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EXECUTIVE SUMMARY 
1
 

1. This technical note on access to finance addresses six questions: (i) What is the access 

to and use of financial services in the Philippines, how does it vary, and how does it compare to 

other countries? (ii)What financial services are available to different market segments? (iii) How 

do different categories of financial institutions contribute to outreach, and what is their potential 

to expand outreach? (iv) How does the regulatory environment support access to finance? (v) 

What financial infrastructure is available to make credit decisions? (vi)What are the results of 

government policies or programs to promote access to financial services? The note concludes 

with recommendations to improve access to finance. 

 

2. An estimated 30% of Filipinos use formal financial services.  This is lower than the 

East Asia region average. Although branch presence is increasing, access to and use of financial 

services remains limited for poorer and more rural areas. Banks have 34% of their physical 

presence in the National Capital Region area, where 13% of the population resides.     

 

3. Credit provision is expanding, but remains limited for many segments of the 

population. Credit to firms is lower than East Asian averages, and micro, small and medium 

enterprises (MSMEs) and particularly agricultural borrowers face significant challenges in 

obtaining credit.  Products that could help SMEs attain bank credit, such as leasing and factoring, 

have not developed fully.  Formal savings mechanisms are underutilized by the majority of the 

population.  However, consumer credit in the form of salary loans and credit cards is 

proliferating and mobile payments are expanding rapidly, although true scale has not yet been 

achieved. 
 

4. Institutional potential to expand access to finance varies significantly among and 

within regulatory categories.  Universal and commercial banks dominate the financial system 

but have traditionally not served many low-income clients. Most microfinance institutions 

operate on a small scale relative to their Asian peers.  Rural banks and cooperatives serve poorer 

borrowers but many are weak, limiting their ability to achieve scale, and putting some deposits at 

risk.  Pawnshops and other semi-formal and informal financial sources are widely used due to 

their speed, limited requirements and wide presence relative to commercial banks.  All of these 

institutional categories are increasingly integrated with providers of remittances and mobile 

payments who use them as cash-in/cash-out points and to facilitate other financial services. 

 

5. The BSP has a comprehensive regulatory framework for microfinance. The 

Philippines has had a national strategy for microfinance in place for more than a decade and 

regulations that recognize the unique characteristics of microfinance.   Some institutions 

mobilizing deposits that serve these clients are not supervised by BSP, creating opportunities for 

                                                 
1
 This note was prepared by Rekha Reddy (World Bank) as a member of the 2009 FSAP Mission which also 

comprised Dimitri G Demekas (Assistant Director, IMF—co-head of mission), Wang Jun (Lead Financial Sector 

Specialist, World Bank—co-head of mission), Loic Chiquier (World Bank), Hideyuki Hotta (IMF), Joji Ide (IMF), 

Jonathan Katz (consultant), Pamela Madrid (IMF), Fabiana Melo (IMF), Tom Rose (World Bank), Craig Thorburn 

(World Bank), and Liliana Schumacher (IMF), and was assisted by Dennis Botman, IMF Representative in Manila, 

and his staff.  Juan Buchenau and Bikki Randhawa (both World Bank) provided comments from Washington.   
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regulatory arbitrage. BSP has developed advanced regulations regarding mobile financial 

services, with product innovation continually challenging regulatory limits. The expansion of 

eligible sites for non-branch bank offices and improvements in licensing processes has increased 

physical access points.   Institutions at the lower end of the market however, appear to absorb 

disproportionately more Supervisory resources.  Cooperatives as mandated by the 2008 

Cooperative Code fall under the purview of the Cooperative Development Authority (CDA) 

which has very limited resources for supervision. 

 

6. The scope of institutional information available on potential borrowers for credit 

decisions is limited.  A law establishing the framework for a centralized credit bureau system to 

collect data from a broader range of financial institutions was passed in 2008 to improve this 

situation. However, adequate resources to develop this system have yet to be made available to 

the SEC and the law failed to require collection of data on utilities, one of the most inclusive 

sources of payment history.  Moveable property registries do not exist and a centralized land title 

system has not been fully developed. 

 

7. Government policies and directed lending programs have the potential to reduce 

gains made in sustainable finance. The Government’s concern for its non-banked citizens and 

the apparent absence of appetite within the formal sector has resulted in an increase in 

government programs providing direct services to the people of the Philippines. Government 

agencies also support significant wholesale lending to financial institutions and partial credit 

guarantee schemes.  On a more positive note, a substantial legal and regulatory framework for 

consumer protection in financial services has been developed in the Philippines, with five 

government entities playing distinct roles. 

 

8. Key policy recommendations include the following: 

 

a) Facilitate the expansion of physical access points for financial services. BSP 

could (i) streamline accreditation procedures for cash-in-cash-out providers, 

(ii) increase availability of required AML training for these non-bank agents 

located outside of Manila and by (iii) continue to improve efficiency of 

licensing procedures for bank branches and OBOs (Other Bank Offices).  

b) Improve the leasing law so that it is consistent with international accounting 

standards and reduces confusion surrounding treatment of the leasing product.   

c) Promote measures to safeguard the deposits of low-income borrowers by 

strengthening the capacity of CDA in areas of supervision and audit. 

d) Expand the scope of credit information, by establishing the centralized credit 

bureau and a moveable property registry. 

e) Minimize direct lending by the government, which distorts incentives to provide 

sustainable financial services. 

f) Establish a central gateway for consumer protection related to financial 

transactions, to coordinate among the different authorities with responsibilities 

in these areas.  

g) Provide capacity building in key bottlenecks to access to finance, in areas such as 

MIS, business development services and product development. 
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I.   STATUS OF FINANCIAL INCLUSION 

9.      Access to finance has improved since the 2002 FSAP. The provision of financial 

services to low-income individuals has expanded. The Philippines has received international 

recognition for its favorable regulatory policies to promote pioneering use of mobile payments 

technology and its microfinance regulatory framework, which was ranked first among 55 

countries studied in the 2009 EIU MicroScope report. The physical presence of bank offices 

and ATMs has increased.  The recent liberalization of rules on locations that can be used for 

deposits and withdrawals potentially will result in more access points for financial services. 

10.      Approximately 30 percent2 of adults in the Philippines have deposit accounts at a 

financial institution. This figure permits ample space for increased outreach. Use of financial 

services, proxied by the fraction of adults with accounts in regulated financial institutions, is 

lower in the Philippines than in much of East Asia (Figure 1). However, bank branch coverage 

in the Philippines, a proxy for population access to financial services, is relatively high 

(Table 1). Geographic variation explains some of this discrepancy, since branches are 

concentrated in certain regions. Forthcoming studies will provide more comprehensive data on 

access to and use of financial services in the Philippines.3 

Figure 1.  Accounts per 1,000 Adults  Table 1.  Branch and ATM Penetration 

0 1000 2000 3000 4000
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Cambodia

 

Source: CGAP Financial Access Database 2009.    

                                                 
2
This estimate relates PDIC data on the number of unique depositors to the adult population. 

3 The BSP largely does not collect data on the number and characteristics of individual credit transactions and household surveys 

in this area are limited, resulting in a data gap in that area.  PDIC collects more extensive data on deposits, some of which is 

detailed in the following section.  Recent and representative surveys on access to and use of financial services are fairly limited, 

particularly comprehensive information on credit provision.  However, a detailed Consumer Finance Survey for households that 

will fill some of these gaps has been piloted, and data collection is scheduled to be completed in the first trimester of 2010.  The 

BSP has also received funding for a household study on access to finance similar to those conducted as part of the Finscope 

program. 
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11.      Physical access to bank offices in areas outside the National Capital Region is 

more limited.  Banks have 34% of their physical presence in the Metro Manila area, where 

13%  of the population resides and poverty is low, as shown in Table 2. Meanwhile, Bicol, 

parts of Mindanao and Visayas, and the CAR, ARMM and CARAGA regions which are poorer 

and more rural have less banking infrastructure and a lower proportion with bank deposits.  

Geographic remoteness, low population density, the high cost of transport and political 

instability contribute to the high transaction costs that make certain regions less attractive to 

financial service providers. The 2006 savings and credit household survey data provided in 

Table 2 and 3 are not comprehensive, as deposits can be held in institutions other than banks 

and only cash loans are shown (from a range of possible credit products) which appear to be 

more prevalent in poorer areas.   This contrasts with the percentage of the population with bank 

deposits, which is inversely correlated with poverty. 

Table 2.  Variations in Access to Bank Offices by Region 

National Capital Region 2,687         34% 11.6          13% 0% 7% 16% 12,612               11% 2,324                  

Ilocos (1) 389            5% 4.5            5% 61% 26% 11% 4,031                  21% 3,001                  

Cagayan (2) 234            3% 3.1            3% 76% 21% 8% 4,618                  30% 5,666                  

Central Luzon (3) 855            11% 9.7            11% 40% 17% 13% 8,383                  24% 3,879                  

Calabarzon (13, former 4a) 1,178         15% 11.7          13% 17% 14% 7,113                  19% 2,331                  

Mimaropa (17, former 4b) 126            2% 2.6            3% 44% 9% 3,391                  27% 3,389                  

Bicol (5) 215            3% 5.1            6% 71% 42% 10% 5,743                  32% 3,800                  

Western Visayas (6) 421            5% 6.8            8% 69% 31% 12% 5,074                  24% 2,914                  

Central Visayas (7) 518            7% 6.4            7% 51% 30% 5% 1,468                  15% 1,602                  

Eastern Visayas (8) 133            2% 3.9            4% 81% 41% 8% 5,380                  35% 4,996                  

Western Mindanao (9) 140            2% 3.2            4% 68% 40% 18% 10,915               22% 3,503                  

Northern Mindanao (10) 262            3% 4.0            5% 60% 36% 10% 5,206                  31% 5,375                  

Southern Mindanao (11) 269            3% 4.2            5% 64% 31% 8% 3,443                  28% 3,349                  

Central Mindanao (12) 174            2% 3.8            4% 68% 34% 11% 3,954                  22% 2,643                  

CAR (14) 117            1% 1.5            2% 68% 29% 13% 9,112                  21% 4,765                  

ARMM (15) 24              0% 4.1            5% 78% 55% 8% 1,189                  17% 1,022                  

CARAGA (16) 118            2% 2.3            3% 73% 46% 9% 4,300                  29% 4,610                  

Total 7,860         88.5          52% 27% 11% 6,134                  23% 3,142                  

% with 

Bank 

Deposits 
(2006)

% with 

Cash 

Loans 
(2006)

Average 

Bank 

Deposit 
(2006 Pesos)

Average 

Cash Loan 

Payment 
(2006 Pesos)

Poverty 

Incidence 
(2006)

% Rural 

Population 
(2000)

42%

Total Bank 

Offices 
(June 2009)

Adult 

Population 
(mn.  2007)

% of 

Total

% of 

TotalRegion (#)

Source:  FSAP Analysis of 2009 BSP bank data, 2007 National Statistics Office population data, 2006 Poverty data, 2006 FIES (Family Incomes and Expenditure 

Survey) data, and 2000 Census data updated for 2007 population estimates  

12.      Use of banking services is more limited for poorer households living in rural areas.  

Rural households use bank accounts less than urban households, as the results of a 2006 survey 

shown in Table 3 illustrate.  This occurs because transaction costs are high for clients who live 

further from the infrastructure of banks.   The disparity is also striking for low-income 

households, which have far lower rates and amounts of savings.  The disparity also explains the 

prevalence of cash loans in rural areas, where other options are scarce. 
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Table 3.  Variations in Use of Financial Services by Income and Level of Urbanization  

Total Low-

Income 

Deciles 

Urban Rural

% households with bank deposits 11 2 14 8

Average Value of bank deposits 

(pesos)

  6,134             155   9,667              3,258 

% of households with loans for 

expenditures

2 1 2 2

% of HH with cash loans 23 17 21 25

Average Value of cash loan 

payments (pesos)

  3,312             702   3,664              3,025 

 

Source:  FSAP Analysis of 2006 Family Income and Expenditure Survey (FIES) data.  Data for national low-income deciles 1-3 

(of a total of 10) are shown. 

II.   PRODUCTS AND MARKET SEGMENTS 

13.      Access is a broad area, and this technical note focuses on savings, and short-term 

consumer and business loans for the lower end of the market. Remittances, retirement savings 

options, microinsurance, housing microfinance and other longer-term finance products are not 

covered in this note. 

Credit  

 

14.      Overall credit to firms, and particularly to MSMEs, remains limited.   As shown in 

Table 4, overall 2009 credit usage by firms of 33% was below the East Asian average, as were 

the percentage of firms using banks to finance investments (22%) and the percentage of bank 

credit used to finance investment activity (12%). The latter two numbers have not changed 

appreciably relative to the 2003 World Bank enterprise survey, while the percentage of internal 

funds used for investments increased from 58% to 76% in 2009.   In addition,  although 

MSMEs made up 99.6% of all firms (92% were microenterprises), provided 70% of total 

employment, and contributed an estimated 30% of GDP,4 their access to finance remains fairly 

low.  Just 15 percent of microenterprises had credit from a regulated financial institution, with 

lack of sufficient income, collateral and required documentation being impediments to credit.  

Credit usage from financial institutions increases to 21% in small firms, 40% in medium size 

firms and 61% in large firms.   

 

 

                                                 
4
2005 List of Establishments, National Statistics Office 
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Table 4.  Credit and Collateral Requirements for Firms, By Size 

 Philippines 

All Firms  

Small 

 

Medium 

 

Large East Asia 

Average 

% of Firms with Line of Credit or Loans 
from Financial Institutions 

33.18 21.08 39.95 61.38 44.28 

% of Firms Using Banks to Finance 
Investments 

21.95 14.69 22.39 34.04 30.97 

% Bank Finance for Investment 12.23 5.75 14.64 18.02 31.00 

% Loans Requiring Collateral 64.12 43.06 68.44 78.65 79.10 

Value of Collateral Needed for a Loan  

(% of Loan Amount) 

236.78 309.05 177.56 266.10 164.44 

Source:  2009 World Bank Enterprise Survey Data.  The survey uses the following 

definitions small firms=5-20 employees, medium=20-99 employees, and large=100+ 

employees.  

 

15.      Small firms face particular difficulties in accessing bank credit. In the 2009 

enterprise survey, 15% of firms identified lack of access to finance as a major obstacle to 

growth, with smaller firms identifying this as an obstacle twice as often large firms. As shown 

in Table 4, three times as many large firms have credit as small firms, and the percentage of 

small firms using bank finance for investment is just 6%.   Medium sized firms have better 

access to finance overall than small firms, particularly when they have audited financial 

statements and adequate collateral, which averages 3 times the value of the loan for small 

firms.   It is particularly difficult for firms to access loans in ranges from P150,000 to P5 

million, as these amounts are too large for many microfinance institutions, but the firms are not 

desirable clients for banks.   

16.      Leasing products provide some entry to formal financial services for SMEs.  

Leasing products have been an important source of credit for firms which lack sufficient 

acceptable collateral.  Leasing products have been available in the Philippines for nearly 50 

years, but their popularity has fluctuated according to changes in regulation and tax status.  The 

leasing industry grew from P12.4 billion in 2004 to 15.93 billion in 2007.
5
  Most leasing 

transactions in the country are originated by financing companies that are wholly owned or 

affiliated with bank and offer leasing as a secondary product following consumer finance.  

Increased gross receipts taxation has led some financing companies to open non-financial 

subsidiaries to provide leases. Most leases are available on a relatively short-term basis.  

17.      Factoring products to address the working capital needs of SMEs have been 

limited to date.  Little growth has occurred: a 2007 estimate from Factor Chains International 

put total factoring turnover in the Philippines at P9.9 billion, unchanged from the prior year.  

(This market size is larger than Indonesia, but far smaller than Thailand.)  One provider of 

                                                 
5 Armas, Aristides.  ―The Philippines Leasing Industry.‖ Asian Leasing and Finance Association. 2008. 
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reverse factoring services is the Development Bank of the Philippines (DBP), which digitally 

factors invoices from SME suppliers to major corporations, although uptake has been limited. 

Other service providers include commercial banks and finance companies. High costs and 

limited awareness of this product has hindered its development.  Some private sector initiatives 

underway to develop new factoring products (rather than reverse factoring) take advantage of 

improved credit evaluation technology to evaluate the risk of SMEs and have the potential to 

increase outreach. 

18.      Consumer credit is proliferating in the Philippines.  Two million credit cards have 

been issued, and salary loans are the largest growth segment in many banks, due to their 

perceived low-risk.  Salary loans are linked to an individual’s salary and can range from 

P10,000 to P500,000.  People without salaries or other regular income normally cannot get 

loans through commercial and many rural banks. As this credit grows, concerns of over 

indebtedness have increased, with debtors appearing on the client rosters of multiple 

institutions. 

19.      Agricultural borrowers are among the least served.  Despite significant government 

intervention, a 2009 survey indicated that just 5 percent of those who have crops or livestock 

have a loan. Agricultural credit is mostly obtained from informal sources, such as 

traders/wholesalers, input suppliers and friends and relatives. The average agricultural loan is 

for P10,000 and a duration of 4 months, too short for certain crop cycles.  Borrowers face 

limitations in using their farmland as loan collateral and profitability of this segment is 

perceived as low, due to low earning power of these borrowers, seasonal idleness in production 

capital and natural disaster risk.  Furthermore, many of these borrowers lack title to their land, 

limiting its use as collateral. Additional information about specific obstacles to credit of these 

borrowers and their asset profile would be helpful in developing financial products for them. 

20.      Estimates of demand for credit vary significantly.  The Philippines has an adult 

population of approximately 58 million, of which roughly 37 million of are economically 

active.  Assuming 20 to 30% of economically active adults have a demand for credit that would 

suggest a wide range of unmet demand for credit from 7 to 11 million. A 2006 IFC study 

estimated that a gap for bank lending to SMEs of P67 billion to P184 exists annually despite 

government intervention.  However, given that accurate data on the number of existing credits 

supplied is limited, the gap is credit supply is particularly difficult to estimate.   

21.      Although net interest rate margins have declined, they remain higher than other 

countries in the region.  Between 2003 and 2007, net interest rate margins fell from 7.4% to 

4.1%, lower than Indonesia, but higher than that of Thailand, Malaysia and Singapore as 

shown in Figure 2.  Annual interest rates on short-term loans from banks range from 9% for 

prime bank clients to between 24- 40% for rural banks and certain categories of microfinance 

institutions. Informal entities such as pawnshops charge between 3 to 6% per month with 

moneylenders, known as ―five-sixers‖, (morning loans and evening payment) charging up to 
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20% per day. Factors such as the high costs associated with servicing loans that are smaller and 

often in more remote and rural areas contribute to this variation in interest rates. 

 

 

Figure 2:  Trends in Net Interest Rate Margins for East Asian Comparators  
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Source:  FSAP Analysis of Bank Scope data  

Savings 

 

22.      Formal mechanisms for savings are not used by the majority of the population.  A 

2009 survey that showed just 25 percent of the Filipino population with a savings account 

found that the cost of transiting to the branch led most to keep their savings at home.  

Limitations also exist on the supply side, as some larger banks balk at managing small 

deposits, which have high transaction costs. A 2004 savings diagnostic showed that 73% of 

bank deposit accounts were under US$300.6  However, deposit accounts are prevalent for some 

segments: in 2009, 95% of firms with more than 5 employees reported having a savings 

account. 

Table 5. Fees and Documentation Requirements, Averaged Across the 5 Largest Banks 

 Monthly Fee for 

Account 

Maintenance (% of 

monthly income) 

Monthly Fee for 

Account 

Maintenance 

(US$) 

Mean minimum 

deposit for a standard 

account (% GDP per 

capita) 

Number of 

documents 

required to 

open account 

Philippines 0.34 $1.00 0.01 2.2 

Cambodia 0.49 $0.21 0.10 4.0 

Indonesia 1.22 $1.69 0.01 1.0 

Malaysia 0.44 $2.18 0.01 1.2 

Singapore 0.05 $1.31 0.03 1.0 

Thailand 0.50 $1.39 0.00 1.0 

East Asia 12.04 $0.96 0.94 2.0 

                                                 
6 Gardiol, Helms and Desphande.  (2005) Philippines Country Level Savings Assessment.  CGAP.  August. 
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Source: World Bank, Banking the Poor, 2009. 

 

23.      Documentation requirements may limit bank accounts as an entry point.  

Documentation requirements to open an account are higher in the Philippines than in Thailand 

and Indonesia, as shown in Table 5, which is important in a country with no national ID card.  

Maintenance and transaction fees are comparable or lower than in many East Asian countries, 

but serve as a deterrent nonetheless. 

Mobile Payments 

24.      Different models are being used to provide mobile payments.  Two major mobile 

network operators provide mobile payments products. Smart has a bank-based model where it 

enters into partnership with banks to provide them related services such as marketing, account 

opening, record keeping and monitoring for their debit card and remittance businesses. Globe, 

through its wholly owned subsidiary GXI, uses a non-bank based model where customers have 

no direct contractual relationship with a financial institution. Instead, customers exchange cash 

at a retail agent in return for an electronic record of value. Product offerings by mobile 

payments providers are continually expanding. 

25.      Mobile payments technology offers opportunities to reduce costs and increase 

outreach, but has yet to reach full scale. In 2009, more than 55 percent of Filipino adults 

have access to mobile phones, a percentage that is increasing yearly. A few years after their 

launch, the two major mobile network operators have more than 8 million mobile payment 

subscribers, nearly 2 million active users and a potential market of more than 50 million 

mobile phone users. Mobile payments users are diverse, ranging from the affluent to the poorer 

12% of users who lack their own mobile phone.
7
 Mobile payments have led to a substantial 

drop in the cost of money transfers in a country where remittances are roughly 10 percent of 

GDP.  Further expansion of mobile financial services has potential to reduce physical barriers 

and high transaction costs.  

III.   INSTITUTIONAL POTENTIAL TO EXPAND FINANCIAL SERVICE PROVISION 

26.      The Philippines has a broad range of financial service providers, serving different 

niches. Commercial and universal banks dominate in terms of volume but they are less focused 

on low-income clients. As shown in Table 6, universal and commercial banks provide 

85 percent of loan volume and serve approximately 65 percent of all clients. The country’s 650 

rural banks also have a large physical network and with cooperative banks are the most 

accessible banking institutions for low-income people. Pawn shops, which have the most 

extensive physical presence of any financial institution, play a critical role in serving the 

unbanked, with close to 29 million transactions last year.  They charge relatively high interest 

rates in exchange for minimal documentation requirements and fast disbursals.  Informal 

service providers such as money lenders are also key sources of finance to the unbanked. 

                                                 
7 CGAP.  ―Mobile Money-From Concept to Reality.‖ June 2009.     
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Table 6.  Outreach and Financial Performance-Major Institutional Categories 

bn pesos

Universal/       

Comm. Banks

Thrift  

Banks Rural Banks

Cooperative 

Banks

Banks with 

Microfinance 

Operations Pawnshops

Credit 

Cooperatives

Loans Outstanding 2519.6 314.2 97.1 10.0 111.0 14.8 13.7

Total Deposits 3789.3 420.9 100.3 8.3 125.8 N/A 10.6

Loan/Deposit Ratio 66% 75% 97% 121% 88% N/A 130%

Total Assets 5088.8 527.1 147.8 13.8 186.0 21.3 -

NPL 3.4 8.0 10.8 8.6 7.4 -

CAR 11.0 12.2 16.5 15.3 1.6 - -

ROA 0.9 0.3 1.7 2.8 11.8 5.6 5.8

ROE 8.7 2.1 10.9 19.9 17.5 12.1 14.1

Interest spread 4.5 5.1 9.3 5.0 - - -

No. Depositors 17,257,528 1,155,119                 4,210,091 802,092 N/A 2,031,546

Average deposit size 219,573 364,374 25,455                    156,840 N/A 5,203

No. Branches/Outlets 7898 1291 2032 140 - 14,622 -

No. Institutions 38 74 648 44 222 14,480 -

*Estimated from number of savings accounts  

Source: FSAP Analysis of BSP, CDA and PDIC data. Data from June 2009, except for cooperatives (Dec. 2007).
8
 

27.      The performance of some of the smaller institutions, particularly rural banks, is 

weak, limiting their ability to reach clients. Approximately 1849 rural and cooperative banks 

with total assets that comprise 0.48 percent (0.48%) of total assets of the banking industry  are 

under Prompt Corrective Action. There is however,  diversity in performance among rural and 

cooperative banks.  Smaller banks with assets under P500 million have an NPL ratio of 

13 percent, nearly twice that of rural and cooperative banks with assets above P1 billion.  

Many of these very small institutions are vulnerable; capital constrained, and have had 

governance problems. Nearly all the deposits in these institutions are insured by PDIC. When a 

bank is closed by the MB, PDIC automatically pays without a need for filing, deposit claims of 

small deposit holders with complete addresses available from bank records whose account 

balances are not greater than P10,00010.  For deposit accounts not meeting this criteria (deposits 

in excess of P10,000 or a lack of readily verifiable bank records of personal addresses) a 

submission of evidence of deposits is required before PDIC can settle claims within the target 

turn-around time (TAT) of 75 days from the date of the bank takeover.   Little is known about 

the financial performance of credit cooperatives (financial institutions which serve their 

members exclusively) as this data is not yet collected by the CDA. However, the failure rate of 

                                                 
8 The data for banks with microfinance operations include all portfolio data from rural, thrift, and cooperative bank categories 

with microfinance operations.    
9
 Updated March 31, 2011 

10
 For banks closed prior to March 17, 2011, the deposit amount for outright payment without a need for filing of claims was 

P5000. 
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these institutions is high.   The estimated 300 NGOs providing approximately P6 bn in total 

lending also vary in performance, with a few strong institutions achieving scale and 

profitability. 

28.      High loan to deposit ratios suggest funding constraints among institutions serving 

the low-end of the market.  Rural banks have a loan to deposit ratio of close to 100%, while 

credit cooperatives and cooperative banks both have ratios exceeding 100% (as shown in 6).  

Increased deposit mobilization (both term deposits and voluntary savings) will help to ensure 

consistent portfolio growth. 

29.      Most microfinance institutions operate on a small scale. In Benchmarking Asian 

Microfinance 2008, the Microfinance Information eXchange (MIX) writes that Filipino, 

microlenders reporting to them in 2007 had a relatively low outreach in the region– an average 

of 15,000 borrowers per MFI, higher than in Thailand but far lower than in Cambodia, 

Indonesia and India.    Some reasons for this small scale include relatively high operating 

expenses and lower staff efficiency, as shown by the data in Table 7.  Other reasons to explain 

this lack of scale include strong competition from highly efficient pawnshops and informal 

sources, poor IT systems, human resource constraints, and inappropriate products to serve low-

income clients. And for the many NGOs represented in this data, inability to mobilize deposits 

limits funding options.11  Still, average growth rate of the number of borrowers was higher than 

the Asian benchmark.  Mergers and consolidation of these MFIs might lead to less 

fragmentation and greater efficiency. 

Table 7. Key Performance Indicators of Microfinance Institutions  

 Philippines Asia Benchmark 

Average Number of Borrowers per MFI 15,095 18,117 

Growth Rate of Active Borrowers (06-07) 36% 26% 

Operating expenses/Gross Loan Porfolio 29% 20% 

Borrowers per staff member 109 129 

Return on Assets 0.6% 0.2% 

Return on Equity 3.3% 2.3% 

Source: Microfinance Information eXchange (MIX), data as of December 2007 

 

30.      Universal/commercial bank involvement in serving low-income borrowers has 

been limited to date.  As of June 2009, they served only 45,542 MSME borrowers.12  The 

following reasons represent constraints to bank involvement: 

(i) Strong growth in consumer and corporate lending limits mean that competition has not 

yet forced banks to move into lower-income markets. 

(ii) Lack of geographic presence to effectively reach these customers:  47% of 

commercial and universal bank offices and 42% of thrift bank offices are in the wealthier 

                                                 
11

 These figures, exclude many microfinance institutions that do not report data to the MIX and many other financial service 

providers, but include some NGOs that are not captured in Table 5. 
12 BSP data reported under the Magna Carta rule. 
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National Capital Region, in comparison to 3% of rural bank offices.  Meanwhile 75% of 

MSMEs are located outside the National Capital Region. 

(iii) Lack of appropriate lending methodologies to reach clients without certifiable 

financial statements and adequate collateral.  These clients require a different approach 

than traditional corporate lending, and most financial institutions lack the necessary 

appraisal, risk management skills and product mix to reach them. 

(iv) Higher cost structure: despite the higher average returns and spreads for cooperative 

and rural banks relative to commercial banks, high staff costs were cited by banks as 

making the management of the smaller loans demanded by this segment less 

economically viable.   

Furthermore, many low-income borrowers may find commercial banks less accessible, due to 

physical or cost barriers or documentation requirements, than available semi-formal or 

informal financing.  Box 1 provides more detail on approaches to encourage commercial bank 

downscaling. 

Box 1. Promising Efforts in Bank Downscaling 

 

Models of Commercial Bank Entry into Retail Microfinance.  Successful models for existing banks 

entering the microfinance market include the creation of: (i) an internal unit operating within a Bank (BRI 

in Indonesia, Banco do Nordeste in Brazil), (ii) a financial subsidiary which holds the loans on its books 

(Bangente in Venezuela, (iii) a service company, a non-financial entity providing loan origination and 

administration services (Credife in Ecuador, Sogesol in Haiti).    In addition, numerous new microfinance 

banks have been formed with the specific purpose of serving the MSME sector (ex:  ProCredit/IPC’s 

network of 22 banks in Eastern Europe, Latin America and Africa, ACCION Microfinance Bank Nigeria). 

 

Creating linkages between formal financial institutions and community organizations. Different 

types of alliances are also possible to connect potential borrowers and financial institutions.  In countries 

as diverse as India, Honduras, and Tanzania, formal financial institutions such as banks use a variety of 

less formal, often rural, organizations to overcome the information and enforcement problems of serving 

rural clients. These linkages enable both partners to reduce weaknesses experienced when working on 

their own. The informal organization provides local knowledge and information about the borrower while 

the formal financial institution provides infrastructure and capital to service the client beyond a limited 

geographic area. In Mozambique, Banco Terra targets larger “emerging farmers,” but finances 

smallholder producers indirectly through producer associations.  

 

Developing a broader array of products.   Leasing, factoring and contract finance mechanisms have 

provided important entry points for access to finance, enabling commercial banks to serve SMEs which 

might otherwise lack the required collateral or sufficient credit history. All of these mechanisms have been 

used to some extent in the Philippines but could be further developed given improvements in technology, 

credit evaluation methodology or the regulatory environment. Leasing has the potential to increase 

access to finance because the lessor retains ownership of the asset during the life of the loan, and is less 

focused on a firm’s collateral than its cash flow available to service the lease payments.  Factoring 

involves the immediate purchase of receivables rather than a collateralization of a loan, so it is an 

important source of short-term working capital in many countries, particularly those with weak information 

and legal infrastructure.  Contract finance provides firms with low collateral with financing on the basis of 

contracts awarded, and can be particularly effective in funding the agricultural sector. 
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31.      Efficiency gains to improve the speed of bank loan processing in the formal 

banking sector could encourage increased SME lending.  According to a World Bank 

report13, the Philippines has one of the  slowest processing times for SME loans relative to 55 

countries, as shown in Figure 3.  Currently, the 5 largest banks take an average of 5 days to 

approve a loan, making it more difficult to compete with informal sources which disburse 

within hours.  Credit scoring is being used by commercial banks and some microfinance 

institutions to increase the efficiency of transactions, however significant data and 

technological requirements inhibit the widespread usage of this tool. 

Figure 3: Days to Process an SME Loan 
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Note: This figure shows the number of days it takes to process an SME loan application, according to the surveyed banks. The 

number for each country is the average across all banks in the respective country 

Source: Beck, Demirguc-Kunt and Martinez Peria (2008). 

 

IV.   REGULATORY FRAMEWORK 

32.      The BSP has a comprehensive regulatory framework to support microfinance. The 

Philippines has had a National Strategy for Microfinance in place for more than a decade that 

incorporates principles of sustainable, market-oriented microfinance.  Microfinance was 

recognized under the General Banking Law in 2000. The BSP exempts microfinance loans 

(loans less than P150,000 and used for a productive purpose) from rules and regulations issued 

by the Monetary Board related to unsecured loans.  The BSP also permits banks’ to engage in 

cash-flow lending. There is currently a moratorium on audited financial statements and income 

tax returns being a mandatory part of a small firms' credit file that increases banks ability to 

provide credit.  Microfinance providers are permitted to access the BSP rediscounting window. 

The BSP handles licensing for microfinance institutions, and has established procedures for 

                                                 
13 World Bank. Banking the Poor, 2009. 
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NGOs to transform into regulated financial institutions.  The BSP also has an MSME unit that 

supports the supervision of institutions engaged in microfinance. 

33.      Most banks engaged in microfinance do not utilize the BSP’s microfinance bank 

designation.  Previously, microfinance providers with 50 percent or more of their portfolio in 

microfinance could receive the microfinance bank designation and have easier requirements for 

branch opening. This advantage was eliminated in 2006, when the BSP eased branching 

restrictions for all banks providing microfinance services. In September 2009, 214 banks were 

recognized by the BSP as having microfinance activity, although only 8 institutions had the 

microfinance bank designation.  

Table 8.  Regulation and Permissible Activities of Major Financial Service Providers 

Yes n/a Yes n/a

BSP & 

PDIC BSP General Banking Law (2000)

Yes n/a Yes n/a

BSP & 

PDIC BSP

Thrift Banks Act (1995), 

Law on Corporations 

Yes n/a Yes n/a BSP & PDICBSP

Rural Banks Act (1992), 

modified 2001

Yes Yes No Yes

BSP, CDA 

& PDIC  BSP Cooperative  Code 2008

No Yes No Yes BSP - RA 8367 (1997)

No No Yes No BSP -

Presidential Decree 114 

(1973)

No Yes Yes Yes CDA CDA

Cooperative Code 1990 & 

2008

No No Yes No

Registration 

and reporting 

to SEC -

Law on Trusts and Non-

Profit Foundations

Deposit-Taking Credit

Regulate

Banks 

Subject to 

Prudential 

Regulation

Universal/Comm. 

Bank

Supervise Law

From 

Public

Members 

only

To 

Public

Members              

only

Semiformal 

Institutions

Thrift  Bank

Rural Bank

Cooperative Banks

Credit or Multi-

purpose 

NGOs/Foundations

NBFIS 

Subject to 

Regulation

Non-Stock S&L 

Pawnshops

  

34.      Institutions serving the lower-end of the market currently absorb significant 

supervisory resources.  The spectrum of regulated financial institutions is presented in Table 

8. Although commercial and universal banks have greater complexity, the prudential regulation 

of 650 rural banks takes significant time of the BSP.  BSP applies risk-based supervision to 

these institutions, with weaker institutions receiving correspondingly more BSP attention.  The 

BSP is also intensifying regulatory requirements for rural banks.  Currently, reserve 

requirements are lower for rural banks than the 10% required for commercial and thrift banks, 

and the BSP is moving towards parity in these requirements by 2011. The BSP and PDIC have 

approved a fund to strengthen capital-deficient rural banks.  The BSP also authorizes the 

country’s thousands of pawnshops, and does spot checks to verify their registration with BSP 

and their use of appropriate lending procedures.    Efforts are underway to strengthen BSP 

examiners’ capacity to support MSME-focused banks by improving their understanding of 

credit scoring methodologies and cash-flow based methodologies.   

35.      Some institutions mobilizing deposits are not supervised by BSP. Cooperatives are 

regulated by the Cooperative Development Authority (CDA) and are permitted to provide 

savings and credit to their members. The corresponding on-and off-site supervisory capacity by 
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CDA is under development with assistance from the BSP, although with very limited financial 

and human resources, this process will take time. The 2008 Cooperative Code sets out the 

organizing principles to provide greater structure to credit cooperatives.  Implementing rules 

and regulations are under development that would require those with the intent to provide 

banking services to receive authority from the BSP. NGOs are required to register with the 

SEC and provide annual reports but are otherwise unsupervised. Although cooperatives 

represent less than 1 percent of total system savings and most NGOs are small, problems 

periodically arise when these institutions fail, as none of the member depositors in these 

institutions are covered by PDIC and the cooperative system holds more than 2 million deposit 

accounts. More up-to-date data about the risk profiles and savings operations of cooperatives 

will become available after the completion of re-registration in December, an effort by the 

CDA to gather more systematic information about its members.  

36.      There are opportunities for regulatory arbitrage. Of increasing concern is the trend 

of banks operating NGOs without disclosing this relationship.  Fifteen such banks were 

recently detected by the BSP during the course of their supervisory work. These NGOs are 

attractive vehicles for banks as they are not subject to any restrictions on branching, prudential 

norms, or taxation, but can be used to run complementary operations and serve as a recipient of 

past-due loans, unless the BSP detects the relationship in the course of supervision.  A similar 

worry exists for leasing and finance companies, both of which are regulated by the SEC and 

where discontent over the level of taxation has led some institutions to open non-financial 

subsidiaries. 

37.      BSP regulation regarding mobile money continues to develop.  The BSP has 

provided an enabling regulatory environment for innovation which has increased access to 

finance.  Circular No. 471 (2005) and e-money guidelines (2009) govern these transactions.  A 

variety of models combining savings collection, loan disbursement, and repayment with mobile 

technology are under development and subject to BSP approval. As of the end of 2008, 96 

banks have electronic banking operations – up from 5 banks at the end of 2005. 

38.      Mobile channels are challenging existing regulatory limits.  The 2009 BSP e-money 

guidelines specifically state that funds stored in a mobile wallet are not deposits, are 

redeemable only at face value (i.e. not subject to interest payments) and not covered by PDIC.   

However, 10% of mobile money users already carry balances representing 25% of their 

household savings, so they are already an important savings vehicle for some. 14 Innovative 

products in this area are under development and an enabling regulatory environment could 

increase the ability of individuals to save.  

39.      The success of mobile payments depends on the number of physical access points 

associated with the system. These cash-in/cash-out points are non-bank agents that enable 

                                                 
14

 CGAP.  ―Mobile Money-From Concept to Reality.‖ June 2009.  This study also notes that 65% of mobile money 

users desire a formal savings product. 
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customers to add value or to convert stored value back into cash.  These points number 

approximately 15,000, plus most of the country’s 7,500 ATMs, which can also be used. An 

untapped avenue for additional points of sales is the 2 million total airtime sellers, who are not 

currently performing the service. Some reasons for include cumbersome registration processes 

for cash-in/cash-out points, difficulties in processing group registrations for networks of 

merchants, and delays in the provision of required AML/CDD training for non-bank agents 

outside of Manila. One factor that has slowed the BSP’s ability to streamline these procedures 

is the necessity of balancing prudent application of AML requirements while providing an 

enabling environment for technological innovation. The BSP is also studying the possibility of 

third-party retailers (such as convenience stores) being used for mobile money transfers. 

40.      Increasing access to banking services through government payments has yet to be 

fully realized.  There is considerable donor interest in providing government to person (G2P) 

social payments in forms other than cash—particularly mobile technologies—with the goals of 

increasing efficiency and including more people in the formal financial sector.  The 

Government has recently provided certain social transfers using debit cards that are distributed 

by GFIs.  However, additional efforts would be required to integrate these transfer recipients as 

bank clients, as most cards were immediately debited without further transactions on the part of 

the recipient. Technology remains a barrier to at least one major mobile payments provider, 

which mentioned that their text based mobile payments platform was unable to accommodate 

the complexity of the required government formats.   

41.      The expansion of eligible sites for non-branch bank offices and improvements in 

licensing has increased physical access points.  BSP Circular 505 (2005) partially lifted the 6 

year moratorium on branching. In October 2009, Circular 699 expanded the scope of locations 

eligible to serve as other bank offices (OBO) to include loan collection and disbursement 

points of microfinance institutions providing the ability to use these offices for deposit 

transactions.  These offices have lower associated costs and fewer regulatory requirements.  

The BSP has set lower capital requirements to open branches in more rural areas.  Efforts to 

streamline, make transparent and speed branch and OBO licensing process, which has been 

slow in certain cases, are underway.  The recent publication of licensing requirements on the 

Internet was a positive step. 

42.      Changes in accounting standards have caused some uncertainty among leasing 

companies.  The implementation of International Accounting Standard 17 (IAS17) has caused 

some confusion among the industry players, as IAS 17 does not allow lessors to book 

depreciation on equipment which contradicts the existing provision of the Bureau of Internal 

Revenue’s Regulation No. 19-86, which allows the same. The strict implementation of IAS 17 

has caused some lessees, particularly the multinational corporations, to lose interest in financial 

leases because the lease obligation now needs to be shown in the balance sheet, thus reducing 

their incentive to enhance their financial ratios via a lease transaction. 
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43.      Unequal tax treatment is creating sub-optimal incentives for regulated financial 

institutions.  Banks and finance companies are subject to tax on net income, gross receipts tax 

and withholding taxes on savings. Cooperatives under P10 million in loan volume are largely 

exempt from the taxes paid by banks.  They are a particularly attractive place to hold savings, 

as they are exempt even from the 20 percent withholding on client deposits mandated for 

banks, leading to higher effective interest rates for depositors.  NGOs are completely exempt 

from taxes if they declare a social purpose to the SEC, although without a formal supervisory 

function, this is not verifiable.  

V.   AVAILABILITY OF INFORMATION FOR CREDIT DECISIONS 

44.      The scope and coverage of existing credit history data is thin and limiting access to 

finance. Repositories of credit information are important tools in helping banks make lending 

decisions, and bringing down cost and time spent in loan underwriting and administration.  It 

also plays a key role in avoiding over indebtedness, which is important in the context of 

sharply increase salary loans and credit card provision.  The Philippines currently has private 

entities providing information useful for credit decisions, although their coverage is limited. 

The Bankers Association of the Philippines credit bureau holds positive and negative credit 

information on 2.7 million corporations and individuals (roughly 5% of the adult population).  

Most rural banks, NBFIs and non-regulated financial service providers do not report positive 

information to the BAP credit bureau.  Other private companies aggregate public non-credit 

information to create consumer profiles for purchase. 

45.      A law establishing the framework for a centralized credit bureau system was 

passed in 2008. The Credit Information System Act (CISA) established the Centralized Credit 

Information Corporation (CCIC), a government owned corporation under the direction of the 

SEC. This credit bureau is envisioned to include data from all financial institutions and lending 

NGOs.  The development of the credit bureau corporation is underway.   Board members have 

been invited and investments in the corporation are being solicited. 

46.      The legislation establishing the credit bureau should be reviewed.  First, the credit 

bureau function is not one normally placed in a capital market regulator, whose responsibilities 

are quite different; hence it is not clear whether the SEC is the entity best suited to oversee the 

establishment and operation of the CCIC.  Credit bureaus are generally independent, or situated 

in an entity whose functions and responsibilities are much more closely aligned to its purpose.  

In the Philippines, the credit bureau concept was developed by the BSP which has existing 

staff and technology to interact with a broad range of financial institutions to collect regular 

reports, while the resources allocated to the SEC to support the development of the corporation 

have yet to materialize. Second, current draft implementing rules and regulations provide that 

the CCIC will include credit information from financial institutions, credit card providers, and 

government lenders. However, it does not require data from utility companies as occurs in 

other credit bureaus in countries such as Australia, El Salvador, Korea, and the United States. 

Utility payments are often the only source of credit history for low-income people.    
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47.      Centralized systems to provide information on moveable property and land title 

systems have not been fully developed. No moveable property registry exists, and the 

Registry of Deeds of the Land Registration Authority lacks a centralized computer system that 

connects it with the regional offices, leading to waits of 2 weeks in many cases when records 

are requested. This limits valuable information that lenders might otherwise use in credit 

decision. 

VI.   GOVERNMENT POLICIES AND PROGRAMS RELATED TO ACCESS TO FINANCE 

48.      Since the prior FSAP, the prohibition on direct lending by government agencies 

has been repealed. The Government’s concern for its non-banked citizens and the apparent 

absence of appetite within the formal sector has resulted in an increase in government 

programs providing direct services to the people of the Philippines. In 2006, Executive Order 

558 expanded the participation of Government Non-Financial Agencies and Government 

Owned and Controlled Corporations in providing credit services directly to citizens. It repealed 

a 1999 order restricting governmental organizations to capacity building and creating a 

favorable policy environment for financial services because ―a number of government-funded 

credit programs that are inefficiently managed and implemented, resulting in huge waste of 

scarce government resources.‖ 

49.      Direct lending has the potential to reverse gains made in sustainable finance.  The 

various lending programs under the Department of Social Welfare and various housing 

agencies are not subject to the same reporting and prudential standards as regulated financial 

institutions and generally place more emphasis on disbursement than repayment.  Often they 

are providing credit at subsidized rates, which can reduce access to finance by diminishing 

incentives for private commercially sustainable financial institutions to operate.  In addition, 

international experience shows that directed government lending programs often do not 

accomplish their goals and result in waste. Some governments are finding other ways to 

provide incentives to private lenders to reach out more to untapped markets. 

50.      The government has a 35 percent mandatory credit allocation for all regulated 

financial institutions supervised by BSP. Of this, 25 percent is for the agriculture sector and 

10 percent is for SMEs. Options for alternative compliance include the purchase of government 

securities, loans related to other social sectors, and wholesale provision of credit. These 

programs were not complemented by significant changes to help make the target clients more 

bankable.  

51.      The recent typhoons have accelerated legislative efforts to enforce bank 

compliance with the 25 percent mandatory credit allocation for agriculture.  Presidential 

Decree 717 (the Agri-Agra Law) mandates 15% of each institution’s total loanable funds for 

agriculture and 10% for beneficiaries of agrarian reform.   As shown in Figure 4, only rural and 

cooperative banks exceed the required lending without the use of alternative compliance. 

During the FSAP, congressional efforts were underway to amend the law to remove alternative 
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compliance, although the capacity of agrarian borrowers to absorb this significant increase in 

credit was under debate.  

 

 

 

 

 

 

 

 

Figure 4: Compliance with Agri-Agra         Figure 5:  Compliance with MSME Allocation 
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UNIVERSAL/ COMM. BANKS

Compliance Ratio Alternative Compliance Ratio

Source: FSAP Analysis of June 2009 BSP data.  

52.      Most financial institutions have found it difficult to comply with Agri-Agra.  Less 

than 50% of the allocation to agrarian reform recipients (which include many small farmers 

and fisherman) is provided directly by commercial and universal banks.  It difficult to evaluate 

this policy’s costs and overall effectiveness since the law’s passage in 1975.  Only the volume 

of credit provided is known—data on number of recipients, their characteristics, the terms of 

credit provided and portfolio quality is lacking. Additional research on the constraints faced by 

agrarian reform borrowers could help to enlighten this debate and suggest alternatives. 

53.      The mandatory credit allocation for MSMEs has been more easily fulfilled by 

many banks.  RA 8289-Magna Carta for SMEs, developed in 1997 and renewed in 2007, 

requires that all public and private lending institutions provide 8% and 2% of their total loan 

portfolio for small and medium enterprises lending, respectively.  As of June 2009, close to 

500,000 borrowers are receiving loans classified under this MSME category.  As shown in 
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Figure 5, thrift banks and rural banks exceed the 10% requirement, suggesting the irrelevance 

of this rule for them, as MSMEs are their core market.  Some MFIs with small average loans 

find it difficult to lend to medium enterprises to meet the medium enterprise requirements.  

Meanwhile, universal banks exceed the requirement for lending to medium enterprises, but are 

deficient in direct compliance to micro and small enterprises.  The development of a trading 

mechanism for compliance credits to be operated by a government agency has been discussed, 

analogous to that for carbon credits. Such a system would allow banks with excess compliance 

to trade, providing incentives for them to serve their chosen market niches. 

54.      Government Finance Institutions Land Bank and DBP (Development Bank of the 

Philippines) have improved their financial performance in recent years.  Both institutions 

are profitable, NPLs have dropped sharply (both have NPLs off less than 5% now), and 

independent rating reports find them efficient relative to their peers.  These two institutions are 

largely free of government subsidies, with the exception of their privilege in the holding of 

government deposits, which limit their incentive to mobilize private deposits.15  Land Bank’s 

share of direct lending is declining (DBP has a limited amount), and the bulk of their support to 

marginalized sectors is through wholesale lending to conduit financial institutions like 

cooperatives and rural banks at market or slightly below market rates. Still, the additionality of 

some of their lending activities should be reviewed.  Both have portfolios concentrated in areas 

with strong potential for private sector involvement: Land Bank in large agribusiness and 

lending to Local Government Units, and DBP in infrastructure finance, albeit for 

developmental purposes. 

55.      There appears to be considerable overlap among the wholesale lenders to 

microfinance.  Microfinance institutions can solicit funds from DBP, SBCorp, Land Bank, 

PCFC, NLDC, and the private sector. Although these providers have distinct niches, appear 

solvent, and generally adhere to market interest rates, they should be reviewed for overlap and 

market demand. These entities can only fund accredited institutions that meet international 

standards of financial performance and portfolio quality, and some of these institutions have 

access to private funding, sometimes at a lower rate. Given the relatively small size of the 

microfinance market, synergies could be achieved by consolidating functions among the five 

government wholesale lenders.    Furthermore, although these sources of finance are valued by 

for their stability and to diversify funding risks, easily accessible wholesale funds reduce the 

incentives of financial institutions to mobilize deposits, which often provide a cheaper source 

of funding.    

56.      Government Finance Institution partial credit guarantee schemes are available to 

promote agricultural and SME lending. BSP permits a reduction of the risk weighting from 

100% to 20% for unsecured bank loans guaranteed by the SBCorp guarantee for SMEs or the 

new Agricultural Guarantee Fund Pool (managed by Land Bank). SBCorp’s guarantee covers 

                                                 
15

 Land Bank’s stated mission is to provide financial and technical support to farmers, fisherfolk and other priority 

sectors.  DBP’s mission is to fill the gap for medium and long-term financing. 
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70-85% of the loan with a fee of 1.5-3% per annum, while the new agricultural guarantee 

provides for 85% coverage for a fee of 3% per annum with the goal of promoting lending to 

those who lack collateral. The cost of these guarantees is subsidized, since the estimated true 

cost of such guarantees is 5-6% per year. The new agricultural guarantee has been well 

received by banks. 

Consumer Protection and Financial Education 

57.      A substantial legal and regulatory framework for consumer protection exists in 

the Philippines.  RA 7394 (Consumer Act of the Philippines of 1991) provides the legal 

framework and state policy on consumer protection and establishes standards of conduct for 

businesses. Title IV of the Act states that government shall "simplify, clarify and modernize 

the laws regarding credit transactions and encourage the development of fair and sound 

consumer credit practices." The law requires full disclosure of the true cost of credit 

transactions and interest and finance charges and reiterates the intent of RA 3765 (the Truth in 

Lending Act) requiring all creditors to furnish their borrowers with information in a 

standardized format. 

58.      Five institutions are mandated by law to regulate and implement policies related 

to consumer protection in microfinance activities:  (i) A BSP unit, the Financial Consumer 

Advisory Group, was developed in 2006 with a mandate to assist customers with complaints 

related to institutions regulated by BSP.  It receives a small but increasing number of 

complaints each year, 220 as of November 2009.  (ii) PDIC manages concerns related to 

deposit accounts in live banks and claims against closed banks.  (iii) CDA answers concerns 

related to cooperatives, (iv) SEC for NGOs and lending companies and (v) the Insurance 

Commission for insurance entities. These multiple ombudsmen to resolve complaints make the 

system more confusing for consumers to navigate. 

59.      Other networks and government organizations have developed complementary 

consumer protection efforts.  Both RBAP and MCPI (Microfinance Council of the 

Philippines) have a code of ethics for its members. In 2007, the National Anti-Poverty 

Commission issued an advisory to disseminate information about consumer protection for 

microfinance.   

60.      Financial education is a key element of the Government’s vision for financial 

inclusion.  BSP has developed curricula to help different target segments develop financial 

management skills:  youth, working populations, marginalized populations and overseas 

workers.   Children ages 6-11 receive instruction in financial literacy and Government is 

looking to make financial education courses a mandatory component at universities. BSP has 

sent mobile vans to regional offices and staff to train microfinance clients to further its 

outreach in financial education.   The Department of Trade and Industry (DTI) provides some 

financial literacy training targeted to firms along with a variety of private NGOs.  
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VII.   RECOMMENDATIONS 

61.      The following measures would improve sustainable and quality access to finance: 

 

 Facilitate the expansion of physical access points for financial services. BSP could (i) 

streamline accreditation procedures (particularly bulk accreditation procedures) for cash-

in-cash out points, (ii) increase availability of required AML training for these non-bank 

agents located outside of Manila and (iii) continue to improve the efficiency of licensing 

procedures to facilitate the opening of bank branches and OBOs (Other Bank Offices). 

(iv) develop ways to harness the extensive network of semi-formal institutions to promote 

diverse and high quality financial services. 

 Amend the leasing law so it consistent with IAS. Making the law consistent with 

international accounting standards would reduce uncertainty among financial institutions 

and increase their interest in expanding the use of this key product for SMEs.  

 Promote measures to safeguard the deposits of low-income borrowers by 

strengthening the capacity of CDA. As cooperative deposits are not covered by PDIC, 

CDA should requesting supervisory assistance from BSP for the 1.4 percent of credit 

cooperatives classified as large (assets greater than P100 million) until its supervisory 

function is further developed. Since capacity building at the CDA will take time, CDA 

could use field representatives or outsource a more formalized information gathering and 

audit function while continuing to promote solid internal governance practices among 

members. 

 Improve the availability of information on potential borrowers. The planned credit 

bureau should cover the range of financial institutions and utilities. Efforts should be 

made to bring in stakeholders specializing in credit information as part of the new credit 

bureau and to prepare a broader range of financial institutions to report data. Support 

could also be provided to development of a moveable property registry, ideally one that is 

fully Internet based, and technological upgrades to the land title system. 

 Minimize government policies that distort incentives to providing sustainable 

financial services. Alternatives to the 35 percent in mandatory credit allocations for 

financial institutions should be analyzed further, and a strategy should be developed to 

minimize GFI involvement when private sector funding is readily available. 

 Establish a single gateway point for financial transaction related-consumer 

complaints.  A common ―gateway‖ point, such as the Consumer Portal under 

development by the BSP for its regulated institutions, would be more user-friendly, 

provided it has sufficient power to coordinate the efforts among the other four entities 

with supervisory responsibilities. 



 

21 

 

62.      Provide capacity building in key areas to further access to finance.  The following 

needs were cited for these segments:  (i) For clients: financial literacy training to prevent the 

misuse of loans and over indebtedness and promote financial management skills, (ii) For 

SMEs: Business Development Services (BDS) in areas such as marketing, business plan 

development and assistance in preparing financial statements suitable for commercial banks, 

(iii) For microfinance institutions (including rural banks and cooperatives):  improved risk 

management tools, product development and MIS development, (iv) For commercial banks:  

product development training to assist them in serving unfamiliar markets and TA to encourage 

linkages between institutions with links to underserved communities and banks. Capacity 

building to increase the supply of bankable projects, for example by improve the productive 

capabilities of agricultural borrowers through improved agricultural techniques, was also 

deemed critical. 


