up repayment of loans. 
•	 DAR provides capacity-building support to 
ARBO borrowers through the provincial and 
municipal agrarian reform officers.

Capacity-building component. Aside from the 
lending facility, the program also provides 
capacity-building assistance to the ARBO/
PO/FO borrower. The assistance is focused 
on strengthening the ARBOs/POs/FOs and/or 
enhancing the capacities of the organization 
to eventually qualify for the regular lending 
program of LBP. Capacity-building assistance 
includes, among other things, the deployment 
of experts who will assist borrowers in the 
following:

•	 setting up of the ARBO’s loan disbursement 
and loan repayment procedures;

Figure 1. SWOT analysis of the APCP

Source: Authors’ compilation



4

PN 2016-15

Policy Notes

•	 institutional strengthening to ensure the 
viability and sustainability of the ARBO/FO/PO;
•	 development of organizational vision and 
of relevant operational policies, systems, and 
procedures; and 
•	 development of the organization’s business 
enterprise to ensure viability and sustainability.

In 2014, DAR allotted PHP 72.5 million to support 
various capacity-building activities of targeted 
ARBOs. However, only PHP 27.5 million was used 
to fund 31 percent (161 ARBOs) of the 523 ARBOs 
targeted for capacity development in 2014.  

Effectiveness of the program. APCP has two 
objectives: (1) to increase access of ARBs 
and ARBOs to credit and (2) to enhance the 
capacities of ARBOs. So far, it seems to have 
accomplished its objective of providing credit 
to ARBs and ARBOs. However, loan repayment, 
not just provision of credit, should be equally 
emphasized to sustain the program.

In terms of enhancing capacities, the capacity-
building assistance received from APCP has been 
mostly random. While most of the trainings may 
be considered demand based, they were not 
designed to systematically build and strengthen 
the capacities of the ARBOs to become viable 
institutions that can eventually qualify and 

graduate into the LBP regular lending program. 
Mentoring and handholding activities were rarely 
conducted; if they were, these were not done 
on a sustained basis until specific performance 
targets are met. Training ARBO borrowers to 
meet the standard accreditation and risk rating 
criteria of the LBP has not been provided at all. 

The current standards and criteria of LBP 
in evaluating its regular clients from the 
cooperative sector may be used in determining 
the level of development of an ARBO. The 
evaluation results can be used in determining 
what type of assistance should be provided to 
ARBOs. This way, the capacity-building support 
will help the ARBO to qualify for the regular 
lending window of the LBP and eventually 
be able to borrow from private financial 
institutions.

Some lessons 
In the course of APCP implementation, old and 
some new lessons have emerged. 

Scope for government-financial institution 
collaboration. Financial institutions, not 
government, have the expertise and distinctive 
competence to provide credit. Credit programs 
should continue to be implemented by financial 
institutions. However, the government has a 
role to play as indicated by DAR’s experience 
with the APCP. In the program, DAR chose 
to work closely with LBP in simplifying the 
borrowing and loan repayment requirements and 
procedures to adjust to the type of clientele 
to be served (e.g., with low level of financial 
literacy and short track record). Line agencies, 
such as DAR, have a good knowledge of its 
clientele, in this case, the ARBs and other types 
of smallholders. This is a clear advantage of 

Financial institutions, not government, have the 
expertise and distinctive competence to provide credit. 
Credit programs should continue to be implemented by 
financial institutions. However, the government has a 
role to play as indicated by DAR’s experience with the 
APCP. In the program, DAR chose to work closely with 
LBP in simplifying the borrowing and loan repayment 
requirements and procedures to adjust to the type of 
clientele to be served...
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co-designing a credit program with a financial 
institution like LBP.

Special lending window. The peculiar 
characteristics of ARBs and smallholders have 
not really attracted private bank lending 
despite the agricultural loan quota imposed 
by legislation on banks. Banks would rather 
pay the corresponding penalties rather than 
expose their profitable loan portfolios to 
those types of borrowers. This has somewhat 
“forced” LBP and DAR to establish a special 
lending window to accommodate ARBOs/ARBs. 
LBP, however, would, as much as possible, 
avoid a deterioration of its balance sheet and 
profitability. After all, while it is a government 
“development finance” institution, it is also a 
deposit-taking bank regulated by the Bangko 
Sentral ng Pilipinas. It tries to balance its 
development lending mandate with its fiduciary 
responsibilities. The compromise solution being 
implemented is to have LBP lending to ARBOs 
from its own funds with APCP giving a full 
credit guarantee. The credit guarantee funds are 
deposited with LBP as a trust fund.  

Since default risks of the target clientele may 
be high, the special window may initially be 
considered off the books. The challenge is how 
to graduate ARBOs from the special lending 
window to the regular loan facilities of the 
LBP, and eventually to the regular private loan 
markets in the future. One key step is to make 
LBP account officers treat the program as part of 
the bank’s regular lending portfolio by including 
program targets as key result areas of all the 
branches and lending centers involved. The 
performance of LBP branches and lending centers 
should include their ability to provide the target 
clientele with a range of financial services. 

Physical accessibility. Grassroots lending 
institutions (e.g., cooperatives and FOs) are 
the preferred credit access points of small 
farmers. Most of these organizations are 
located in rural areas where small farmers 
reside. Familiarity with the officers and staff 
of the organization as well as the physical 
accessibility are important considerations of 
the smallholders’ decision to borrow. However, 
many of these grassroots lending institutions 
are weak and have to develop their financial 
and managerial capabilities so they will not be 
totally dependent on government or LBP funds 
for lending to their members.
 
Capacity building as a public good. Private banks 
cannot be expected to provide capacity-building 
activities to potential clients because they are 
not sure that the trained clients will remain 
loyal to them. Some microfinance institutions 
do invest in building the capacity of their 
members but this may not generally be the 
case. There could be some underinvestment 
in these activities, which are necessary to 
equip smallholder clienteles on how to become 
creditworthy borrowers. In this light, DAR is on 
the right track in investing in capacity-building 
activities for ARBOs/ARBs. However, it has 
to improve the quality and content of these 
training activities as well as address the issue of 
underspending. It is noted that it was not able 
to fully exhaust its training budget in 2014.

To ensure that capacity-building support is 
geared toward meeting program objectives, it is 
important to institute a metrics-based and/or 
evaluation system that will determine whether 
the activities conducted under the capacity-
building component results in an improved and 
better performance. To facilitate this, borrowers 
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should be subjected to the regular lending and 
risk assessment criteria of financial institutions 
(e.g., LBP) but with lower hurdles for loan 
eligibility (the special window mentioned above 
can consider this). Evaluation results should be 
used to determine the appropriate and specific 
capacity-building support. 

Crop insurance. Risks in agricultural lending 
come from climate change and weather 
disturbances. These risks provide a disincentive 
for financial institutions to meet the credit 
demand of smallholders. A typical solution is to 
provide smallholders with crop insurance. The 
government’s present crop insurance program 
should be reviewed to make it more responsive 
to the underlying risks in agricultural production 
and lending. To this end, new business models 
may be adopted to make the program more 
relevant and effective (e.g., use of a public-
private partnership model where the state 
provides reinsurance for policies issued by 
private insurance companies, weather-based 
index insurance, etc.).

Information database. Information asymmetry 
in rural credit markets is a big barrier to bank 
lending to smallholders. It will be important to 
establish a database on smallholders containing 

information on loan repayment record, loan 
default, and creditworthiness information, 
which will be made accessible to all financial 
institutions. While the Credit Information 
Corporation (CIC) is expected to collect 
all the credit information of all borrowers, 
most grassroots lending institutions (e.g., 
cooperatives, ARBOs, FOs, POs) do not have the 
capacity to submit borrower credit information. 
In view of this, the government may provide 
specific support to enable grassroots lending 
institutions to submit the required credit 
information on individual borrowers to CIC.1

Whole-of-government support, not just credit. 
Credit is necessary but not sufficient to improve 
the income levels of small farmers. Aside from 
the lack of financing, small farmers also face 
constrained economic opportunities due to the 
following reasons: (1) inadequate transportation 
and communication infrastructure, (2) income 
variability and price volatility, (3) seasonality 
of crop and production schedules, (4) poor 
market linkages and support infrastructure, (5) 
lack of adequate market information, and (6) 
exposure to various types of risks (e.g., natural 
hazards, catastrophic risks). Smallholders need a 
whole-of-government support to address binding 
constraints to productivity and growth. Some 
of these interventions include strengthening 
the link of farmer producer organizations to 
value chains, investments in rural infrastructure 
and communication, more effective extension 
services, and access to and utilization of modern 
farming technologies and innovations. 4

______________
1 At present, no single organization has credit information 
on small farmers. LBP provides wholesale loans to 
cooperatives and farmers’ organizations and does not have 
data on individual farmers.
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