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ACRONYMS AND ABBREVIATIONS I EXECUTIVE SUMMARY 

Executive Su,mmary 


To encourage and build support for the peace process currently underway 
between the Government of the Republic of the Philippines (GRP) and the 
Moro Islamic Liberation Front (MILF), the international donor community 
led by the World Bank, completed recently a Joint Needs Assessment aNA) 
to ascertain current needs and provide a basis for designing and funding 
a reconstruction and development program for 150 conflict-affected areas 
(CAAs) in 13 provinces of Mindanao. 

Nineteen municipalities in seven of the most
affected provinces were selected as sample sites 
for the ]NA. These were Labangan (Zamboanga 
del Sur), Ipil (Zamboanga Sibugay), Baloi, 
Kauswagan and Matungao (Lanao del Norte), 
Butig, Kapatagan, Masiu and Madalum (Lanao 
del Sur), Matanog, Shariff Aguak, Talayan and 
South Upi (Maguindanao), Matalam, Midsayap 
and M'lang (North Cotabato) and Palimbang 
(Sultan Kudarat). 

BACKGROUND AND ECONOMIC PROFILE 

Extended conflict in many parts of Mindanao has 
displaced people and set back, or reversed, the 
process ofdevelopment in an already impoverished 
region of the Philippines. Conflict has led to loss of 
livelihood and deepening poverty, while the lack of 
investments has affected prospects for future growth 
in employment and incomes. CAAs are defined as 
much by economic disruption and decline, as by 
insecurity, violence, social fragmentation, or the 
breakdown of the rule of law. 

The provinces in which the selected areas are 
located have among the highest incidences of 
poverty in the Philippines despite having some of 
the richest agricultural land. They also compare 
least favorably in terms of health, education, 
and other human development indicators. The 
areas remain predominantly agricultural, with 
agriculture, fisheries and forestry accounting 
for between 30% and 49% of regional Gross 

Domestic Product (GOP), compared to 15% for 
the Philippines as a whole. There is very limited 
manufacturing, trading or service activity, even 
in agro-processing or traditional crafts, and few 
businesses of any kind. Productivity and factor 
incomes are low, reflecting the lack of investment 
or use of modern technology. 

There are also very few banks or non-banks (or 
many lenders of any kind) in the area, most 
especially in Autonomous Region in Muslim 
Mindanao (ARMM). The ARMM provinces have 
the lowest average density of banking offices (just 
0.5 offices per municipality, compared to 152 per 
municipality in the National Capital Region), 
and the lowest average density of any type of 
financial institution offices (2.0 per municipality, 
compared to 335). Even though the level ofdeposit 
mobilization is low, even less is lent in the area, 
resulting in a deposit ratio of just 0.18 (compared 
to 0.98 in the NCR) that is, less than a fifth of the 
deposits mobilized within the region are lent back 
within the region. 

The expansion of micro-financing seen elsewhere 
in recent years has also had only extremely 
limited impact in these areas, even though it 
would appear that the need for smaH, often 
tiny, non-collateralized loans (the very niche 
that micro-lending is suited to serve) that exist 
in the area might have provided an opportunity 
for more micro-financing institutions (MFIs) 
to be present. 
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Overall, the existing data pointed to a compelling 
need for efforts to create new jobs, raise productivity 
levels, and increase incomes. 

FINDINGS FROM THE JNA CONSULTATIONS 

The first phase of the JNA was completed in April
May of 2004. Extensive consultations were held 
with key informants, representatives of national 
and regional line agencies, the Bangsamoro 
Development Agency (BDA), the private sector, 
as well as government and private financial 
institutions. Field visits were completed in Phase 
II during August-September 2004. In aU, the 
Finance and Private Sector Development (FPSD) 
Team visited eight of the 19 sample sites in the 
four provinces with the greatest concentration of 
such sites. The Team also visited five adjoining 
cities and market towns serving as important 
trading and service centers for the selected 
municipalities. 

During the field visits, the Team held on-site 
consultations with communities in the area to 
understand their economic concerns and needs. 1n 
total, the Team held 12 focus groups discussions 
(FGDs) and nine meetings with key informants. 
The visits were used also to collect some basic 
economic data (within the limits imposed by time 
and security constraints) to validate the needs 
expressed by the communities, fill in gaps in 
published data and obtain a better understanding 
of the underlying causes of under-development. 

The Team found that while all the municipalities 
had been affected by conflict (indeed, they were 
selected for that reason), there were important 
differences from area to area. A few seemed to 
show some signs of recovery, while others were 
still caught up in fighting, with communities 
overwhelmingly concerned about security and 
meeting basic needs. 

In gener~l, the situation is still very unsettled in 
northwest Mindanao, including municipalities 
like Kauswagan in Lanao del Norte. In the 
east-central areas, such as the municipalities 
visited by the Team in North Cotabato (M'lang, 
Midsayap and Matalam), the situation was less 
unsettled even though there continued to be 

problems in the surrounding areas. Here, there 
was greater concern about development issues, 
as people's attention turned from survival to 
the future. 

There has been very little productive investment 
in the area (except perhaps for some limited 
recent investment in the three municipalities 
listed above). A continuing lack of securitYI 
poor transport and other infrastructure facilities, 
insufficient business skills or knowledge of 
modern technology, limited and costly finance, 
inadequate support from governments and 
poor governance, and lack of market access, in 
that order, are the main constraints to greater 
investment at present. 

As far as the availability of finance is concerned, 
the Team found that borrowers are substantiallt 
dependent on traditional sources of credit 
like traders or on individual informal lenders ~ 
especially in the two ARMM provinces visited 
by the Team. 

Furthermore, the amount of credit available is 
limited with a short maturity of a few days to 
three or four months. It is also expensive (about 
twice as much as Manila) except for some direct 
or indirect loans from the Land Bank of the 
Philippines (LBP), the Quedan and Rural Credit 
Guarantee Corporation (Quedancor), or a few 
donor funded cooperatives. 

The development of MFIs has been discouraged 
by poor infrastructure (bad or no roads, power 
cuts, poor transport links), the absence of 1 
suitable network of bank branches to help handle 
cash-based transactions, and poor law and order, 
making it difficult to enforce collection and 
dangerous to hold and transport cash. In some 
areas, stable communities have yet to emerge 
because of periodic outbreaks of fighting. 

CONCERNS AND NEEDS OF THE CAAS 

The consultations in the two phases revealed manx 
and wide-ranging concerns. They included the 
overriding need for security, the need for better 
infrastructure and for basic farm equipment and 
post-harvest facilities. 
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The main economic concerns ofdirect relevance to 
this (FPSD) component include the following: 

1) 	 A need for capacity building and technical 
training to equip people with business and 
technical skins in order to start and run small 
businesses. 

2} 	 Access to financing needs to be improved. 
This point was made more often by women 
participants at focus group discussions and 
seemed to have greater importance in areas 
beginning to show signs of recovery. 

3} 	 Better governance is needed because it was felt 
that governments did not playa sufficiently 
proactive and supportive role. The multiplicity 
ofnational, regional and local authorities with 
divided responsibilities, acted as a brake on 
development. Many functions had devolved 
to Local Government Units (LGUs) but they 
did not have the capacity to execute their 
responsibilities effectively. Potential investors 
also stressed the need for simplified procedures, 
timeliness, consistency, and predictability 
of outcomes with regard to the regulatory 
process. 

4} 	 Larger investors spoke of impediments 
to business, listing problems of security, 
inadequate infrastructure, lack of health and 
education facilities for workers' families and 
problems in providing collateral. This increased 
the cost of doing business and along with the 
greater risks, led many investors to restrict their 
investments in the region and for most to stay 
away entirely. 

5} 	 There were also requests for loan financing (as 
well as the option for making deposits) based 
on Islamic "banking" principles, which did not 
involve the payment of "Riba" (interest). 

6} 	 Finally, there were some concerns about the 
unsustainable use of natural resources and 
environmental degradation. 

CHALLENGES IN RESPONDING TO NEEDS 

Designing interventions to respond to needs in 
post-conflict situations is complex and challenging, 
in some ways particularly so for this component. 
First, while interventions that promote private 
sector investment offer the potential for creating a 

virtuous cycle ofgrowth and investment, the scope 
for donor or government interventions with direct, 
demonstrable benefits in the short term are limited. 
Most interventions act indirectly and do not result 
in easily measurable outputs. 

Second, there is no guarantee that they will 
succeed in their objectives. The interventions can 
only aim at removing constraints and creating an 
enabling environment that supports and promotes 
private initiative and enterprise. Success ultimately 
depends on the private sector responding to the 
interventions. Third, interventions take time to 
show results. 

However, because the reconstruction and 
development program is intertwined with the 
objective of peace building, some perceptible 
benefits (in ternis of expectations of a better life, 
more opportunity and higher incomes) within 
a short time frame are essential to give affected 
communities a stake in the peace process. Responses 
to needs, therefore, have to adopt innovative 
transitional approaches to yield perceptible 
benefits in the short term while efforts to carry out 
more reforms that are fundamental and improve 
conditions continue. 

Interventions also have to be sequenced depending 
on where each community is on the conflict-peace 
continuum whether they are at the stage where 
Kauswagan is, or whether they have progressed 
further, like Midsayap. 

Because the interventions are being planned in the 
context of a conflict situation, their likely impact 
on the conflict situation has to be taken into careful 
consideration. Interventions have to address not 
only stated needs, but also some of the root causes 
of conflict if possible, avoid exacerbating tensions 
or triggering violent conflict and promote the 
strengthening ofsocial capital. 

Finally, interventions have to meet both stated 
needs and effectively address the ultimate goals of 
increasing employment and incomes. In fact, all 
interventions involve some trade-offs. Designing 
interventions thus requires the difficult balancing 
of often opposing considerations. 
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THE TEAM'S APPROACH 

The consultations pointed to numerous needs. 
However, the Team felt that it would be more 
effective to focus on a few concerns. This would 
allow greater attention to the implementation 
of the recommended actions. In general, the 
recommended actions should focus on the most 
important needs and on measures that can deliver 
some benefits relatively quickly. Interventions 
that fall in the realm of other JNA sector teams, 
or those that have been or are the subject of 
earlier or ongoing interventions by donors or 
government agencies, are among those which 
have not been included here. 

The Team decided against specifying particular 
industries/products and locations for its 
recommended interventions, since it holds 
the view that these choices should be with 
only very few exceptions market-driven or 
emerge endogenously, not imposed from the 
top down. 

STRATEGIES FOR INCREASING INCOMES 

Earlier, it was noted that interventions should meet 
both stated needs and address the goal of greater 
employment and higher incomes. 

So what are the most effective economic strategies 
to generating more employment and raising 
incomes in the short term? The Team believes that 
these are: 

1) Promote the development of small and 
micro-enterprises. These involve labor-intensive 
activities and techniques. Compared to larger 
enterprises, they need less capital and support 
infrastructure, and can profitably serve limited 
markets. Such enterprises are thus better suited to 
smaller urban and rural areas and to CAAs with 
damaged infrastructure, depleted human capital 
and limited spending power. Their shorter project 
cycles also mean they can generate benefits in a 
relatively short period and are subject to fewer risks 
than large, long-gestation projects in the uncertain 
and changeable conditions of CAAs. They are also 
more appropriate for people from the region, given 

the limited capital resources available locally for 
investmen't. 

SmaH enterprises can thus create dispersed 
employment opportunities and increase incomes in 
conflict areas. Further, the emergence ofnew micro
enterprises, and the hope that some of them will 
scale up their operations later, offers the potential 
for a bottom-up approach to jump-starting pos,t
conflict economic regeneration, with few adverse 
peace-conflict impacts. 

Interventions that respond to needs and ultimately 
help promote investment in micro-enterprises, such 
as (i) training and (ii) improving the availability of 
finance for such enterprises, should thus be at the 
core of the private sector development component 
of the Reconstruction and Development (R&D) 
Program. 

2) Provide Incentives to Attract Investment into 
the Region. EffortS should also be made to attract 
investment into the region by addressing socle 
of the concerns of sponsors of medium and large 
enterprises. While there were some concerns about 
the likely benefits to the local population of such 
investments, experience shows that they can bring 
in technology, management skills and capital in~o 

the area and provide jobs and experience to "local" 
residents. Such investments can be considered 
akin to "foreign direct investment (FDI)," but in 
a domestic setting (Mindanao being the recipient 
of inward investment not just from overseas, but 
also the rest of the Philippines). As is well known, 
many countries in Southeast Asia, including the 
Philippines itself, have benefited immensely from 
FDI inflows. 

Thus, the Team has ecommended that certain 
transitional strategies (see below) to help attract 
investments be considered. To achieve these 
strategies of increasing jobs and incomes, and 
responding to needs, the Team recommends the 
following interventions: 

(a) Provide Training and Capacity Building To 
facilitate the development of micro and small 
enterprises, there is a need for training and capaci 
building in three areas, including: 

XII 
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• 	 Entrepreneurship 
• 	 Basic business skills such as bookkeeping, 

and knowledge of banking procedures and 
marketing 

• 	 Technical/vocational skills and knowledge of 
current methods and best practices for the 
manufacture of specific products 

To ensure that the training is relevant, rather than 
merely imposed, and that it is useful in promoting 
the establishment of new businesses and enterprises, 
the program has to be carefully structured and 
methods for screening and self-selection of 
participants introduced. Post-training follow-up 
and support also needs to be a significant part of 
the program. 

(b) Augment the availability of finance for small 
and micro-enterprises The problem with access 
to credit is attributed to the difficulty lenders 
have in accurately estimating risk in an uncertain 
environment. There is uncertainty due to the risk 
of conflict and displacement of people, because 
small borrowers are frequently unable to provide 
information about their potential market, business 
plans or ensure reliable accounts, and because 
collection can be difficult due to the lack oflaw and 
order. This often leads many lenders to conclude 
that the potential returns are not worth the costs 
of lending. 

The problem is compounded due to problems 
wirh collareral. Formal lenders are generally 

unwilling to accept property outside the main 
cities as collateral due to inadequately defined 
ownership, deliberate fraud and problems of 
physically enforcing possession, apart from the 
more general problem of creating a charge on 
land allotted under the Comprehensive Agrarian 
Reform Program (CARP). 

Experience also indicates that lending by outside 
institutions often does not work in the CAAs. 
Thus, the best prospect for enhancing the flow 
of credit in the region seems to lie in (non
collateralized) micro-lending by locally based 
institutions and organizations. Such lenders 
include rural banks and credit cooperatives. 
Among them, rural banks have the ability to 

mobilize resources through deposits and can offer 
greater and more competitive financing. 

3) Attract investments in medium and large 
enterprises through (transitional) initiatives. 
These include: 

Link directly a package of spending by 
the government on public infrastructure 
such as access roads, schools and clinics to 
proposed investments in medium and large 
enterprises. This would help offset some of 
the additional costs of conducting business 
in areas where these are lacking. 

• 	 Mitigate risks by setting up a suitable 
government-backed insurance scheme to 
cover specific, narrowly defined, security
related risks for projects in CAAs. There are 
two options: either the government directly 
provides cover for "conflict" risks or, if 
private insurance companies are willing to 
cover these conflict risks, the government 
can pay the premium for them. This 
approach is based on the principle that risks 
should be unbundled and assigned to those 
best able to control those risks. In the case 
of security and the maintenance of law and 
order, this is the responsibility ofgovernments 
(national, regional and local). 
One or more special economic zones or 
industrial estates should be established. 
The special zones would address many 
concerns in rhe area as ir could provide 

greater physical security; facilitate the 
provision of common infrastructure 
services (power, water, effluent disposal, 
warehousing) as well as banking, education 
and health services. It would also help 
provide clear land titles (or land lease 
agreements) to locators to facilitate 
the creation of collateral, and allow 
single-window clearance for land use, 
environmental and business permits, and 
visas for expatriate investors. 

In addition, the units in an industrial estate would 
form a "cluster" with the attendant advantages that 
such clusters bring. Finally, the estate could become 
an important vehicle for foreign investments, 
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including the much-anticipated investments from 
other countries in the region. 

4) Explore the Expansion of Islamic Banking. In 
view of the sentiments expressed on the matter, 
expediting the salelrehabilitation of Al-Amanah 
Islamic Investment Bank of the Philippines 
(currently the sole authorized Islamic banking 
institution in the country) and permitting other 
Islamic banks to be set up, would have an important 
symbolic value. It could facilitate the peace process, 
at little or no additional cost to the government. 

Each of these recommendations is elaborated in 
detail in the main report. A discussion ofthe related 
risk, sustainability and conflict sensitivity issues, 
implementing arrangements and indicative budget 
requirements, is also provided. 

It is proposed that any work on the financial and 
private sector program be coordinated closely with 
the International Finance Corporation (IFC) of 
the World Bank. IFC is implementing a program 
on SME Development for the Philippines with a 
focus on Mindanao. 

XlV 
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Overview of the Financial Sector 

This final report for the Finance and Private Sector Development (FPSD) 

component integrates the findings from a review of earlier assessments and 
consultations made during Phase I ofthe Joint Needs Assessment aNA) with inputs 
from the field visits carried out in Phase II, and presents the Team's recommended 

I The remaining ARMM provinces, Basilan, 
Tawi-Tawi and Sulu, rank 76, 77, and 78. 
It is also likely that since the above data 
was collected in 2000, the condition 
of some of these provinces may have 
actually worsened following the "all-out 
war"of2000 and the outbreak offighting 
in 2003. 

sector interventions. 

The JNA was focused on ascertaining the views of 
the people in the conflict-affected areas (CAAs) 
about their needs, and on how the government 
and private institutions can respond to these 
needs. A list ofexisting interventions in the sample 
municipalities can be found in the Annex of the 
Integrative Report. 

SOCIO-ECONOMIC PROFILE 

The selected 19 municipalities (see Table 1) are 
located in provinces that have the highest incidences 
of pover ty in the Philippines and compare 
least favorably in terms of human development 
indicators. Table 2 presents some indices for these 
provinces. (The table lists six instead of seven 
provinces since the data was collected prior to the 
bifurcation ofZamboanga del Sur into Zamboanga 
Sibugay, and the current, residual province of 
Zamboanga del Sur.) 

Over half the population i.s listed below the 
poverty line in five of the six provinces included 
here and over 60% of the population in three of 
them. Only provinces in Region VIII (Eastern 
Visayas) and some provinces in Region V (Bicol) 
have comparably high incidences of poverty in the 
Philippines. 

The situation is worse when other indicators of 
welfare, like health and education, are factored in. 
In terms of the Human Development Index (HDI), 
Maguindanao and Lanao del Sur rank 74 and 75, 
respectively (out of 78 provinces which existed at 
the time).l 

Despite low per capita income and the high 
incidence of poverty, the data indicates higH. 
levels of employment. On the face of it, this is 
contradictory: typically, high levels ofemployment 
are associated with prosperity and vice-versa. This 
is true, for example, of more developed economie~ 
transitioning through different phases ofa busines 
cycle. However in this case, high employment 
indicates a struggle to meet basic needs the work 
may itself not be rewarding. In general, high 
employment coupled with poverty indicates low 
productivity and factor incomes. 

Lack ofdevelopment in the region has also meant 
that these areas have remained predominantly 
agricultural, lacking the diversified and 
differentiated economic activities found irl 
more developed areas. Agriculture, Fisheries and 
Forestry account for 49% of Gross Regional 
Domestic Product (GRDP) in ARMM (taken as 
a whole), 37% in Region IX (Western Mindanao), 
31 % in Region XII (Central Mindanao), and 
30% in Region XI (Southwestern Mindanao), 
compared to 15% for the Philippines as a whole. 
Conversely, Industry accounts for just 11 % of 
GDP in ARMM and 19% in Region IX. 

The widespread poverty in the region despite 
the fact that it includes some of the agriculturally 
richest lands in the country shows that the effect 
of conflict has been extremely damaging. 

The low level of productivity also highlights the 
lack of investment or use of modern technology 
in the region. Data points to a compelling need to 
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Zamboanga del Norte 
Zamboanga del Sur 
Zamboanga Sibugay 
Lanao del Norte 
Compostela Valley 
Davao Oriental 
North Cotabato 
Sultan Kudarat 
South Cotabato 
Sarangani 
lanao del Sur 
Maguindanao 
Basilan 

labangan 
Ipil 
Baloi, Kauswagan, Matungao 

Matalam, Midsayap, M'lang, Pikit 
Palimbang 

Butig, Kapatagan, Madalum, Masiu, Balabagan 
Matanog, ShariffAguak, South Upi, Talayan 

X 
XI 

XII 

ARMM 

1997 PhP 
Zamboanga del Sur 20,185 
lanao del Norte 25,572 
lanao del Sur 15,936 
Maguindanao 19,967 
North Cotabato 19,443 
Sultan Kudarat 18,653 

(Notes and sources are given in Annex I, from which this Table is derived.) 

improve the efficiency and productivity ofexisting 
economic activities supplemented by growth in 
productive non-farm output and employment. 
Given the dominant share of agriculture in the 
regional economy, improvements in agriculture and 
higher farm productivity will inevitably be the main 
driver ofgrowth in overall incomes and demand in 
the region for several years to come. 

BUSINESSES IN THE SELECTED MUNI(IPALITIES 

Micro-level data on businesses in the 19 selected 
sample municipal sites collected by the Team seems 
to confirm the very limited extent ofmanufacturing, 
trading, or service activity in many areas. 

(%) (%) (Rank) (%) (Rank) 
43.3 42.2 55 96.3 55 
55.5 46.0 62 96.4 27 
61.9 48.1 65 99.1 75 
61.3 36.2 50 98.3 74 
51.5 34.8 44 98.2 42 
61.4 35.3 46 97.2 62 

Annex 2 shows businesses and enterprises 
registered with local offices of the Department 
of Trade and Industry (DTI)2 in each of the 19 
selected municipalities. While the data needs 
to be interpreted with caution with regard to 
both completeness and accuracy3, it nonetheless 
illustrates the relative dearth of non-farm 
economic activity in the area. It shows, for 
example, that Talayan (one of the selected 
municipalities in Maguindanao province) with 
a population of over 33,000, according to the 
2000 census, has only 12 registered businesses, 
while Shariff Aguak, the headquarters of the 
provincial government and a population of 
49,500 has 37 such businesses. 4 

'local businesses are required to register 
business names and renew business 
permits annually from the regional OTI 
offices. 

J The number of businesses registered 
also reflects compliance with registration 
requirements by businesses and the 
administrative efficiency of the local 
agency. 

4 Information from residents indicated 
that there were many more businesses 
than the registration records showed in 
relatively dynamic places like M'lang and 
Midsayap in North Cotabato. However, 
in the ARMM areas the residents 
offered that the figures showing low 
business registration data were probably 
correct. They opined that the number 
of registered businesses that were 
not operational offset the number of 
unregistered businesses. 
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Other municipalities show even fewer businesses, 
particularly in areas still affected by conflict. The 
data shows only two registered businesses in 
Madalum (Lanao del Sur) which has a population 
of 18,400. 

Moreover, almost without exception, the 
businesses are small. Many of the businesses 
are directly connected to and dependent on 
agriculture. They include rice and corn dealers 
and farm input suppliers. A large number of the 
remainder are retailers, selling everyday essentials, 
or connected with construction and the supply 
of building materials. Overall, there are a few 
manufacturing units, even in agro-processing or 
craft industries like furniture making. 

The situation seems slighdy better outside 
ARMM. Kauswagan (Lanao del Norte) with a 
population of 18,350 before the troubles there 
began, has 74 registered businesses. Baloi with 
about 30,000 people has 47, Ipil (Zamboanga 
Sibugay) has 143, including four lenders and 
three pawnshops. 

In many of the municipalities, people have 
to depend on informal sources (Le., friends, 
relatives, or commodity dealers) to raise money 
to fund their businesses given the absence 
of formal lenders . Residents of Labangan 
(Zamboanga del Sur) go to Pagadian to borrow 
from one of nine private lenders there or from 
the Rural Bank of Pagadian. While there are 
also 10 commercial bank offices, a branch of the 

Land Bank, another of the Development Bank 
of the Philippines (DBP) and a savings bank 
in Pagadian, the amount of finance available 
from these institutions for setting up non-farm 
businesses is extremely limited, as discussed in 
detail in the following sections. 

PROFILE OF THE PHILIPPINE FINANCIAL SYSTEM 

Compared to many developing economies, the 
Philippines has a well-developed and diversified 
financial system. The commercial banking system, 
in particular, is weUresourced and sophisticated. 

Apart from the central bank (Bangko Sentral ng 
Pilipinas, or BSP) and specialized institutions such 
as the Philippine Deposit Insurance Corporation 
(PDIC), the formal financial system is usually 
classified into two broad groups, namely banks 
and non-bank financial intermediaries (NBFls) or 
non-banks (see Table 3). 

Banks are authorized to accept demand, savings anq. 
time deposits from the public and are supervised by 
the BSP. They are further divided into commerciall 
thrift and rural banks.5 

Non-banks include contractual savings institutions, 
investment houses, financing and investment 
companies, venture capital firms, securities dealers, 
pawnshops and lending investors, mutual building 
and loan associations, non-stock savings and loan 
associations and a variety of other intermediaries 
and financial services firms (Annex 3). 

Outline of the Structure of the Formal Financial System (December 2002) 

111\tltutl \l 11 :U lll l1ll lutdl,,,,d, Pil l' 811110 '1 

All Fis BANKS &NON-BANKS 6,434 3,624.' 
BANKS 912 3,475·r 
Commercial Banks 42 3,141.4 
Thrift Banks1 94 253.4 

S Commerclalland thrift banks are in 
tum, classified into further categories: 

Rural Banks 
NON-BANKS 

776 
5,522 

80.9 
149.2 

commercial banks into expanded or 
universal commercial banks (which 1 Indudes two micro-finance thrift banks with assets of PhP 200 million 
include the three specialized govemment 
banks) and regular commercial banks, Sources: 
while thrifts include savings and 
mortgage banks, private development 

Bongko 5entral ng Pilipinas: Eleventh Annual Report 2003. 
Bongko 5entrol ng Pilipinos:AStatus Report on the Philippine RnancialSysrem, First Semester 2003 (Published by the Supervisory Reports &Studies Office).

banks and stock savings and loan 
Bongko 5entral ng Pilipinas:The Philippine Bonking System, Foabook 2002.associations. 
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The contractual savings institutions include 
occupational and personal pension funds, life and 
non-life insurance companies and pre-need firms, 
including three government-owned financial 
intermediaries the Social Security System (SSS), 
the Government Service Insurance System (GSIS) 
and the Home Development Mutual Fund 
(HDMf), known as Pag-IBIG . 

Outside of these, there are also "semi-formal" 
sources of credit, consisting of credit and multi
purpose cooperatives and non-government 
organizations (NGOs), and "informal" sources of 
credit, including money-lenders, trade creditors, 
rotating savings and credit groups and, ofcourse, 
family and community. 

The financial sector in the Philippines, however, 
is highly concentrated, with banks accounting for 
96% of total financial sector assets and all NBFIs 
together for just 4%. Within the banking sector 
itself, the commercial banks account for nearly 
91 % ofbanking assets (the five largest commercial 
banks alone hold 48% of banking assets). This 
concentration, if anything, has increased in the 
past decade due to consolidation in the banking 
sector. Witness the recent mergers, acquisitions 
and closures of weak units. The more numerous 
thrift banks and rural banks account for just 7% 
and 2% of banking assets, respectively. 

The sector is also geographically concentrated 
despite efforts by the government and BSP, 

through its bank and branch licensing policies, 
to achieve a more even distribution of banking 
facilities nationally. All but one of the 42 
commercial banks have established their head 
offices in Manila. About 48% of all domestic 
commercial bank offices and 92% of loans6 are 
also concentrated in the National Capital Region 
(NCR), which is basically the metropolitan 
Manila area. 

The geographical distribution of branches and 
assets is more dispersed with regard to thrift and, 
specially, rural banks, which have 39% and 4% 
respectively of their branches in the NCR (and 
72% and 9% of loans) . Given the overwhelming 
size of commercial banks, however, this still 
translates into a very uneven distribution of 

bank branches and assets overall. Compared 
to 152 bank offices per municipality in the 
NCR, there are between just 0.5 and 8.2 bank 
offices everywhere else. Even when all financial 
institutions are considered, banks as well as non
banks, the density works out to 335 offices per 
municipality in the NCR compared to between 
2 and 18 offices in the rest of the country. 

Thus, while competition among financial 
institutions is high in the NCR and some cities 
and towns, much of the countryside is "under
banked" and people have to rely on semi-formal 
and informal lenders. However, the growth of 
micro-lending in some areas has brought in more 
lenders that are formal and increased choices for 
borrowers, as discussed below. 

MICRO-FINANCE INSTITUTIONS 

Small, informal loans for trade, for meeting 
personal expenses and for micro-enterprises, have 
traditionally been provided in the Philippines, 
as in many other countries, by moneylenders, 
trade creditors, small rotating savings and credit 
associations, and by family and community 
members. These still provide over half the credit 
outside urban and semi-urban centers. 

However, one of the successes of the financial 
sector has been the expansion of micro-lending 
in recent years. In its contemporary form, micro
finance was first provided by NGOs, based for 
the most part on the Grameen model of group 
lending, and by cooperatives. The majority of these 
were small, with limited resources and outreach, 
their financing operations often ancillary to their 
social or other objectives. However, a few have 
developed over the years into important financial 
intermediaries with portfolios in excess of half a 
billion pesos. 

Micro-finance has now been mainstreamed and 
made a key part of the government's efforts 
to reduce poverty. The GRP, BSP and donors 
have tried to encourage the expansion of micro
credit, while at the same time they have sought 
to make micro-finance institutions (MFIs) more 

• However, this includes some (larger)
professionally managed and organized, and loans made to borrowers in other parts of 

subject to regulatory oversight. the country but booked in Manila. 
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7 In addition, the BMBE Act provides for 
credit guarantees by the Small Business 
Guarantee and Finance Corporation 
(SBGFO and, for loans to agribusinesses, 
by Quedancor.The Act also provides for a 
BMBE Development Fund with an initial 
endowment of PhP 300 million (USD 5.45 
million) for funding technology transfer, 
production and management training and 
marketing assistance. 

•Along with PhP 300 million for capacity 
building. 

, Many NGOs have, however, 
simultaneously kept their original 
organizations in place to continue with 
their social objectives. 

10 The rest are mainly cooperatives. PCFC 
has numerically only afew NGO partners, 
but these include the largest and most 
successful ones, representing perhaps 
over two-thirds of the total loan portfolios 
of all micro-finance NGOs. 

6 

BSP has relaxed its restrictions on bank and 
branch licensing to promote the establishment of 
"microfinance-orien ted" thrift banks, encourage 
the conversion ofexisting NGOs engaged in micro
finance into thriftlrural banks and the opening 
of new micro-finance branches. It also wants 
to reduce risk weight for micro-finance loan 
portfolios, provide a special credit window for 
institutions that offer wholesale funds to MFIs and 
relax provisioning requirements to accommodate 
non-collateralized lending by MFIs. 

Further, under Republic Act 9178 (the Barangay 
Micro Business Enterprises Act of 2002), 
incentives have been enacted by the government 
to promote micro-enterprises and the provision 
of credit to them. Earnings on loans to micro
enterprises are exempt from the gross receipts tax 
(GRn and twice the amount of the loans provided 
to such micro-enterprises are included (along with 
certain other loans) for determining compliance 
with the directed lending requirements under the 
Agri-Agra Law.? 

The People's Credit and Finance Corporation 
(PCFC), created in 1998, is the apex institution 
for wholesaling funds to "program partners" for 
micro-lending. PCFC has currently lent about 
PhP 2.495 billion to 198 program partners. 

Of this, PhP 1 billion is from capital subscribed 
by the National Livelihood Support Fund 
(NLSF), which is managed by the Land Bank 
of the Philippines (LBP). Another PhP 1 billion 
is from funds provided for lending8 under the 
ADB-IFAD Grameen Program. An amount of 
USD 15 million out of the loan of USD 150 
million sanctioned to LBP by the World Bank 
under the Third Rural Finance Project is also 
proposed to be lent to PCFC. So far, a tranche of 
USD 5 million (PhP 267 million) earmarked in 
the original loan document, has been disbursed 
to PCFC. 

In addition to the PCFC and LBP itself, the 
Development Bank of the Philippines (DBP) and 
NLSF are the main sources ofwholesale funds for 
MFIs. Some limited commercial bank funding is 
also now available to MFIs. In addition, deposits 
are an increasingly important source of funds 

for micro-lending by rural and thrift banks and 
for some other MFIs. However, for the majority 
of cooperatives and NGOs, donor funding still 
remains the main, if increasingly constrained, 
source of funds . 

As indicated previously, micro-credit was 
initially provided by credit and multi-purpose 
cooperatives or by micro-finance NGOs. 
The entry of rural banks and micro-finance 
oriented th rift banks is a relatively recent 
phenomenon. 

Traditionally, banks were uninteres ted in 
micro-finance because of significantly higher 
operational costS and the perception of elevated 
credit risk . Prudential regulations regarding 
loan loss provisioning also discouraged non
collateralized lending until the relaxations made 
by BSP in respect of micro-loans. 

The efforts of donors and foreign NGOs, as 
well as the realization that micro-finance can be 
profitable if done right, has led some rural banks 
tradi tionally focused on larger collateralized 
loans and salary loans, to start micro-lending. 
In addition, a new thrift bank and a handful 
of new rural banks have been established by 
existing micro-finance NGOs, or groups of 
NGOs, to undertake micro-lending. In return 
for greater regulation and commercializatio~, 
such institutions are able to access a larger 
resource base since they are permitted to accept 
deposits.? In yet another instance, a new micro, 
finance thrift bank was set up by domestic 
and international institutions to expand and 
demonstrate the commercial viability of micro
lending. 

Currently, about 115 "bank units" representing 
about 90 banks are engaged in providing micro
finance. Around 40% of PCFC's 198 program 
partners are rural banks. 1o 

There are several institutional types of MFIs 
(thrift and rural banks, credit and multi-purpose 
cooperatives and micro-finance NGOs) serving 
the market. At the tOP end, the industry is 
increasingly professional and commercially 
oriented, with improved accounting and 
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management information systems, subject to 
prudential standards, financially viable, able 
to mobilize substantial deposits and access 
credit lines. The largest have upwards of 50,000 
borrowers and loan portfolios exceeding PhP 500 
million. However, the majority (in numbers) are 
considerably smaller, dependent on donor funding 
and often not financially viable on their own. 

MFls are geographically concentrated in urban 
centers and semi-urban areas. They are also 
numerous in rural Luzon (Bulacan, Laguna and 
Nueva Ecija), and Western and Central Visayas 
(Bohol, Cebu and Negros Oriental). Here 
there may be as many as five to 10 providers 
competing for business in a limited geographical 
area, with many NGOs/cooperatives, rural 
banks and specialized institutions in the market, 
together with formal and informal lenders, 
leading some in the financial industry to talk of 
"credit pollution." In contrast, in regions such 
as ARMM and other areas of central Mindanao, 
there are far fewer options. 

BANKING AND CREDIT IN THE SEVEN SELECTED 
PROVINCES 

Accounts suggest that the availability of credit is 
a serious constraint in these areas. The perceived 
riskiness of lending in the CAAs has made private 
and public financial institutions and lenders wary 
ofextending credit, making it more difficult to start 
or expand income-generating projects. 

The distribution of financial institutions within 
the Philippines is geographically skewed. They 
are concentrated in Manila, its surrounding areas 
and certain urban centers, while other parts of the 
country are "under-banked." This indicates that the 
situation in central and western Mindanao is not 
unique in terms of being poorly served by banks 
and other financial institutions. However, available 
data suggests that the degree to which areas in 
the conAict-affected provinces, and the ARMM 
provinces in particular, are under-served, is much 
greater than other parts of the country. 

According to the BSp, these provinces have the 
lowest average density of all financial institution 

offices (2.0 per municipality), the lowest average 
density of banking offices (just 0.5 offices per 
municipality),JI the highest number of people 
served by each bank office (51,332 compared to 
4,167 in the NCR), and the lowest loan to deposit 
ratio (0.18 compared to 0.98 in the NCR). The 
last item indicates that even though deposit 
mobilization in the region is low, less than a fifth 
of the deposits raised in the area are lent back in the 
region because of the view oflenders that there are 
not many "suitable" lending opportunities. 

Total loans from banks to the two ARMM 
provinces considered here, namely, Lanao del 
Sur and Maguindanao, amounted to just PhP 
1.5 billion as of December 2002 (Annex 5). This 
worked out to under PhP 800 per person in those 
provinces. 

NBFIs do not make up for the absence of 
commercial, thrift or rural bank lending. The 
greater number of such institutions in Mindanao 
are to be found in the Davao area, around General 
Santos City or in towns scattered along the 
northeast. 

THE NON-FORMAL SECTOR 

In the absence of formal financial institutions, 
credit needs are met, however inadequately, 
through informal lenders. Available information 11 The specialized government·owned 

banks DBP and LBP, in addition to the(since hard data, except for the partial 
AI·Amanah Islamic Investment Bank 

information from business registrations, is of the Philippines (which are offiCially 
classified as commercial banks), togetherdifficult to come by) indicates that in the case of 
account for a quarter of commercial

the conAict-affected provinces, input suppliers bank branches in the 12 provinces. 

and produce dealers remain the main source of LBP. in particular, with 23 branches, 


plays an important role in extending
credit, with moneylenders also playing a role in 
banking services in the area in pursuit 

some areas. However, here again, the number of of its mandate to promote countryside 

lenders and the volume of loans is limited. 12 development, providing both direct 
loans and wholesale funds through 
rural banking institutions. It is the 

The availability of credit from informal lenders only commercial bank, and sometimes 
the only bank of any kind at all, withmay have become worse in some areas affected 
branches in towns like Vao, Tubod

by the outbreak of fighting in 2003, as lenders and Lebak (Annexes 6and 7). The total 
stopped or reduced lending because of the absence of private development banks 

and investment and leasing companies,perceived risks or loss ofassets. However, in areas 
respectively the main sources of loans 

presently not directly affected by fighting, such as for SMEs and equipment financing, is 

parts of North Cotabato, credit availability seems also noteworthy. 

better as discussed in a later section, though still 
11 Some data collected in Phase II of the 

inadequate. JNA is given in Annex 8. 
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MICRO-CREDIT 

While published information regarding all but the 
largestMFls in the area is difficult to obtain, some 
idea of the availability of micro-credit may be 
gauged from the list ofPCFC's program partners. 
Of its 198 program partners nationwide, just 13 
(nine rural banks/branches, two cooperatives 
and two NGOs) operate in these seven conflict
affected provinces. There are five in Zamboanga 
del Sur, two in Lanao del Norte, one in Lanao 
del Sur, three in North Cotabato (including one 
in Cotabato City) and twO in Sultan Kudarat. It 
has no partner organizations in Maguindanao or 
Sarangani. 

In addition to MFIs with credit lines from PCFC, 
there are donor funded micro-credit programs run 
by cooperatives and NGOs, including some 23 
"community funds" set up by the International 
Labor Organization (ILO) with other partners. 
However, these are tiny. The community funds, 
for example, each operate with an endowment of 
just PhP 100,000. 

M icro-Iendmg tecHnology" has been developed to 
enable lenders to provide small non-collateralized 
loans. Hence, where traditional banks are deterred by 
the high transaction COStS associated with such loans 
and problems ofcollateral, the demand for micro
loans and non-availability of acceptable collateral 
actually opens a niche business opportunity for 
MFIs. Given m e existence of these conditions 
in the region, the absence of MFls in central and 
western Mindanao is thus striking, particularly at 
a time when micro-finance is doing well in many 
other parts of the Philippines. 

There appear to be several rea ons for chis. The 
major constraints facing MFIs in the conHict 
areas include poor infrastructure (bad or no 
roads, poor transport links, power cuts), the 
absence of a suitable network of bank branches 
which would allow them to conveniently- handle 
cash transactions, and a difficult geography. 
These conditions are not to ~ct areas. 

factors 

First, the poor law and order situation, which is one 
of the outcomes of the conflict, makes it difficult 
to enforce collection and more dangerous to hold 
and transport cash. Second, [ending requires stable 
communities (among other preconditions) and 
repeated outbreaks of fighting and displacement 
(even for relatively short periods) obviously do not 
provide the right conditions for this purpose. 

While there was little doubt that there are few 
institutional lenders in the sefected provinces and 
the amount of available credit is limited, in the 
absence of hard data regarding non-banks and 
semi-formal and informal lenders, it was difficult 
to judge precisely how limiting the supply ofcredit 
actually was. the objectives of the fieldwork 
was, th~fore, area and morf 
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Finance and Private Sector Findings 

The FPSD Team held extensive discussions and consultations with key personalities 
in Mindanao and Metro Manila in order to get a firm grasp of the economic and 
financial concerns of the people in the eMs. The discussions confirmed many of 
the issues identified in previous assessments, in particular that jobs and livelihood 
opportunities were needed for the development of these areas. 

Many impediments to the full growth of 
income and employment were identified and 
these included the underutilization of available 
resources, low productivity due to insufficient 
knowledge of modern techniques, and limited 
business skills. Moreover, physical infrastructure 
and support facilities are inadequate to support 
the development of business and the general 
economy. 

Other obstacles cited were poor information 
channels, lack of access to finance, absence 
of incentives to entice external investments, 
inadequate security, insufficient planning and 
resources to deal with frequent natural disasters, 
and over-exploitation and improper management 
of key natural resources. 

Prior to its trips to Mindanao, the FPSD Team met 
in Metro Manila with officials of the LandBank 
and the Microenterprise Access to Banking 
Services-Mindanao Program of the Rural Bankers 
Association of the Philippines. 

In Davao, the Team met with members of the 
BOA Board, representatives of Muslim business 
organizations, NGOs, and academia. They 
also held several meetings with the Mindanao 
Economic Development Council (MEDCo), 
officials of the national, regional and ARMM 
governments, as well as representatives of the 
private sector, government and private banks, 
micro-credit organizations, women's groups 
and ILO. A complete list of persons and 
organizations consulted in Davao and Manila 
is given in Annex 9-A. 

The discussions focused on the situation in the 
CAAs, the needs of the affected communities 
and the hindrances to greater investment and job 
creation in those areas. 

The Team also benefited from the persona) 
knowledge and familiarity of the BOA consultant 
on the team with Talayan and Matanog (two of the 
selected municipalities in Maguindanao Province), 
both of which were affected by conflict in 2003. 

While numerous and diverse needs were identified 
by those consulted by the Team, many of those 
concerns related directly to economic issues. 
There was a widespread feeling that there were few 
economic opportunities, and that people remained 
trapped in poverty and needed to find ways to 
break out of it. 

EMPOWERMENT AND IDENTITY 

One of the points emphasized by representatives 
of the BOA, as well as by NGOs working Olil 

the ground, was that it was important that 
individuals and communities took the initiative 
and responsibility for their own well-being. They 
were concerned that a culture of dependency, or 
perhaps, entitlement, was beginni;16 ," ueveioJD 
in areas with past interventions. Any program, 
except for humanitarian relief during or in the 
immediate aftermath of actual conflict, should 
be designed to encourage such self-help and 
initiative. 

For instance, the ILO reported that it reduced 
the ceiling for micro-credit loans under its 
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"Community Fund" program from PhP 10,000 
to PhP 5,000 because members of borrowing 
communities had begun to view the amount of 
P10,000 as an entitlement. ILO also reported that 
there was a problem with repayments, pardy for 
the same reason. 

However, many borrowers felt that the PhP 5,000 
limit was not high enough to make a real difference 
in their lives (and many private micro-lenders had 
higher loan ceilings). 

Others saw the preference for Government jobs as 
symptomatic also ofa lack of initiative and a culture 
of "dependency." Going deeper into the issue 
though, this preference is quite understandable 
given that such jobs provide a secure source of 
income in an uncertain environment. A certain 
authority and influence also goes with having state 
employment. 

Corollary with the demand for individual and 
community-led efforts were requests to empower 
individuals and communities by encouraging 
greater initiative and providing technical and 
business training. One of those consulted put 
it this way, "Instead of providing loans, it is 
better to start by encouraging savings and 
entrepreneurship." 

There was also a strong wish to work through 
community-owned (which included not just 
community groups, but individuals from within 
the community) and managed institutions and 
organizations, and to do things in culturally distinct 
ways. This was not surprising given the roots of 
the present conflict. However, it was not simply a 
matter ofreligious identity as a line was drawn also 
within the Muslim community. This was brought 
out in discussions regarding possible institutional 
mechanisms for delivery of micro-credit, when a 
clear preference was expressed for creating new 
cooperatives, or other organizations, from within 
the CAAs rather than extending coverage by existing 
micro-lending organizations (even if this meant 
that the experience which existing organizations 
had gained, had to be re-learned). 

Expectedly, the demand for setting up their own 
institutions, perhaps partly for reasons of having 

greater influence or control, was made most 

strongly by BOA representatives. 13 Another 

matter of great concern was the issue of banking 

based on Islamic principles. Several participants 

inquired about (a) the possible revival of the 

Al-Amanah Bank and the entry of more Islamic 

Banks and (b) "Riba" or interest free loans. This 

probably reflected their desire to be more complete 

Muslims (Le. to live according to Islam in every 

way), but equally, a wish to express a distinct 

identity as well. 


Further discussions on banking based on Islamic 

principles, however, appeared to show that for 

the most part people took a pragmatic approach 

regarding the matter. They were not dogmatic 

that lenders follow Islamic principles in all spheres 

of their financial operations. Some also defined 

"interest" narrowly. 


During our meeting with Bangsamoro Women's 
organizations, participants indicated an interest 
in a visi t to Malaysia by a group of 10 to 12 
women involved in micro-lending, to study the 
working of Amanah Ikhtiar Malaysia (AIM), 
the largest micro-lender in that country. The 
Team's subsequent inquiries indicated that the 
AIM model was originally aimed at addressing 
small pockets of poverty among Malays in a 
generally prosperous environment (and may 

. not be entirely appropriate for the Philippine 
situation). Further, while it provided assistance 
on Islamic principles (and despite its early 
success), there were serious concerns about the 
viability of the institution, its dependence on 
government, or government-directed funding 
and its loss of focus in recen t years. 

GOVERNANCE AND DEVELOPMENT 

Il During subsequent discussions in 
The quality of governance affects investment Manila, aquestion was raised about the 

reason for this. There are two possiblenot only directly, but also via its effect on 
reasons in our view. First, is could be

security, the provision of infrastructure as well because of long-standing, perhaps 
as health, training and other social services. To historical, differences between the 

different groups. It could also reflectsome extent, how good or bad governance is, has 
ajostling for pOSitions, which could 

varied with the personalities and competence provide political influence and power 

of the persons in charge. However, a common 	 in the future. After all, even when 
revolutionary orarmed groups do finallyrefrain was that the plethora of national, 
stop fighting, they usually still remain 

regional and local authorities with divided politically active, whether formally as 
political parties or otherwise.responsibilities, combined with a bureaucratic 
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" An example is discussed briefly in the 
section on Findings from the Field Visits 
(Phase II), 

culture in which little initiative is shown, was 
hindering progress in many areas, including 
business investments. As the Governance Team 
is dealing with this issue in detail, we have not 
addressed this aspect further here. 

As far as investments specifically were concerned, 
two points were made with regard to the working 
of local governments and line agencies of the 
national government. First, LGUs had been 
slow to enact changes in the Local Investment 
Code to give effect to tax relief and incentives 
that enterprises are eligible for (e.g. under the 
Barangay Micro Business Law). As noted in 
several earlier reports, it was felt that many 
functions had been devolved to LGUs in recent 
years but that they did not have the capacity 
to execute these responsibilities effectively. 
Improving the functioning of LGUs would 
facilitate investment in the region. 14 

An even more important issue for most investors 
was the simplification of procedures, and 
timeliness, consistency and predictability of 
outcomes with regard to the regulatory process 
(for example land use and environmental 
clearances, or issuance and annual renewal of 
business permits). This was another area where 
improvement was needed. 

In th'e context of the need to have a more 
proactive and supportive approach to SME 
development, it was also pointed out to 
us that all provinces and cities have SME 
Development Councils (SDCs) although most 
were moribund. There was a need to revive 
these and ensure that they had the capacity to 
set policies and coordinate programs effectively. 
There was also the need for a strategic vision 
and commitment to SME development at the 
political level. 

A somewhat related issue that was raised was 
whether local governments should continue to 
take the responsibility for providing promotional 
and support services, or whether these could 
be better provided by Business Service 
Organizations (BSOs). One view, as reflected 
in studies on public-private partnerships, was 
that since the private sector can provide these 

services more efficiently and in a non-political 
way, they should take over this role while the 
government focused on improving regulation. 
Initially, the cost of providing services could be 
covered by transferring the budget allocations 
made to government departments for providing 
the services to the concerned BSOs and then, 
gradually, the system could be made fee-based. 
Others felt that business support would have t@ 
continue to be provided through LGUs for the 
near future since the feedback from recent efforts 
in this direction were not encouraging. 

Another contentious issue was regarding the 
role of BSOs in providing training. While all 
informants agreed about the importance of 
training, some felt that it was better to provide 
assistance directly to project proponents and 
enterprise owners than use resources to first 
build capacity in BSOs, even though the 
conventional wisdom is that training trainers 
leverages assistance more effectively. The 
reason was that in the past, the benefit of sucl1 
capacity building to BSOs was often wasted. 
For example, if the group receiving the training 
was disbanded or reassigned or if individual 
members left , they were likely to make fuller use 
of their training since project sponsors remained 
directly associated with an enterprise. 

CONFLICT AND THE COST OF BUSINESS 

Several additional factors that constrain investment 
(besides the lack of knowledge or skills and poor 
governance listed above), were identified by 
discussants. Some were more relevant to small, 
medium or large enterprises (SMEs), others to 
micro-enterprises and livelihood projects. 

Despite the advantages in central and western 
Mindanao of a favorable climate, the availability 
of suitable tracts of land for agro-businesses an 
the recent extension of roads linking important 
cities, which had helped open up the islandt 
investors are reluctant to establish enterprises in 
the area because of the conflict. The conflict makes 
outcomes less predictable (increases uncertainty), 
imposes additional costs on enterprises and, in the 
worst-case scenario, raises the specter that sponsors 
may have to write-off their investments. 

12 
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Those that do invest have to take extraordinary 
measures to protect their investments and secure 
the personal safety of staff and employees. This 
adds to the cost of doing business and for many 
investors, the potential returns were simply not 
worth the costs. 

Security was an issue not just because ofconflict in 
the recent past or the risk of renewed outbreaks of 
fighting between GRP and Moro groups in future, 
but also because of banditry, which existed because 
of the unsettled conditions, the easy availability of 
weapons and lack of economic opportunity ("too 
many guns, too little opportunity"). In certain 
areas, there are efforts to occupy land through a 
process of gradual infiltration, which also have to 
be addressed. 

However, in addition to the cost ofsecurity, there 
are other costs imposed on economic ventures in 
the area. The infrastructure is generally inadequate 
secondary and access roads are in poor condition 
or non-existent, power supply is not reliable, 
transport and telecommunication services are 
limited, and banking facilities are absent. Many 
larger businesses also find that they have to 
provide basic education and, at the very least, 
rudimentary health facilities for the families of 
their employees. "In the areas where we are, we are 
the government" said one investor, to emphasize 
the point that they have to take care of security, 
health, education and physical infrastructure, 
unlike businesses in the more developed or secure 
areas of the Philippines. 

There can also be other explicit and implicit costs 
and risks. For example, several crop integrators 
have had to take on the responsibility of providing 
finance to contract growers themselves or of 
arranging and guaranteeing loans from banks, even 
the work of loan administration, since banks are 
unwilling to provide loans without this support. 

In some projects, sponsors have co-opted local 
leaders to help put together the land required for 
the project (e.g., for plantations) and mitigate 
some of the security risks of operating in CAAs. 
These can sometimes create their own costs. For 
example, the local leader often controls labor, 
trucking and other services, which gives him a 

potent say in the conduct of the business and the 
ability to extract a rent from the enterprise. 

To reduce their risks, investors restricted their 
investments in the conflict areas to a level where 
any losses could be easily absorbed by substantially 
larger investments elsewhere. Other investors chose 
to stay away entirely. In both scenarios, investment 
in the region was affected. 

FINANCE 

In so far as finance for SMEs was concerned, the 
views expressed more or less reflected the standard 
positions of lenders and borrowers everywhere. 
While lenders said the problem was that the 
projects were not "bankable" (mainly problems 
with collateral or sponsors had a poor past record), 
borrowers said that the lenders' loan conditions, 
particularly their collateral requirements, made 
it difficult for most projects to get funding. 
Yet there was, clearly, appreciation between the 
two groups of the constraints that the other 
faced. While project sponsors understood that 
banks have to safeguard their loans and follow 
prudential requirements, banks in turn have tried 
to accommodate the problems of collateral in the 
conflict areas by accepting third-party guarantees 
or collateral outside the conflict areas or in the 
major cities. In certain cases, assignment of 
revenues for otherwise viable projects, particularly 
those promoted by sponsors with a good record 
of debt servicing in respect of earlier loans was 
also accepted. The last are presently limited to 

agricultural projects l5 , but could be extended to 
cover other types of businesses wi th a guaranteed 
market for their outputs. 

The difficulty in providing collateral relates partly 
to the issue ofland allotted under CARP (which 
is an issue in many parts of the Philippines). In 
Mindanao, there is also the question ofownership. 
Land records are faulty and ownership disputed 
in many areas. Lenders have found it extremely 
problematic to take possession of assets provided 

IS One lending model involves 
as collateral and have therefore stopped accepting non-(ollateralized loans to farmer 
property in these areas as collateral. In addition, 	 (ooperatives with tie-ups to large 

crop integrators, such as lBP's "(ropthere is the widespread issue of fraud borrowers 
Production loans', and One Network 

having deliberately provided wrong information Bank's "integrated (ooperative farming 
system loans~or furnished falsified records which is aided 
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by poor record keeping. These problems are 
common and well known. Clearly, from the 
point of promoting investment, it is desirable 
to resolve these issues quickly, though it is not 
clear whether this can in fact be done easily or in 
a short time frame as they can involve complex 
and contentious issues. 

Given that there is enough liquidity within the 
overall banking system (and for the present, 
within the area as well as indicated by the 
earlier discussion ofloan-deposit ratios), specific 
interventions to enhance credit flows to medium 
and large enterprises do not seem necessary (Le., 
with the exception of measures that can help 
with the problem ofcollateral). In any case, most 
sponsors oflarge or medium investments usually 
have alternative assets outside ARMM to offer 
as collateral. For micro businesses and small
enterprises, however, finance is an important 
constraint. Many informants said that there are 
not many lenders in the CAAs and the amount 
of credit is both limited and costly. Therefore, 
efforts to address the issue were needed. 

However, attempts to increase the flow of credit 
would have to be accompanied by training to help 
potentia~ borrowers develop successful micro
businesses. According to the women's groups, 
representatives of NGOs and business councils 
that the Team met, there was a need for borrowers 
to become more entrepreneurial, to know more 
about current techniques in their respective fields 
and learn basic business skills such as rudimentary 
bookkeeping and banking. 

This tallied with what representatives of banks . 
also told the Team about small enterprises, i.e., 
they suffered from low productivity/profitability 
resulting from weak management, poorly skilled 
personnel , the use of low level or outdated 
technology and small size (adverse economies of 
scale, no bargaining power with suppliers). 

The Team was also told that micro-enterprises 
trying to scale up face even more problems 
in obtaining their financial requirements. 
Micro-lenders presently provide loans of up 
to a maximum of PhP 150,000 (about USD 
2,700) . Banking institutions, on the other 
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hand, are generally only interested in loanls 
above a million PhP (USD 18,000). This leaves 
a gap in the present financing arrangements for 
enterprises whose requirements lie between these 
two limits. However, the Team's understanding 
is that rural banks do provide loans in this 
intermediate range . The real problem may be 
that while "micro" loans (up to PhP 150,000) 
are available wi thou t collateral, larger loans 
require collateral. 

ENVIRONMENTAL CONCERNS 

Finally, there were concerns about 
environment, notably that water resources 

the 

were being overused and watersheds denuded 
of tree cover. In the meeting with BDA 
directors, it was mentioned that while agro
businesses might offer the main opportunity for 
development of the area in the short term, they 
could have adverse environmental impacts if 
such development resulted in deforestation or if 
potent agro-chemicals were improperly used. 

IFINDINGS FROM THE ,FIELD VISITS (PHASE II') 

In Phase II of the JNA, the Team was finally able 
to visit communities in several of the conflict
affected areas. The main objective of this exercise 
was to gather information on the economic 
concerns and needs of the affected communities 
through: 

1. 	 On-site consultation with the communities, 
which could not be done during the earlier 
phase of the JNA. 

2. 	 Collection of data of direct relevance to the 
FPSD component, to the extent possible in 
the available time, in order to cover key gaps 
in information from existing sources. Such 
data was required to cross-validate the needs 
that participants said were unfulfilled and for 
a better appreciation of the outcome of these 
needs not being met. For example, who the 
lenders were in each area, how many there 
were and how the absence of banks and other 
formal lenders manifested itselfin terms of the 
cOSt and quantity of credit available. Finally, 
comparative data was useful in understanding 
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the underlying causes ofneeds and identifYing 
possible solutions to addressing them. However, 
data collection was not the main objective of 
the JNA and was severely limited by security 
and time constraints. 

3. 	 Validation of the provisional findings, 
conclusions, and recommendations of the 
first phase. 

CRITERIA FOR SITE SELECTION 

Within the time, staff and other resources available 
to it, and the limitations imposed by security 
requirements, the Team sought to visit as many of 
the 19 selected sample sites as possible to ensure 
broad consultation. In selecting the sites, special 
attention was given to areas in the provinces of 
Lanao del Norte, Lanao del Sur, Maguindanao and 
North Cotabato, which were among those most 
affected by conflict. 

The Team also visited some nearby CitIes 
and market towns that served the selected 
municipalities. Not only did the trade of the 
selected municipalities with the "outside world" 
pass through these towns, but also many of the 
banks and lenders accessed by the communities 
were based there. The purpose was to obtain a 
more complete or rounded picture of the affected 
areas, ideas on how the needs of communities 
there could be served and a basis for comparing 
areas affected by conflict with those that were 
affected to a lesser degree. 

In all, the Team visited eight of the 19 sample 
sites, in four of the seven provinces where these 
19 municipalities were located, as well as five other 
cities/towns, over a period of eight days. 

Due to security reasons, the Team was unable 
to visit Malabang (Lanao del Sur) or Matanog 
(Maguindanao) as planned. Both these towns lay 
on the main highway, on the boundary between 
Lanao del Sur and Maguindanao, an area of 
particular concern. Malabang is the location of 
a rural bank, the only one in the area and one of 
JUSt two in the whole of Lanao del Sur. It is an 
important market town for the area, as Parang is 
for municipalities on the Maguindanao side of the 
provincial boundary. 

The Team held a total of 12 FGDs and 9 meetings 
with key informants. The focus was on meeting 
"economic agents" eXIsting entrepreneurs, 
those interested in establishing small businesses, 
representatives of banks and other lenders, local 
business organizations (where they existed), and a 
few representatives of local governments and the 
ARMM regional government. Most FG Ds were 
attended by between 9-14 participants. A list of 
persons who attended these various meetings is 
given in Annexure 9-B. 

FINDINGS FROM THE FIELD VISITS 

Consultations in the field confirmed the main 
findings and interim recommendations of Phase 
I. However, it was apparent that the situation 
was more complex and varied considerably from 
area to area. While all the municipalities had 
been recently affected by conflict (indeed, they 
were selected for that reason), a few showed 
some signs of recovery, while others were still 
caught up in fighting, with communities there 
continuing to be overwhelmingly concerned 
about security and meeting basic needs. Here 
the scope for interventions to encourage new 
businesses, increase private investment and 
improve the availability of credit at the present 
juncture seemed limited. In broad terms, there 
appeared to be an east-west divide in the areas 
in central Mindanao visited by the Team. 

Occasional encounters between the military and 
rebel groups continued in the municipalities 
of Kauswagan and Balo-i. In three others 
(Madalum, Talayan and Shariff Aguak), the 
situation was tense and unsettled due to the 
movement, or presence, of the military and 
armed rebels in the areas, as well as internecine 
feuds. In contrast, the three municipalities of 
North Cotabato visited by the Team (M'lang, 
Midsayap and Matalam), were peaceful, though 
there continued to be tension and problems in 
the surrounding areas. 

Conflict continued to displace residents 
(though, perhaps having learnt from previous 
experience, for short lengths of time) in Balo-i, 
T alayan and Shariff Aguak, and discourage the 
movement ofpeople and goods and the supply of 
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services even in municipalities like Matalam and 
Midsayap. Investment was affected everywhere, 
though how acutely depended on the level of 
tension in the area. Where some investment 
was taking place, this seemed to reflect special 
initiatives or circumstances. For example in 
Midsayap, it was partly the result of initiatives 
taken by the local government there and in four 
neighboring municipalities,16 while in Shariff 
Aguak, the seat of the provincial government, 
it reflected the result of enhanced government 
spending rather than an improvement in the 
security situation. 

Table 5 summarizes the concerns and needs of 
people in the eight sites visited by the Team. 
(See Consultation Notes for the highlights of 
the meetings.) 

Despite the FPSD Team's focus on economic 
concerns and needs (specifically those relating 
to finance, investment and the development 
of private businesses), these issues did not 
necessarily figure among the top concerns of 
participants in the FGDs. 

1. 	 In the four areas where there were continuing 
peace/law and order problems, the overriding 
concern of communities was for security 
all of them ranked it as their number one 
priority. 

2. 	 Better infrastructure (farm-to-market 
roads, rehabilitation of irrigation facilities, 
drinking water, and power) was next in 
their ranking of concerns. 

16 Midsayap and four contiguous 
municipalities have together formed 3. This was followed by the need for basic 
PALMA (Pigcawayan, Alamada, Libungan, farm machinery and equipment (tractors)
Midsayap and Aleosan) Alliance of 

and post-harvest facilities (dryers, rice andMunicipalities. This grew out ofacommon 
effort to protect the local watershed corn mills , storage and transport). 
that started a decade ago. The Alliance 4. Fourth was the need for capacity building
currently cooperates on rehabilitation 
of infrastructure, environmental issues, and technical assistance to provide people 
peace building and socio-economic with the business and technj cal skills 
projects. It aims to make the area an agro needed to develop, implement and run
industrial center and foster rapid growth 
in incomes ~nd employment. Without businesses , including those necessary to 
ovmtating the case, these measures, allow them to raise loans and manage
and perhaps most of all, the proactive 

finances.approach of the LGUs have, despite 
continuing tensions in the surrounding 5 . Improved access to financing was mentioned 
areas, allowed the municipalities to move as 	a concern by participants at all the 
forward and also obtain international 
donor support for their programs. meetings, particularly by women . An almost 

"obligatory" reference to the need for more 
financing was to an extent to be expected 
since the meetings were organized by the 
FPSD Team. However, it also reflected a 
genuine need. Interestingly, when asked to 
rank their 3 top concerns/needs, finance 
was ranked number 3 in many cases (as 
reflected in the average rank of 2.9 in 
Table 5), specially in the troubled north
west. However, it had a higher ranking in 
municipalities in central Mindanao where 
there are signs of progress, indicating that 
credit is likely to be a growing constraint as 
economic activity picks up in post-conflict 
situation. 

Among other concerns raised at the meetings 
were those relating to governance , market 
access and the limited availability of financing 
on Islamic principles . In addition to concerns 
more generally about the lack of capacity 
and non-performance of local governments 
(participants at one meeting said that they "do 
not feel the presence of government" in their 
area), there were problems in a few places due 
to the different political affiliations of the local 
and provincial! regional governmen ts . 

As far as marketing assistance was concerned, 
despite efforts to promote the sale of items from 
Mindanao through trade fairs and exhibitions 
in Manila and other places, many in the region 
continued to feel cut-off from the national 
mainstream and unsure how to market their 
products in other parts of country. Problems of 
communications, lack of modern technology, 
the need for better quality and small scale of 
operations clearly need to be addressed. 

The rankings of needs are revealing. In part , 
they reflected the over-riding need for security 
and the predominantly agricultural nature of the 
local economy. As discussed in the Background 
section, the economic profile of central and 
western Mindanao indicates that improvements 
in agriculture (and fisheries) hold the key to 
overall growth in productivity and incomes and 
that the primary sector is the main driver for 
the economy of the area at this stage . 

16 
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However, a municipality-by-municipality analysis 
of needs confirms that, expectedly, economic 
concerns were more important in areas where there 
was peace, at least locally, and people's attention 
turned towards the future rather than immediate 
survival. It also confirms, if corroboration 
were needed, that security and reasonable 
infrastructure are necessary preconditions for 
creating an enabling environment for private 
sector development. Hence, (i) on the conflict
peace continuum, the need for interventions to 
promote investment to increase job opportunities 
and raise incomes increases with the progress 
made in establishinglrestoring peace, and (ii) 
responses need ro be tailored to where each area 
currently lies on this continuum. This makes the 
task of designing appropriate interventions more 
complex. 

CONSOLIDATION OF FINDINGS FROM PHASES I&II 

Table 6 summarizes the priority needs identified 
in Phases I and II of the JNA. 

The need for technical training and capacity 
building for existing and prospective entrepreneurs 
was at the top of needs (coming within the ambit 
of the FPSD Component) in both phases of the 
consultations. Financing for small and micro
enterprises too was an important concern in 
both phases. Participants wanted greater access to 
financing, more choice. lower borrowing costs and. 
preferably, the option ro borrow without payment 
of"riba" {i.e., without interest} in accordance with 
Islamic principles. 

A need for security, adequate infrastructure and 
better governance was also raised in both phases, 
albeit these issues resonated slightly differently 
for potential investors in large businesses, a few 
of whom the Team met in Phase I, and small 
investors. For big investors, who often lived outside 
the conflict areas, the shortcoming on these counts 
added to the risks and costs, the attractiveness or 
otherwise, of doing business in the area; for small 
investors, these were more immediate concerns, 
which affected them in their daily lives in addition 
to their investment and business decisions. 

As indicated previously, the differences in 
needs between Phases I and II largely reflected 
differences in the composition of participants in 
the consultations held in the two phases. In Phase 
II. the participants were all locally based and their 
focus was on small and micro-businesses. By 
contrast, the Team met a more diversified group of 
participants and informants in Phase I, including, 
BDA leadership, national ~evel policymakers in 
government and financial institutions and a few 
large entrepreneurs. Environmental issues, for 
example, were raised by the leadership it was not 
raised as a concern in the FGDs. 

Interestingly, though women participants were 
present at all the FGDs except in Lanao del Sur, 
they did not raise gender specific issues. That may 
well be because they did not perceive gender issues 
to be a focus of these FGDs, or, less probably. 
because of the mixed setting. (It may be mentioned 
though, that there was always a woman member of 
the Team present at every consultation). However, 
women did raise the issue of finance more often 
than men did perhaps reflecting the fact that 
many small businesses are managed by women. 
While women participants themselves did not 
raise gender-specific concerns or needs during our 
consultations, due regard for gender issues, and 
social and ptaffices concerning women 
in the region, were kept in mind while developing 
specific interveatiQns. 
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Sites Visited in Phase II 

Prollillce Selec ted Sites Sites VIsited Other TO\,1115 VISited 

Zamboanga del Sur labangan 
Zamboanga Sibugay Ipil 
lanao del Norte Baloi, Kauswagan, Matungao Baloi, Kauswagan 
lanao del Sur Butig, Kapatagan, Masiu, Madalum MarawiCity 

Madalum 
Maguindanao Matanog, Shariff Aguak, Talayan, Shariff Aguak,Talayan 

South Upi 
North Cotabato Matalam, Midsayap, M'lang Matalam, Midsayap, M'lang Cotabato City, Kidapawan City 
Sultan Kudarat Palimbang Isulan, Tacurong 

Summary of Needs in Eight Selected Sample Municipalities 

Priority Need No. of ~'illlll(IPdlltle\ Avpraqe Rallk 

Peace and order 4 1.0; 
Improved infrastructure 7 1.71 
Farm equipment and post-harvest facilities 5 1.8' 
Capacity building/technical assistance 7 2Ji 
Finance 12 2.91 

Others: Improved working of government agencies/lGUs, 
marketing assistance, financing based on Islamic principles 

Summary of Priority Needs in Phases I and " 

Priority Needs (Phase Ii Prrorrty I'leech (f)hClse II ) 

Technical aSSistance/capacity building Peace/law and order 
Better governance Better infrastructure 
I m proved secu rity Farm equipment and post-harvest facilities 
Address the high "cost of doing business" Capacity building/technical assistance 
Financing Financing for small and micro-enterprises 
Environmental protection Better governance 
Expansion of Islamic banking Improved market access 

Financing on Islamic principles 
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Responding to Needs
3 

The review of available material and the consultations held in the two phases of 
the JNA, confirm the need for increased investment in the CAAs in Mindanao 
to make up for decades of lost opportunity and developmental reversals. New 
businesses and improvements in productivity are needed to increase employment, 
raise incomes, and reduce widespread poverty. Improving prospects for peace are 
likely to result in a greater focus on economic concerns; conversely, prospects of 
a better life will, it is hoped, reinforce popular support for peace. 

Developing suitable interventions to respond 
to needs in a peace-conflict context raise some 
difficult challenges. Among these are a lack of 
security, poor transport and other infrastructure, 
insufficient business skills and knowledge of 
modern technology, limited and costly finance, 
inadequate support from government and lack of 
market access, in that order, were identified as the 
main constraints to greater investment and faster 
development of the CAAs. 

Interventions that address these constraints and 
promote private sector investment offer the 
potential for creating a virtuous circle of growth 
and investment. However, donor or government 
interventions in this (the FPSD) component do 
not always result in easily measurable outputs, such 
as a road or a school building, as in some of the 
other components. 

Nor is it that interventions will always succeed. 

Interventions can only aim towards creating 
an enabling environment, which supports and 
encourages private enterprise. Success ultimately 
depends on the private sector responding to these 
efforts. It is not possible, for example, to compel 
people to invest or set up businesses if they are 
not convinced that conditions are right from their 
points of view. 

Creating an enabling environment includes 
establishing facili tative policies, supportive and 
effective commercial structures, the availability of 

a sufficiently trained and productive workforce and 
adequate physical infrastructure. This takes time. 

The creation of such an enabling environment 
also depends on many other, broader, factors, not 
all of which can be controlled or managed in the 

I 
short run. It requires, for example, an end to armed 
conflict, political stability, functioning institutions, 
general adherence to the rule of law and the re
emergence of stable communities. Under the best 
conditions, these often take a long time. Investors 
also need time to grow confident about the future, 
to develop markets, and so on. 

It is worth pointing out as welt that though conflict 
has adversely affected development and worsened 
poverty in the region, the incidence ofwidespread 
poverty predated the start of conflict and is long
standing. It is necessary, therefore, to have modest 
expectations about what can realistically be achieved 
in the short or medium term. 

Reconstruction and development efforts are 
intertwined with the objective of peace building, 
Therefore it is essential to offer some perceptible 
benefits within a short time frame (without waiting 
till law and order are established, infrastructur~ 
built, and government has become capable and 
efficient) in order to give affected communities a 
stake in the peace process. This calls for the creation 
ofmore jobs, higher incomes, and the expectation 
ofa better life. Responses to needs, therefore, have 
to adopt innovative transitional approaches. 

l 
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Interventions also have to be sequenced 
depending on where each community is on 
the conflict-peace continuum, as indicated 
by the different circumstances prevailing in 
the municipalities of Kauswagan and Balo-i, 
compared to areas like Midsayap and Matalam 
in North Cotabato. 

Finally, interventions have to be examined 
for their effect on the conflict situation they 
have to address not only stated needs, but 
also some of the root causes of the conflict, 
minimize or avoid intensifying existing causes 
of conflicts or creating new ones, and promote 
the strengthening of social capital. 

All interventions involve some trade-offs. 
Efforts to empower women risk upsetting 
existing hierarchies (both within families and in 
communities). Focusing benefits at target groups 
risks creating new resentments and weakening 
links between different communities in the 
same area. Expanding bank lending weakens the 
influence and power of traditional lenders. 

Because it involves a realignment of wealth and 
power, development is intrinsically destabilizing. 
It is likely to invite a degree of opposition or 
resistance from some sections and individuals. 
This cannot be a reason for opposing progress. 
Given the recent history of Mindanao, however, 
it is inevitable that special efforts be made to 

avoid conflicts as far as possible and at all costs 
to avoid triggering violence. Interventions thus 
require the difficult balancing of these opposing 
considerations. 

Last but not least, interventions have to meet 
both stated needs and address the ultimate goal 
of increased employment and incomes most 
effecti vel y. 

On the positive side, it should be pointed out 
the fact that the conflict is confined to a part of 
the Philippines does make some matters a little 
easier. Economic agents do not have to deal 
with some of the serious collateral effects when 
conflict affects a whole country, such as high 
inflation, currency instability, fiscal collapse, 
or a damaged financial system. 

Overall, banks and other institutions in the CAAs 
continue to enjoy the confidence of depositors 
and borrowers, there is a stable flow of budgetary 
resources from the national government to western 
and central Mindanao, there are potential markets 
for the region's products around the country 
and operative transport links. Finally, there 
are institutions and qualified human resources 
available within the Philippines for providing 
training and for managing institutions. 

FPSD TEAM APPROACH 

The consultations pointed to multiple needs that 
require responses. However, the Team felt that it 
would be more effective to suggest a few mutually 
reinforcing actions focusing on addressing priority 
needs or concerns rather than produce a long list 
of measures which mayor may not be taken up. 
The goal is to seek to expand opportunities for the 
people of the CAAs in practical ways rather than 
attempt to solve every problem or shortcoming. 
Limiting the number of interventions would 
also allow greater attention to the effective 
implementation of the recommended actions. In 
the past, implementation has been the weak link 
in many programs. 

In making recommendations for promoting these 
objectives, the Team also felt it should not include 
interventions which fall within the ambit ofother 
sector teams of the ]NA, such as governance or 
rural infrastructure (and which therefore will be 
included in the overall R&D Program). 

It has also taken note of interventions that have 
been or are the subject of earlier or ongoing 
development programs. For example, actions to 
improve the capacity of LGUs have been a focus 
of work done by the Foreign Investment Advisory 
Service (FIAS) and a recent SME development 
strategy study by ADB.I? Other initiatives aimed 

at establishing a facilitative policy and regulatory 
framework for SMEs or supportive and effective 
commercial structures are also the subject of 
other ongoing or planned ADB and International 
Finance Corporation (IFC) interventions. These 

17 FIAS: Increasing FDI in Mindanao:are important initiatives aimed at strengthening 
Implementation Design, Washington,

the investment environment and with lasting 2000; and, ADB: SME Development 
benefits in the longer-term. The Team however felt Strategy in the BIMP-EAGA, Manila. 
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18 This is because it is easier to identify 
pre-existing clusters. Thus the Team 
has suggested that location analysis 
be carried out in a later phase (to 
complement a study for deciding the 
desirability of setting up industrial 
estates), since such analysis is helpful 
in identifying places where the nuclei 
of clusters already exist. However, it is 
less helpful in identifying areas with 
"inherent agglomeration and trade 
potential" hence the more fundamental 
need for a broad, supportive policy 
environment. Locations for training 
programs or MFls, in any case, should 
be demand determined. 
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it would be appropriate to suggest interventions 
that complement rather than replicate (or possibly 
confHct) with these other initiatives. 

In addition, because there is a need to show some 
perceptible benefits in the short run, the Team 
decided its recommendations should focus on 
interventions that can show some benefits quickly. 
Transitional measures, that can yield results without 
waiting for fundamental changes or reforms, 
which can take a long time coming, should be 
considered. 

A further point ofdeparture from other development 
initiatives is that many of those have so far focused 
on relatively better off (but not undeserving) 
areas in Mindanao. For example, UNIDO's 
Industrial Development Program for Income and 
Employment Generation for SMEs in Mindanao, 
focuses on the promotion of industry clusters in the 
cities ofGeneral Santos, I1igan, Digos, Zamboanga, 
and Cotabato. Even where the focus is wider, it is 
the Team's impression that relatively developed 
areas, such as those in and around Davao, and 
southern and northeastern Mindanao have been 
able to take greater advantage of these initiatives 
and have benefited more. Since the JNA's focus is 
the CAAs in central and western Mindanao, our 
interventions should be designed to ensure that 
benefits accrue to these areas. 

The Team also considered how specific its 
recommendations ought to be. For example, should 
it identil}r particular locations and industries for 
development? Alternatively, should it recommend 
the provision ofskills training for the manufacture 
of specified products or for selected industries? 
The Team's approach was not to identil}r specific 
locations and industries. In particular, it decided to 
avoid pre-selecting industries from handicrafts such 

as mats and brassware to agri-processing. 

There were several reasons for this. First, training 
should be demand driven and industries and 
locations should develop endogenously and not 

pre-selected or imposed from the top-down. 

Experience, including within Mindanao, shows 
that top-down selection has its limitations and 
can often result in wrong choices. In Mindanao, 

an intervention to create more income generating 
opportunities for women by organizing them into 
a cooperative, training them in mat weaving and 
providing seed money, failed because the hoped 
for demand for mats was never there. Additional 
marketing and product promotion efforts also 
failed to generate adequate demand. Industry 
selection from the top is particularly prone to such 
problems since it is likely to result in the selection 
and promotion of a few industries and so increase 
the risk of market saturation. 

Similarly global experience has shown that 
sustainable clusters. with few exceptions (such as 
the tourism clusters in Bali, Indonesia and Cancun 
in Mexico), are not primarily induced by policy or 
public investment. Rather, entrepreneurial firms 
and individuals underpin successful clusters and 
the best approach is to adopt a broadly supportive 
policy environment. In this way, areas with inherent 
agglomeration and trade potential, though stunted 
by factors such as inadequate infrastructure or 
adverse policies, or lawlessness, are able to achieve 
their promise. However, public policy does appear 
to be more successful in helping existing clusters 
to grow. 18 

Second, the selection of areas to serve as growth 
centers or the locus of an industry cluster tends 
in practice to be dictated by political and equity 
considerations rather than potential. 

Third and last, at the practical level, any meaningful 
selection of industries for development (or skills 
training) or choice of locations for developing 
"industry clusters" or "growth centers", requires 
detailed and time consuming collection of vast 
amounts of data and analysis, beyond the scope 
and time-frame of the present study and enough 
work for several studies in themselves. 

Beyond these considerations, the recommendations 
the Team has made seek to use existing institutions 
and arrangements wherever possible, adopt 
solutions that benefit the communities widely and 
are not exclusive, try to see that the institutions 
and programs are sustainable (and specifically 
acknowledge where they are not), avoid distorting 
interest rates or credit allocation, and not accentuate 
dependency. 
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It has been pointed out previously that 
interventions have to meet community needs 
and most effectively address the ultimate need 
for increasing employment and incomes. So 
what are the most effective economic strategies 
to generate more employment and raise incomes 
in the short term? The Team believes that these 
are, first of all, promoting the development 
of small and micro-enterprises (improving 
the availability of finance for such enterprises 
should be a part of this effort), Second, efforts 
should also be made to address some of the 
concerns of large and medium enterprises (these 
include small enterprises scaling up) to attract 
investment into the region. 

KEY ROL'EOF SMALL AND MICRO ENTERPRISES 

A two-fold criteria, in terms of employment 
and assets, is used in the Philippines for 
classifying enterprises as small, medium, 
large, or micro (see Table 7). 

An SME is any business activity or enterprise 
engaged in industry, agro-businesses or services, 
which employs between 10 and 199 persons 
and has total assets, inclusive of those acquired 
from loans, but excluding the value of land, 
of between PhP 3.0 million and 100 million. 
Enterprises employing 9 or fewer persons and 
with assets of less than PhP 3.0 million are 
defined as micro-enterprises,19 while those 
employing more than 200 persons and with 
assets of more than PhP 100 million are defined 
as large. 

Small and micro-enterprises involve labor
intensive activities. 20 Compared to larger 
enterprises, they need less capital and support 
infrastructure, and can profitab.y serve limited 
markets. They are thus better suited to smaller 
urban and rural areas and to CAAs with 
damaged infrastructure, depleted human capital 
and limited spending power. 

Their shorter project cycles also mean they 
generate benefits in a relatively short period and 
are less risky than large, long-gestation projects 
in the uncertain and changeable conditions 
of CAAs (entrepreneurs will clearly tend to 

promote projects with long gestations and 
payback periods only under stable conditions). 
They are also more appropriate, given the 
limited capital resources of people from the 
region for investment. 

Small and micro-enterprises are thus central to 
creating dispersed employment opportunities 
and increasing household incomes in CAAs. 
In particular, the emergence of new micro
enterprises, and the hope that some of them in 
time will be able to scale up their operations, 
offers the potential for a bottom-up approach 
to jump-starting post-conflict economic 
regeneration. 

Interventions that help promote investment in 
micro and sma!] enterprises should thus be at 
the core of an R&D Program for private sector 
development. 

THE NEED FOR FINANCE 

As the consultations indicated, finance is a 
major constraint in the region. There are 
few lenders. Table 8 shows there are just two 
commercial bank offices and seven rural banks 
in the municipalities visited, all in North 
Cotabato. The amount of credit that is available 
is limited especially in the ARMM areas, and, to 
the extent that it is available, its cost is higher 
than in other regions of the Philippines. 2I 

The problem is with access to credit, not with 
the lack of overall resources; there is enough 

19 The ceiling was earlier fixed at PhP 
liquidity within the Philippine financial system 1.5 million (under RA 6977). However. 

under RA 9178 of 2002 (the Barangayas a whole and within the region. Besides, earlier 
Micro Business Enterprises Act), the

assessments have indicated that the credit needs asset ceiling for barangay micro business 
of CAAs are relatively modest. enterprises was fixed at PhP 3 million. 

This definition is now applied to all 
micro·enterprises.

Some of the practical problems facing lenders 
in providing loans in the region have been 	 10 While there continues to be a debate 

among economists about the reasonsdiscussed previously. Another problem with 
for the higher intensity of labor in such 

access to credit is attributed to the difficulty enterprises. i.e. whether they employ 
more labor-intensive technologies orlenders have in accurately estimating risk in an 
whether labor-intensive activities tend

uncertain environment. There is uncertainty due to be organized in smaller units. for our 
to the risk of conflict. Small borrowers are also discussion. it is enough that the two 

are correlated without worrying aboutfrequently unable to provide information about 
causality.

their potential market, business plans or ensure 

reliable accounts. This often leads many 11 See Table 7and Annex 8. 
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II In the past, these results were often 
sought to be achieved through directed 
credit programs. However, the limitations 
and damaging consequences of past
directed credit programs experience rule 
out this approach. 

lenders to judge that the potential returns are 
not worth the costs and risks of lending. 

The problem is compounded due to problems 
with collateral. Formal lenders are generally 
unwilling to accept property outside the main 
cities as collateral due to inadequately defined 
ownershi p, deli berate fraud and problems of 
physically enforcing possession. 

Any attempt to increase the flow of credit 
will, therefore, have to address these issues of 
information, financial exclusion and collateral, 
in the short and medium term by using lending 
techniques that by-pass these constraints and by 
training potential borrowers ,zz 

INVESTMENTS IN MEDIUM AND LARGE ENTERPRISES 

Whether investments in medium and large 
enterprises should be actively encouraged 
in the region is a difficult issue. Some have 
suggested that such businesses provide little 
benefit to the local population and only 
lead to the exploitation of local resources 
for the benefit of "outsiders". This is a valid 
concern. Yet experience elsewhere has shown 
that such enterprises can bring in technology, 
management skills and capital and provide jobs, 
skills and experience to local inhabitants. 

Such investments can be considered akin to 

"foreign direct investment (FOI)," but in a 
domestic setting (Mindanao being the recipient 
of inward investment not just from overseas, but 
also the rest of the Philippines). As is well known, 
many countries in Southeast Asia, including the 
Philippines itself, and China most of all, have 
benefited immensely from FOI inflows. 

Therefore, policies that encourage such 
investments should be considered positively. 
Laws to safeguard workers' rights and protect the 
environment already exist. Such policies can be 
reviewed after some time to gauge their impact 
and whether they have led solely to investments 
in extractive industries or agriculture. In any 
case, the amount of such investment will likely 
be quite modest for some time. 

RECOMMENDED INTiERVENTlONS 

Training and Capacity Building 

To facilitate the development of micro and small 
enterprises, there is a need for training and capacity 
building in three areas, viz.: 

To promote entrepreneurship 
To impart basic business skills such as 
rudimentary bookkeeping, banking anqi 
marketing 
To provide technical/vocational skills and 
knowledge of current techniques and best 
practices for the manufacture of specific 
products and specific industries 

To the extent that this training would help 
potential project sponsors of businesses to have a 
better understanding of managing businesses and 
preparing loan proposals, it would also improve 
the ability of sponsors to obtain loans from banks 
and other lenders. 

However, previous training programs have often 
not yielded the desired results. Hence, care 
is necessary in structuring and managing the 
programs to ensure that the training is relevant 
rather than supply-driven, that it is utilized not 
wasted, and actually promotes the establishment 
of new businesses and enterprises. 

The Team recommends: 

1) 	 Ensure that the ''right'' candid4tes participate in 
the trainingprograms. Local business councils 
and other partners such as the universities and 
the BOA as well, should be encouraged to 

help identify and if possible, sponsor suitable 
individuals. 

2) 	 Encourage self-selection ofcandid4tes. This can 
be done by imposing a fee for participation in 
the programs. That is, the training will not be 
free and participants must meet part of the 
cost of the programs so that they will have a 
stake in ensuring the success of their training. 
However, their share may be modest: for basic 
programs, this may be as little as the cost of 
snacks provided to participants. 
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3) 	 Training should be demand driven. This 
means the technical training will be provided 
only after participants have identified a 
likely business venture/vocation after careful 
study. Exempted from this are individuals 
who are already engaged in a particular 
profession or field of activity. In the past, 
donors have sometimes organized programs 
training participants to make products, 
which participants later felt did not have a 
market or were otherwise not worth taking 
up. Training should therefore be provided 
in stages. After the basic entrepreneurship 
and business courses, participants must 
investigate and themselves select an industry 
or field before proceeding to the next stage 
of acquiring specific technical skills. 

4) 	 Post-trainingfollow-up and support should 
be part of the program. For instance, 
members of business groups and individual 
entrepreneurs can serve as mentors under a 
program tie up. Those who have completed 
the training programs will be encouraged to 
pursue the business further if they can have a 
mentor who will provide practical guidance 
or additional support. 

S) 	 Regular monitoring andevaluation. A system 
for monitoring those who have completed 
training should be implemented. This would 
help in the evaluation of the impact of the 
programs, including improvements for the 
next round. 

Since it will take time to implement, work 
should start as soon as possible on designing 
and establishing training programs that WQuid 
help promote new small and micro-enterprises, 
and improve the overall productivity and 
profitability of existing enterprises. 

Various alternative institutional arrangements 
can be considered for providing training, 
including participating in existing programs, 
such as those presently run by ILO. These 
could obviously be greatly expanded with 
MTF participation and funding, but the Team's 
initial impressions are that they may need to be 
substantially re-designed. A preferred option 
might be to arrange with one, or a small number 
of NGOs, to design and run training programs 

with partner organizations like universltles 
(such as Ateneo) for entrepreneurship training 
and vocational training institutes for technical 
training. 23 The standard of quality of the 
programs must not, however, be compromised 
in any way if they are to make a tangible 
contribution to the u'itimate objectives of the 
program. 

Since training for capacity building was a widely 
felt need, the Team recommends that training 
programs be organized in every province at 
dispersed locations. These locations should be 
where the demand for training is the greatest. 
In the first instance, these are likely to be the 
municipalities with the largest population in 
each province, such as Baloi in Lanao del Norte, 
Masiu in Lanao del Sur, and Shariff Aquak and 
Matanog in Maguindanao. 

The selected locations would need to be easily 
accessible, being either on or near major arterial 
roads and have the necessary infrastructure 
(school buildings or suitable municipal halls) 
where such programs can be organized. Inevitably, 
for residents of municipalities which do not have 
these features, or where the population of the 
municipality is small, such programs would 
need to be organized for residents of groups of 
municipalities in a convenient central location, 
including regional centers like Iligan, Marawi, 
Cotabato and Kidapawan cities. 

Like previous training programs, these programs 
also run the risk of not making an appreciable 
impact on their ultimate objective of promoting 
or improving businesses. To an extent, this has 
been addressed by trying to take into account in 
the program design some of the lessons learned 
from earlier attempts and by insisting that the 
quality of the training be kept high. It is also 
suggested that the program should initially 
be for a period of two years, and that further 
extension should be subject to the feedback from 
the monitoring of trainees. 

13 As indicated previously, the Barangay 
Micro Business Enterprises Act also 

There will also be a need to ensure that the provides for a PhP 300 million BMBE 
Development Fund to help withtraining substantially, but not exclusively, 
technology transfer, production and 

benefits the targeted groups (residents of the management training, and marketing 
selected municipalities) to meet the objectives assistance, 
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"For example, one of the problems they 
have complained about is being provided 
with fake titles, which has made it 
virtually impossible to enforce their 
security in the event of non-payment. 
They are also unable to intensively follow 
up with borrowers or get adequate 
information on the antecedents of loan 
applicants. In short, lending by outside 
institutions does not work well. 

of the program without creating new exclusions. 
Organizing training programs in the affected 
areas wherever possible and having participants 
iden tified/ nominated by business groups and 
others, will probably achieve this balance better 
than inflexibly barring "outsiders" from taking part 
in the training. 

A further question is with regard to gender. Separate 
training sessions are suggested for women alongside 
"open" sessions for both men and women. This is 
so that women also have the opportunity to benefit 
from the training component and not barred from 
attending because of religious or cultural reasons. 
Holding dedicated training for women is desirable 
not just to be gender sensitive, but also because 
women are very often the ones who manage small 
businesses. 

It is unlikely that such training programs in the 
region can be financially independent and the total 
cost of the programs recovered from participants. 
However, the Team believes that training is 
one component that merits grant aid under the 
Mindanao Trust Fund (MTF). This means that 
there is a risk that training will have to end once 
donor funding runs out. Even if this worst-case 
scenario should happen, it is likely, if the program 
is successful, that it will have made a lasting impact 
in its two years of operation; if it is not successful, 
there should be little regret at its coming to an end. 
Clearly, large fixed costs should be avoided. 

A training and capacity building component for 
business development will address the strong need 
expressed for training in both phases of the JNA. 

Augmenting the AvailabilityofFinance 

The limited availability and high cost of loans 
for start-up and expansion of small and micro
enterprises, was another concern identified in the 
]NA. As conditions stabilize, the demand for credit 
will grow. An appropriate response would be to try 
to augment the current limited availability ofcredit 
in the region, in particular, in the most underserved 
areas, i.e., the ARMM provinces. 

However, this will not be easy to do given the risks 
and often poor record of loan servicing. Some of 

these issues were discussed in the previous sub
section. Overall, it seems unlikely that spreads 
and the cost of borrowing can be brought down 
significantly at least in the short-term. Instead, it 
seems appropriate to settle for a modest plan to try 
and progressively increase the number of lenders 
in the region. 

Given the problems and continuing reservations that 
commercial and government banks have in extending 
credit in CAAs24 as well as the issue ofcollateral, the 
greatest potential for enhancing the flow ofcredit in 
the region, thus seems to lie with local institutions 
providing non-collateralized loans. Such lenders 
include rural banks with micro-finance windows, 
credit or multi-purpose cooperatives, informal 
lenders and commodity dealers. 

Among them, rural banks have the greater ability to 
mobilize resources (as banks they are permitted to 
accept deposits) and thus offer the most competitive 
lending rates. They are also more professionally 
managed (because of regulatory requirements 
if nothing else). Rural banks are followed by 
cooperatives/ non-govern men tal organizations, 
which, however, are dependent both for the volume 
of credit they can provide and the terms on which 
they can lend, on the amount and terms of funds 
they can mobilize, much of it still from donors. 

Overall, micro-lending through rural banks, and, 
failing that, cooperatives, would seem to be the best 
mechanism for extending the provision ofcredit. 

However, it needs to be recognized that micro
finance does not work in all situations (for example, 
with the severely destitute). It also requires stable 
communities if repayment obligations are to be 
met (and in a timely fashion) and if dynamic 
incentives are to work. From this, it would appear 
that areas like Kauswagan, with displaced people 
and periodic fighting, might not be suitable for such 
interventions just yet. On the other hand, some 
areas in Maguindanao and a few in Lanao del Sur 
appear to be ready, while several municipalities 
in North Cotabato, are already served by multiple 
lenders, partly as a result of bank interventions, 
whose numbers are likely to grow organically 
without requiring much additional outside 
intervention. 
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The actual decision whether to set up a MFI at any 
place and its design will have to be based on the 
likely demand for funds in that area and a survey 
of the requirements (purpose, size of individual 
loans and terms) of potential borrowers there. 
Their design (e.g., the loan ceiling) may also need 
to change with experience and as the transition 
from conflict to peace proceeds. 

The most promising approach is to spread outwards 
in stages from towns where there are already formal 
lenders towards under-served areas. For example, 
from Cotabato City, Tacurong and Isulan towards 
Shariff Aquak and Talayan, from Cotabato City and 
Malabang towards Matanog, Parang and Sultan 
Kudarat (Maguindanao), and from Marawi and 
Malabang towards Masiu and Madalum. These 
initial MFIs, it is hoped, will serve as successful 
models for the further expansion of financiai 
institutions. 

It is to be expected though, that progress will 
be slow and uneven. In areas where sporadic 
fighting still continues, where security is lacking 
and where there have been particular problems 
in loan recovery (such as parts of Lanao del 
Sur), expansion will be specially slow. However, 
everywhere in the region, MFIs will have to 
confront the problems faced by other businesses 
and individuals in conflict areas of instability, 
limited security, a weak rule of law. dep leted 
human capital, and inadequate infrastructure. 

As indicated previously, there are several different 
models and "micro-credit technologies" available, 
from individual lending to solidarity group 
lending (lending to small groups of four to nine 
borrowers) and community lending (groups 
of more than 10 borrowers). They can also 
differ with respect to loan ceilings, frequency of 
repayments, the choice ofdynamic incentives, the 
use of collateral substitutes and in the selection 
of the target clientele (women or both men and 
women, the use, or not, of means testing). There 
are also important issues regarding whether the 
MFI should be fully commercial in its outlook 
and aim to be self-sustainable. Or, as in the case 
of many MFIs in the past, charge "reasonable" 
interest rates (i.e., whether their approach should 
be commercial or based on a social agenda), and 
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whether they should focus solely on providing 
financi al services (credit, deposits, money 
transfers, etc.) or also provide other services (like 
vocational training or information about health 
issues). 

Considering the conditions prevailing in the 
region as well as previous practices, it would 
appear that any arrangements for providing micro
finance should have the following features: 

1) Linked to training for potential borrowers. 
There must also be capacity building for MFI 

staff. Given the expansion of micro-lending 

nationwide, several well established service 

NGOs are now able to provide training 

to start up MFIs. There are also NGOs 

engaged in micro-finance that can provide 

both training and "turn-key" assistance in 

establishing new MFIs, including conducting 

market surveys and feasibility studies, setting 

up the new institution, and running it for 

a set period. A few of them are themselves 

venturing into establishing operations in 

Mindanao, albeit only in the northern and 

eastern areas of the island. To encourage the 

entry ofMFIs into the area, the use of grants 

should be considered for capacity building 

programs for MFIs .25 


2) MFI itselfshould have a separate identity. 
This identify should be distinct both from 	 1\ During the past few years, USAID 

has implemented a capacity-buildingany NGOs providing training and donor 
program for rural banks known as 

organizations) and should be run on a stricdy Microenterprise Access to Banking 

commercial basis from the start, charging 	 Services (MABS), aimed at encouraging 
the expansion and commerCializationcost-recovery rates of interest and adopting 
of micro-finance by such banks. 

"zero-tolerance" to defaults. In particular, The Program included a Mindanao 
component. Out of the 32 rural bankssuch institutions should not in any way be, 
in the sele<led seven provinces, nine 

or seen to be, associated with international have signed on to MASS at all or some 
donors. Experience has shown that unless of their branches. USAIO involvement 

was s(heduled to be phased out inthese measures are adopted loan defaults 
September 2004 (future support is to 

tend to be much higher than otherwise. (ome from the Rural Bankers Asso(iation 

As a result, the MFI's ability to mobilize of the Philippines). Therecould be arole 
for MTF in supporting the !xtension of resources in future is compromised and 
this program. In finalizing the design 

its sustainability put in doubt. Still, even of this intervention, it would be useful 
to (onsult with USAID and some ofwith a commercial orientation, the many 
the participating (in MASS) and non

challenges facing any MFI in a post-conflict participating rural banks operating in 
situation make it harder for start-up MFIs to the area, as well as organizations with 

a track record of training and helpingbe financially self-sustaining for some years. 
establish MFls such as the Center for 

The initial design of the MFI would need to Agriculture &Rural Development (CARD) 

take account of this. 	 and Taytay sa Kauswagan. 
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3) Recognizing the practice of segregation of 
women and men. This is the view that women 
should only operate with other women and 
in their own community. Because of this and 
the problems of "asymmetric information," 
group lending would seem to be the right 
model to adopt. However, this must be set 
against the fact that among rural banks in 
the area offering both individual and group 
lending, individual loans have grown more 
rapidly. Strong group affiliations may also 
result in the exclusion of some deserving 
borrowers from outside the group. Suitable 
safeguards would need to be incorporated 
while orientating MFI staff and restructuring 
the lending model. It should be made clear 
that loans will be made on merit and that 
there is no automatic entitlement for any 
group or community. 

4) MFIs should start small. While industry 
sources indicate that to be viable a MFI 
should have at least 4,000 to 5,000 borrowers 
and a portfolio of PH 20-25 million, it 
seems unlikely that these would be reasonable 
targets to set for MFIs in the CAAs. It 
may be preferable to start small with each 
MFI planning an outreach of as few as 200 
borrowers going up to 1,000 borrowers for 
the larger ones. No more than eight to 10 
MFls/branches should be planned in the 
first stage. Experience ofother CAAs indicate 
that "if many donor-funded micro-finance 
projects in post-conflict situations have been 
short-lived, some operations that started 
early in the post-conflict transition with 
small operations aiming at sustainability have 
developed considerably."26 These parameters 
and possible locations for MFIs will need 
to be examined further and finalized during 

" Nuno Santos 2003 implementation. 

17 The Team is aware that the 5) Consistent with Islamic principles. Due 
availability of micro·finance is said to regard will also need to be given to the 
have a mixed impact on women. In 
particular, that it "adds to women's 
multiple burden5 and does not alter 

desire among many in the region, to adhere 
to Islamic principles and to offer a micro

the unequal gender relations" within 
households. However, empowerment 
can never fully happen unless women 

financing option that is in line with Islamic 
banking principles and does not involve 

are financially independent or know "Riba" (interest) . 
~ow to be. Supporting micro·lending 
expands opportunities for women to 
become financially independent, or at 

6) Donor assistance may have two components. 
These include grants for training and start-

t~e least, less dependent. up investment funds for on-lending. The 
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investment funds would be repayable at the 
end offive to seven years (the maximum period 
for credit lines from PCFC) on the assumption 
that these MFIs should have established 
financial sustainability by then. On average, 
a minimum of about PhP 250,000 would be 
required for training, basic equipment and 
software for each MFI along with start-up 
investment funds of PhP 2 million to PhP 5 
million, depending on the location and the 
target numbers of borrowers. 

7) 	 Donor assistance to be routed using existing 
institutions (i.e., LBP or PCFC). While 
the MTF would set the eligibility criterd, 
purpose and terms of assistance (though not 
the final lending rate), the work ofsupervision 
and monitoring would be handled by these 
institutions for an agreed fee, while credit, 
interest, and operating risks would be borne 
by the MFIs. 

Like all lending operations, MFIs under this 
intervention will face several risks. Higher than 
amicipated loan losses or renewed hostilities may 
end the program. The MFIs may not be able 
to cover costs or become financially viable Of 

self-sustaining within a period of 4 to 5 years as 
anticipated; the funds may not be used so much 
for enterprise development as for other purposes 
or there may be other reasons causing a drift away 
from the mission set for the MFIs. 

However, the prospects for peace look more 
promising now than for many years, and careful 
design, the expansion into new areas in phases 
depending on conditions on the ground, improved 
regulation and the association of experienced 
MFIslorganizations would help reduce, though 
not eliminate, some risks, including loss of focus 

and poor management. 

Special measures to support women , beyond the 
training given to all borrowers, do not appear 
necessary, since MFIs consider women more 
conscientious about meeting their obligations and 
prefer them as customersY 

However, concern has been expressed that 
encouraging new lenders might in places be 
resented by existing lenders , particularly by 



wealthy trader-dealers and others who have 
traditional multi - faceted economic (often 
exploitative) relationships with the rest of the 
community. They sell them farm inputs and 
essential commodities, buy rice and corn from 
farmers, and extend credit when no one else 
will. The entry of new lenders might be seen 
by them as a threat to their economic base and 
social standing and could lead to a breakdown 
of traditional relationships at best, and perhaps 
even trigger violence. 

On the other hand , it should be considered, first , 
that the amount of credit currendy provided 
by dealers and informal lenders is limited and 
falls far short of the community's requirements: 
new entrants are not likely to PUt them out of 
business. Second, the entry of new lenders will 
be done in phases and their impact will be felt 
only gradually. Third, the need for additional 
financing was one of the main demands of the 
residents in the CAAs and the Team realizes 
its contribution to increasing investment, 
employment and incomes. Fourth, even if, in the 
worst case, the entry of new lenders upsets some 
existing economic hierarchies, it is not clear if 
the alternative (of not doing anything at all) is 
better or more desirable. Overall, the Team 
believes that on a net basis, such intervention 
is desirable. 

Investments in Medium and Large Enterprises 

The lack ofsecurity, poor infrastructure, the higher 
cost ofdoing business, difficulty in raising finances 
and a less than encouraging investment climate, 
are some of the factors that have hindered SME 
investment in central and western Mindanao. 
These are difficult and sometimes complex matters 
and resolving them will take time. 

The approach thus has to be to resolve the 
problems where possible and to work around 
them where it is not, for example by using 
suitable project and financial structures. Such 
arrangements can also help mitigate the risks 
associated with lending to projects in the CAAs, 
improve the overall flow of credit to them , and 
reduce risk premiums. Some possible approaches 
are listed below: 

RESPONDING TO NEEDS 

1) Directly link a package of spending by the 
government on infrastructure. For example, 
on the construction of access roads, schools 
and clinics (which are already the responsibility 
of governments), to proposed investments in 
medium and large enterprises. This would 
help to offset some of the additional costs 
of conducting business in areas where these 
facilities are lacking. 

2) Mitigate security risks by setting up a suitable 
state-backed insurance scheme for projects in 
CAAs. There are two possible options here. 
The government either direct'ly provides cover 
for "conflict" risks. or if private insurance 
companies are willing to cover these conflict 
risks, the premium for them can be paid by 
the government (much as the U.S. government 
covered part of the higher premiums charged 
by insurance companies to American carriers 
following the 200~ attacks in Washington and 
New York). 

3) Risks should be unbundled and assigned to 

those best able to control those risks. In the 
case ofsecurity and the maintenance oflaw and 
order, this is the government (national, regional 
and local). Compared to government investing 
risk capital in such enterprises, as suggested 
by some business people, such an insurance 
scheme would not require upfront funding by 
the government. This is an advantage given the 
current budget deficit. At the same time, it is 
consistent with state policy of divesting itself 
of ownership in enterprises and banks. By 
covering only very specific, narrowly defined 
risks, the government's contingent liability on 
this account can be minimized. 

4) Establishing one or more special economic 
zones or industrial estates. Unlike most 
zones, whose purpose is to provide taxltariff 
exemptions or other incentives to locators, the 
intention here is to use these zones as a vehicle 
to address the concerns ofpotential investors as 
well as provide for their needs. These include 
providing for physical security, common 
infrastructure services (power, water, effluent 
disposal, warehousing), banking services, 
school and health facilities. In addition, the 
zones can facilitate the processing of clear 
land titles (or lease agreements) to locators, 
boost the creation of collateral, and permit 
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,. Though there could also be some role 
for them in facilitating trans-border 
trade in the region by providing tariff 
exemptions. 

"See, for example, Ceglie, Giovanna and 
Dini, Marco (1m~ and UNClAD (1998) 

10 The authority for establishing such 
zones already exists under the Regional 
Economic Zone Authority law. 

11 Abin to allow other Islamic banks has 
been presented before Congress for the 
last four to five yea~. 

single-window clearance for matters ranging 
from land use and environment clearance 
to renewal of business permits and visas for 
expatriate investors.28 In addition, the units 
in an industrial estate would form a "cluster" 
with the attendant advantages that such 
clusters bring.29 Finally, such estates could be 
useful vehicles for foreign direct investment, 
particularly from foreign investors from the 
region .30 

5) 	 Identify anchor locators in the economic 
zones. While the Team has reservations 
about top-down specification of locations 
for the development of growth centers 
and clusters or the establishment of special 
zones, it recognizes that decisions regarding 
the location of such estates are inescapable. 
Spatial analysis can be useful as one of the 
inputs in developing ideas about where such 
industrial estates could be set up. Equally 
important should be a survey of possible 
anchor locators in the zones. Areas where 
the nucleus of a duster already exists, such 
as Midsayap (for meat processing), towns in 
the CAAs proximate to some of the "market 
towns" on the periphery of the conflict 
areas, and centers identified by the Rural 
Development team for crop development, 
should receive special consideration as likely 
candidates for the development of industrial 
estates. 

In general, while the measures given above 
(specifically 1, 2 and 3) would mainly help 
larger stand-alone projects reduce their cost of 
business and mitigate conflict risks, setting up 
industrial estates (as indicated in 4 and 5 above) 
could benefit enterprises of all sizes tiny, small, 
medium as well as large. 

Risk, Sustainability and Conflict Sensitivity 
Issues. As discussed previously, SMEs can bring 
in much needed technology, management skills 
and capital (including the long-anticipated 
investment from neighboring countries) and 
provide jobs and experience to local inhabitants. 
Thus, they will serve the underlying objective of 
increasing employment and incomes. Whether 
they create conflict or not depends on whether 
there is a rush of outside investments or a more 
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modest inflow, the number ofjobs created for the 
community and the terms of their employmem. 
It will also depend on whether or not the 
businesses are all in agricul ture/ plan tations 
and extractive industries, or if they include 
manufacturing and service enterprises. Another 
important point is their environmental impact, 
which is generally easier to monitor and limtt 
if the units are in an industrial estate, with, for 
example, common treatment facilities. 

A more important consideration in the case 
of industrial estates, is that an earlier effort to 

set up an industrial area, namely, the Regional 
Agro-Industrial Growth Center at the port of 
Polloc (Parang, Maguindanao), has failed to meet 
expectations. Poor security, crime and infighting 
among groups and individuals for control and a 
share of the revenue, has discouraged investment 
there. Unless the problems at Polloc can be 
setded or adequate measures taken to ensure 
that they will not be repeated, it is unlikely that 
investors will step forward to support othe:r 
estates. 

Overall, the Team believes that supporting greater 
SME investment through the three initiatives 
suggested above can bring substantial economic 
benefits to the conflict-affected provinces. 
However, the Team's recommendation is to studr 
and refine further the three initiatives amid the 
identified concerns with implementation to be 
set for the medium and long term. 

Expanding Islamic Banking 

The Al-Amanah Islamic Investment Bank of the 
Philippines (AAB) , was created by Presidential 
Decree in 1973 originally as the Philippine 
Amanah Bank. Its charter and name was reviseo 
in 1990 (by RA 6848), but it continues to be 
the sole authorized Islamic banking institutioh 
in the Philippines, since the General Banking 
Act (RA 337, as amended) does not provide for 
other Islamic banks.31 

Under its revised charter, AAB was tasked with 
.promoting and accelerating the development 
of the ARMM region and providing banking 
and investment services based on Islamilc 
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principles . However, because of accumulated 
losses and limited resources, it has been largely 
inoperative , and since 1998 has only been 
accepting and servicing deposits32 and carrying 
out recovery operations in respect of past loans 
and investments. At the present juncture, the 
future prospects for AAB look unpromising. 

Several attempts to privatize the Bank, including 
to consortia with foreign investors, have failed. The 
present plan is to try again to sell the Bank after 
cleaning up its books. It had accumulated losses of 
about PhP 385million as of December 2003. 

The long absence of a functioning Islamic 
banking institution, has led to demands for the 
early rehabilitation ofAAB and/or the licensing 
ofother Islamic banks. Multilateral donors may 
have only a limited, advisory, role to play in the 
matter.33 However, the following observations 
may be relevant: 

Expediting the salelrehabilitation of AAB 
and permitting other Islamic banks to be set 
up could have an important symbolic value 
and facilitate the peace process, at little or 
no additional cost to the government. 
It is also desirable to resolve the current 
situation regarding AAB as soon as possible 
because the bank continues to incur losses, 
thereby increasing the government's future 
liabilities. The entry of any new Islamic 
financial institution could also greatly 
reduce interest among possible buyers for 
the Bank and slash any monopoly premium 
on the equity of AAB as the sole Islamic 
banking institution in the Philippines. 
Government itself would not need to invest 
in any new banks nor assume responsibility 
as an owner should it decide to allow 
additional Islamic banks. However, there 
will be responsibility on BSP as supervisor 
and regulator and on PDIC as insurer for 
deposits made with the banks. 
As far as regulation of Islamic banks is 
concerned, there are now established 
international precedents for this. Institutions 
like the IMF have also done substantial 

work on regulation and superVISIOn of 
Islamic banking institutions. 
An alternative may be to set up Islamic NBFIs 
instead of Islamic banks. This is because 
Islamic banking lends itself to financing 
modes such as lease financing/ purchase and 
deferred sale, provided normally by non
banks, such as financing companies and 
investment companies, in the Philippines. 
Such institutions do not require a banking 
license. Hence, it would not go against the 
current statute, which does not provide for the 
entry ofother Islamic banks in the Philippines. 
Not having a banking, or quasi-banking status, 
would, however, reduce the institution's ability 
to mobilize deposits widely. 

• 	 Extensions of Islamic banking principles 
to micro-financing have also been 
developed. 

Nut Steps 

1) 	 Data collection and mapping of existing 
enterprises and lenders should continue to help 
assess conditions in the remaining conflict
affected municipalities. This data would serve 
as the basis for implementing the interventions 
that have been recommended, based on 
the assessments carried out in the sample 
municipalities, to all 150 municipalities. 

2) 	 Development of the training modules should 
be started as soon as feasible, so that training 
can be provided along with other immediate 
in terven tions. 

3) 	 Proposals for expanding micro-lending should 
be moved forward and implementing agencies 
identified so that the necessary demand 
and feasibility studies can be completed, 
institutional designs finalized, and the first 
MFIs made operational within a period of 15 
months or so. 

4) 	 Action should be initiated on the remaining 
interventions relating to the promotion 
of SMEs so that the studies are completed 
and decisions on whether or not to proceed 
further can be taken within a year. The actua.l 
implementation of these initiatives would be 
done in the medium-term. 

II The Bank accepts both "Islamic"and 
conventional deposits. Of total deposit 
liabilities of PhP 391 million as of 
December 31, 2003, about 65% were 
held as conventional deposits and 35% 
as Islamic deposits. 

JJ Aprovision has been made in the 
budget for sector interventions to finance 
asmall study for this purpose. 
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SUMMARY IMPACT ASSESSMENT 

Table 9 attempts to provide in summary tabular 
form, to what extent the recommended sector 
interventions meet stated needs and address urgent 
economic objectives, benefit the communities, 
and the women, but also the po sible risks such 
interventions carry. The table is an attemp t to 
present more clearly the tradeolfs involved, but it 
is based on subjective judgments. 

PROVISIONAL BUDGET ESTIMATES FOR SECTOR 
INTERVENTIONS 

Table 10 presents provisional budget estimates for 
the immediate and medium-term components of 
the recommended FPSD Sectorincerventions. 



RESPO NDI NG TO NEEDS 

Size Classification of Enterprises* 

Category of Entelpme No of Employee; i\,sets I('xc lud lll g land ) 

Micro 1-9 < PhP 3.0 million 
Small 10-99 PhP 3.0 million to 15 million 
Medium 100-199 PhP 15 million to 100 million 
Large 200 and above >PhP 100 million 

*As defined in RA 6977 ("Magna Carta for Small Enterprises'? and amended under RA 9778 

Kauswagan (Lanao del Norte) -Informal lenders 
Balo-i (Lanao del Norte) -Input suppliers, traders 

-Informal lenders 
Madalum (Lanao del Sur) -Suppliers, traders & informal 

lenders 
-Rural bank (in Marawi) 

Talayan (Maguindanao) -Cooperative 
-SuppliersfTraders 
-Informal lenders 

Shariff Aguak (Maguindanao) -Cooperative 

-Informal lenders 
M'lang (North Cotabato) -Rural banks (4) 

-Cooperatives (20) 
-NGO 
-Informal lenders 
-Pawnshops (6) 

Matalam (North Cotabato) -Rural bank 
-Cooperatives 
-Informal lenders 
-Quedancor 
-Traders, pawnshops (4) 

Midsayap (North Cotabato) -Commercial bank, LBP 
-Rural banks (2) 
-Cooperative 
-Informal lenders/traders 

20% per month 


20%-40% per month 

20% per month 


2.5% per month (flat) 


Approx. 15% 

20% per month (limited @10%) 

6% per month to members 

50% per month for daily loans to market vendors (non-members) 

20% per month 

2%-3% per month 

3% per month (minimum) 

2% per month 

20% per month 


2% per month _ 

4% per month (minimum) 

20% per month 

14%-20% per year 


14% per year (to farmers cooperatives) 

3%/month &23%/year 

16% per year (minimum) 

3% per month (minimum) 
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target group 

Training H H(1) H 

Enhancing H H(2) M H l M l M 
availability 
of Micro-
Finance 

Attracting M H(3) M M l l l l H 
Investment 
in Medium 
&large 
Enterprises 

Expanding H l H l l l H l 

Islamic 

Banking 


Economic Benefits. 
(1) Small and micro-enterprise development plus better productivity 
(2) Small and micro-enterprise development 
(3) SME development: jobs creation, inflow of capital and technology 
(Notes: H=High: M =Medium; L=Low) 

Interim Budget Estimates for Recommended Sector Actions (USD '000) 

Sector Sub Prolect Stuclle) Irllllll'didte Activities l\leclllll1l-Terill Activities 

I. Immediate Action 
Entrepreneurship, technical &business skills training 1,500 1,500 
Enhancing the availability of Micro-Finance 
- MFI capacity building and technical support 100 
- Start-up investment funds for MFls 350 

II. Studies 
(a) Attracting investment in medium &large enterprises 
- Prioritizing and linking infrastructure spending to offset higher 40 See note 2 
cost of doing business 
- Mitigating security risks through agovernment-backed insurance 50 
scheme 
- Establishing industrial estates 40 n.a. 
(b)Expandinglslamic Banking 35 

Total 2,115 2,000 

Notes: 
1.Entrepreneurship, Technical &Business Skills Training budget can be shared with HD Sedor 
2. Aportion ofplanned RD and HD spending for improving physical andsocial infrastructure (Quid be allocated by the government for this purpose. 
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Annexes 

Annex 1 Socio-Economic Indicators for Central and Western Mindanao 

City Pr ov lI1 ce rOp Uld l lon IJ(,1 Cap ita Percell! of 1l1 (1(lel1[f of PovPrtY' F,l ll1i l ies HUIl1,l n 

,15 lll'rCe lll IIl(onlt' POp ul dl lon 1,20001 \'Ilth lJeveiop 
nf tot,l l i20001 class iflt,cI ,11 gaillfully Illl'nlindex 

popu lation pouI:beliJ1.'': clllp!oyt'd i2000) 

ofPhri the povt'lty IllPrIltlfrs 18 

IIIW.I and above 
.. '. I 

Zamboanga del Norte 1.08 21,934 51 .9 51 .9 71 94.2 56 
Zamboanga Sibugay 0.65 
Zamboanga del Sur 1.88 20,185 43.3 42.2 55 96.3 5 
(Zamboanga City) (0.79) (-) (T) 
Lanao del Norte 0.99 25,572 55.5 46.0 62 96.4 i7 
(lligan City) (0.37) (-) (~) 
Lanao del Sur 1.04 15,936 61.9 48.1 65 99.1 75 
(Marawi City) (0.17) (-) H 
Cotabato City 0.21 1-
Maguindanao 1.05 19,967 61.3 36.2 50 98.3 74 
North Cotabato 1.25 19,443 51.5 34.8 44 98.2 ~2 
Sultan Kudarat 0.77 18,653 61.4 35.3 46 97.2 62 
South Cotabato 1.45 32,101 41.8 25.2 29 98.3 1.3 
Sarangani 0.54 17,722 51 .5 43.5 58 97.4 70 
Basilan 0.44 13,193 32.7 63.0 74 98.7 76 
Sulu 0.81 7,850 67.7 92.0 78 99.3 78 
Tawi-Tawi 0.42 11,349 60.2 75.3 77 99.8 77 

Notes andSources: 

Provinces are listed from west to east and north to south, rather than by administrative regions, to allow for comparison ofcontiguous areas. 

Provincial ranking is based on 78 provinces, i.e., prior to the creation ofZamboanga Sibugay. 


1. Population figures are from the 1000 Census. The population for Zamboanga Sibugay has been shown separately based on revised figures made available 
after the bifurcation ofZamboanga del Sur.Population of the major cities included in the provinces are shown in parenthesis. 

1. 	 From the Philippine Human Development Report 1001 (PHDR1001). 
3. 	 From the 1003 Philippine Statistical Yearbook published by the National Statistical Coordination Board.Data is for 1000. 
4. 	 From PHDR1001, based on the 1000 Family Income and Expenditure Survey.Provincial data is based on "unofficial" estimates. Officialpoverty estimates are 

disaggregated to the regionallevel. 
5. 	 National Statistical Office based on the AnnualPoverty Indicators Survey for 1999 
6. 	 Human Development Index is acomposite index, computed by the Philippine Human Development Network, based on indicators for life expectancy, 

education and income. 
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Annex 2 .1iI••Ili111i 

Products . 
Fabrication 

Zamboanga del Sur 

labangan 6 2 


Zamboanga Sibugay 

Ipil 7 


lanao del Norte 

Kauswagan 11 3 4 

Baloi 9 2 
Matungao 


3 


lanao del Sur 

Butig 4 

Kapatagan 


Madalum 

Masiu 5 


Maguindanao 

Talayan 2 


Matanog 

South Upi 


ShariffAguak 7 2 


North Cotabato 

Matalam 

Midsayap 2 

M'lang 


Sultan Kudarat 
Palimbang 

(continued. ..) 

Source:Business Permit and Business Nome Registration records provided by the respective regional DTI offices. 
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Annex 2 Registered Businesses in 17 Selected Municipalities in Central and 
Western Mindanao (Page 2) 

Zamboanga del Sur 
Labangan 

Wholesalers/ 

Dealers 

3 

Retail 

2 

)NV lte\ 

Eateries, 
Bakeries, 

Other Food 

2 

I Transport All Other 
Services 

( [r' tilt Provlcier, 

lending •. Employee Pawns~s 
Investors/ Cooperatives 

Credit Coop • 

Zamboanga Sibuga~ 
Ipil 10 S3 21 2 39 4 3 

Lanao del Norte 
Kauswagan 
Baloi 
Matungao 

17 
9 

29 
16 
1 

S 
S 

2 

Lanao del Sur 
Butig 
Kapatagan 
Masiu 
Madalum 

2 
1 
S 
2 

Maguindanao 
Talayao 
Shariff Aguak 
Matanog 
South Upi 

S 
9 
3 
3 

3· 
10 
3 
9 

2 

2 

4 

North Cotabato 
Matalam 
Midsayap 
M'lang 

8 2 3 

Sultan Kudarat 
Palimbang 4 8 2 
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The Formal Financial System (As on December 31 , 2002) 

Iml llullOI J i io ollw,(J\lItIOll) Totdl no of OfhlC) Total As,>ets 


CENTRAL BANK: Bangko Sentral ng Pilipinas 1 4 1,231.4 

All Bank &Non-Banks 6,434 17,895 3,624.9 


BAlIS 

Commercial Banks' 
Universal Commercial Banks 
Commercial Banks 

Thrift Banks' 
Savings &Mortgage Banks 
Private Development Banksd 

Stock Savings &Loan Associations 

Rural Banks' 
Rural Banks 
Cooperative Rural Banks 

42 

18 

24 


94 

32 

32 

30 


776 

728 

48 


4,216 
3,635 


581 


1,278 
743 

342 

193 


1,911 
1,802 


109 


3,141.4 
2,s56.0 

585.4 

253.4 
+193.6 

+46.8 
+13.0 

80.9 
75.6 
5.3 

Investment Houses' 

Finance Companies' 

Investment Companies' 

Venture Capital Corporations' 

Securities Dealers/Brokers' 

Pawnshops' 

Lending investors' 

Mutual building and loan associations 

Non-stock savings and loan associations' 

Credit Card Companies' 

Other Government Non-Banks' 


Contractual Savings Institutions 
&Other Non-Banks 
Life insurance companiesb 

Non-life insurance companiesb 

Pension &"Pre-Need" Firmsb 

Government-owned institutions 
Other Institutions 

* In dudes only domestic offices (head offices and branches) 
+ Estimote 
a. Regulated/supervised by BSP 
b. Reguloted/supervised by the Insuran(e Commission 
c Reguloted by the Securities and Ex(hange Commission 
d.lndudes 2micro-finance thrift banks with assets ofPhP 200 million 

Sources: 

Bangko Sentral ng Pilipinas:Eleventh Annual Report, 2003 


29 

33 

10 

8 


18 

5,182 


6 

n.a. 
85 

8 

2 


141 


42 

52 

10 

8 


18 

10,076 


6 

n.a. 
118 


8 

2 


150 


49.0 
20.9 
n.a. 
neg. 
n.a. 
15.2 
n.a. 
n.a. 
54.5 
n.a. 
3.3 

n.a. 

Bangko Sentral ng Pilipinas:A Status Report on the Philippine Finan(ial System, First Semester 2003 

Bangko Sentral ng Pilipinas:The Philippine Banking System,Faabook 2002 
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Total for Philippines 
No. of institutions 912 42 94 776 
Total no. of offices 7,405 4,216 1,278 1,911 

Offices in NCR 2,575 2,005 498 72 

Zamboanga del Sur1 76 61 5 10 
Lanao del Norte 35 22 2 11 
Lanao del Sur 9 7 2 
Maguindanao 24 21 13 
North Cotabato 37 16 21 
Sultan Kudarat 27 12 15 

109 4 

Zamboanga del Sur 4.2 3.9 0.1 0.2 
Lanao del Norte 2.0 1.6 0.4 
Lanao del Sur 0.3 0.2 0.1 
Maguindanao 1.0 1.0 
North Cotabato 1.6 1.1 0.5 
Sultan Kudarat 1.3 0.9 0.4 

, Total bank offices is the sum ofhead offices plus branch offices 

}Data for Zamboanga del Sur includes that for Zamboanga Sibugay. 


Note: 

Zamboanga del Sur includes the cities ofPagadian andZamboanga, Lanao del Norte includes/ligan, Lanao del Sur includes 

Marawi City, North Cotabato includes Kidapawan, and Sultan Kudarat includes Tacurong. 


Source: 

Bangko Sentral ng Pilipinas: The Philippine Banking System, Faaboak 2002, Vol II 


40 




ANNEXES 

Total no. ofbanks 1 2 39 93 771 906 
Total offices 9 404 3,850 1,266 1,918 7,447 

Zamboanga City 1 4 33 2 2 42 
Zamboanga del Sur 

Pagadian 
3 
2 

12 
11 

7 
2 

23 
15 

Molave 2 5 
Other 3 3 

Zamboanga Sibugay 3 6 1 10 
Ipil 2 4 6 
Buug 
Kabasalan 

2 
2 

Lanao del Norte 3 17 12 34 
/ligan City 2 16 5 25 
Kapatagan 2 2 
Karomatan 
Kolambugan 1 
Lala 2 
Maigo 
Tubod 1 2 

Lanao del Sur 1 3 2 2 8 
MarawiCity 2 2 1 6 
Malabang 1 
Wao 

Maguindanao 
Parang 
Datu Paglas 

2 

, 
3 
2 
1 

Cotabato City 
North (otabato 

Antipas 

1 4 
S 

14 
10 

1 
22 

1 

20 
37 

1 
Kabacan 1 1 3 
Kidapawan 3 6 5 14 
libungan 
Makilala 
Matalam 2 2 
Midsayap 3 3 7 
M'lang 4 4 
Pigkawayan 2 2 
Pres. Roxas 
Tulunan 

(continued.. .) 
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Sultan Kudarat 4 7 15 26 
Tacurong 2 4 5 11 
Isulan 3 3 7 
Esperanza 1 
lebak 2 3 
Kalamansig 
Mariano Marcos 
Sen. Ninoy Aquino 
Pres. Quirino 

Total offices in the region 4 30 101 4 64 203 
Percent of offices nationwide 44.4% 7.4% 2.6% 0.3% 3.3% 2.7% 

Note: 

This table is based on information from several sources, including BSp, the Philippine Banking Almanac 4 (Published by Ventures Unlimited, Inc. Manila) 2000 and 

field interviews. It is not wholly based on official sources and should not be treated as such. It represents an effort to map the distribution and density ofbank 

office in the seven selected conflict-affectedprovinces. 


42 



ANNEXES 

Zamboanga City 
Zamboanga City Rural Bank, Inc. 	 Zamboanga City (2) 

Zamboanga del Sur 
Cooperative Bank of Zamboanga del Sur PCFC Pagadian City 
Rural Bank of Bonifacio, Inc. Molave 
Rural Bank of Kapatagan Valley Molave 

Domalinao 
Margosatubig 

Rural Bank of Pagadian Pagadian City 
Salug Valley Rural Bank, Inc. PCFC Molave, 

Aurora 
Zamboanga Sibugay 
Rural Bank of Kabasalan, Inc. 	 Kabasalan 

Lanao del Norte 
Cooperative Rural Bank of Lanao del Norte, Inc. PCFC Tubod 
One Network Bank, Inc. lligan City 
Philippine Farmers' Bank, Inc. lligan City 
Rural Bank of lligan City lligan City 
Rural Bank of Kapatagan Valley, Inc. M Kapatagan (2) 

Lala 
lligan City 

Rural Bank of Karomatan, Inc. Karomatan 
Rural Bank of Kolambugan, Inc. Kolambugan 
Rural Bank of Maigo, Inc. Maigo 
Siam Rural Bank Jligan City 

Lanao del Sur 
Bagong Bangko Rural ng Malabang M, LBP, PCFC Malabang 
Maranao Rural Bank M,LBP MarawiCity 

Maguindanao 
Rural Bank of Datu Paglas, Inc. M,lBP Datu Paglas 
Rural Bank of Parang (Maguindanao) Inc. lBP Parang 

Cotabato City 
Rural Bank of Cotabato City, Inc. M, lBp, PCFC 	 Cotabato City 

North Cotabato 
Cooperative Rural Bank of North Cotabato, Inc. lBp, PCFC 	 Kidapawan 

Midsayap 
M'lang 

Partner Rural Bank (Cotabato), Inc. 	 Pigkawayan (2) 
Kabacan 
M'lang 

(colI(inued...) 
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City/Province and Rural Bank 

Peninsula Rural Bank, Inc. 

Provident Rural Bank of Cotabato, Inc.* 

(Unit of One Network Bank, Inc.) 


Rural Bank of Digos 


Rural Bank of Midsayap, Inc. 


Rural Bank of M'lang, Inc. 

Rural Bank of President Roxas (North Cotabato) 


Sultan Kudarat 
One Network Bank, Inc. 

Partner Rural Bank (Cotabato), Inc. 
Peninsula Rural Bank, Inc. 

Rural Bank of Isulan, Inc. 


Rural Bank of lambayong/Mariano Marcos, Inc. 

Rural Bank of lebak, Inc. 


Rural Bank of President Quirino (Sultan Kudarat) 

Rural Bank ofTacurong, Inc. 

Partner Bank/Group 

LBP, PCFC, M 

LBP 

LBP 
LBP 

M 

M,PCFC 

M 

M,PCFC 

LO(,ltlOn 

Kidapawan 
Kidapawan 
Libungan 
Makilala 
Matalam (2) 
Midsayap 
Tulunan 
M'lang 
Kidapawan 
Antipas 
Midsayap 
Kidapawan 
M'lang 
President Roxas 

Tacurong 
Isulan 
Kalamansig 
Lebak 
Tacurong 
Isulan 
Tacurong 
Isulan 
Esperanza 
Mariano Marcos 
Lebak 
Sen. Ninoy Aquino 
President Quirino 
Tacurong 
Tacurong 

Partner Bank/Group: 
LBP: Uses credit lines from Lank Bank ofthe Philippines (LBP) 
M: Provides micro-credit, using the Micro-enterprise Access to Banking Services (MABS) methodology, 

in full or in part 
PCFC Provides micro-credit using ''investment loons" from People's Credit and Finance Corporation (PCFC) 


*unit ofOne Network Bonk, Inc. 


Sources: 

Data furnished by BSp, LBP andP(fC and interviews with representatives ofrural bonks 
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-Informal lenders 
-Input suppliers, traders 
-Informal lenders 20%-40% per month 

Madalum (Lanao del Sur) -Suppliers, traders &informal lenders 20% per month 
-Rural bank (in Marawi) 2.5% per month (flat) 

Talayan (Maguindanao) 	 -Cooperative 
-Suppliers/Traders Approx. 15% 
-Informal lenders 20% per month (limited at 10%) 

Shariff Aguak (Maguindanao) -Cooperative 	 6% per month to members; 50% per month for 
daily/short-term loans to market vendors (non
members) 

-Informal lenders 	 20% per month 
M'lang (North Cotabato) 	 -Rural banks (4) 2%-3% per month 

-Cooperatives (20) 3% per month (minimum) 
-NGO 2% per month 
-Informal lenders 20% per month 
-Pawnshops(6) 

Matalam (North Cotabato) 	 -Rural bank 2% per month 
-Cooperatives 4% per month (minimum) 
-Informal lenders 20% per month 
-Quedancor 14%-20% per year 
-Traders, pawnshops (4) 

Midsayap (North Cotabato) 	 -Commercial bank, lBP 14% per year (to farmers cooperatives) 
-Rural banks (2) 3%/month &23%/year 
-Cooperative 16% per year (minimum) 
-Informal lenders/traders 3% per month (minimum) 

Notes: 
A. The effective cost ofborrowing usually works out to considerably more than the statedor quoted rate for anumber ofreasons. The above rates should be 

interpreted accordingly. 

1. 	 The collection ofaservice fee/front-end charges and in some cases, mandatory insurance, raises the effective (ost ofborrowing. For short-term loans, 
often with amaturity ofno more than 30 days, even service charges ofjust 2% can increase the cost ofborrowing significantly. 

2. 	 A"flat" rate means that the amount ofinterest is calculated on the original loan amount throughout the life ofthe loan and no adjustment made for 
repayments made during the intervening period. In conventional loans, interest is charged on the outstanding (reducing) balance. A"f1atN rate of2% 
per month thus works out to an effective rate ofover 4%. 

3. 	 Acommon practice (throughout the Philippines) is for micro-loans to be repaid in equated daily installments. For example, for every PhP 1,000 that 
is borrowed, the borrower may be required to pay PhP 40 every day for one month. At the end ofthe month, the borrower will have repaid PhP 1)00 
towards principal and interest. This is interpreted as arate of20% per month. In fact, on areducing balance basis, the effective rate ofinterest works 
out to about 45% per month! 

8. 	 To provide arough perspective ofthe higher cost ofborrowing in the CAAs, aborrower in Metro Manila would be required to pay around PhP 1, 100 by the end 
ofthe period for asimilar micro-loan (i.e., PhP 1,000 borrowed for aperiod of 1month and repayable in equated doily installments), 

C 	 In rural forming communities, much ofthe credit is provided by input suppliers and rice/corn dealers. The cost ofborrowing from them is typically for every 
PhP 1,000 borrowed, the borrower has to return PhP 1,500 at the end ofone crop cycle (up to 120 days) ifpayment is made in cosh or 4sacks ofpolay in 
kind.However, the option has to be declared in advance at the time oftaking the loan. Certain other conditions may also be imposed. Usually, the former is 
required to sell his entire output, notjust the amount required to service the loon, to that dealer. 
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Meetings and Consultations held in Phase I of the JNA 

In Manila 

World Bank 
IFC 

Land Bank of the Philippines 
People's Credit and Finance Corporation 

Microfinance Council of the Philippines 
Chemonics International, Inc./MABS 
Development Bank of the Philippines 
AI-Amanah Islamic Investment Bank of the Phil. 

Philippine Deposit Insurance Corporation 
Bangko Sentral ng Pilipinas 
Department of Finance 

ACPC 

In Davao 

MEDeo 

Bangsamoro Womens' Organizations 
Federation of United Mindanawan Bangsamoro Women's 
Multi-Sector Cooperatives 
Businessman; Former-Presidential ASSistant for Mindanao 
Agusan Plantations, Inc. (Palm Oil) 
Alip River Dev.& Export Corp. (Datu Paglas) 
Sodaco Agricultural Corp. (Plantations) 
DTI Regional Office 
Land Bank of the Philippines 

ILO -TREE 
Micro Enterprise Bank of the Philippines 
One Network Bank 
MABS Coordi nating Office 
AI-Amanah Islamic Investment Bank of the Phil. 
DTI-ARMM 
Regional Economic Zone Agency 
Bangsamoro Development Agency 

Idah Riddihough 

Vipul Bhagat (Resident Head in Manila) 

Erwein Catoto (Global Financial Markets) 

Ramon Cabo (SME Department) 

Mario Fischel (SME-EAP Department) 

Wilfredo Maldia (VPforMindanao) 

lIuminada Cabigas (President) 

Edgar Generoso (VP &Treasurer) 

Bella Mordeno (Manager, Fund Sourcing Dept.) 

Edgardo Garcia (Executive Director) 

Meliza Agabin (DeputyChiefofParty) 

Panser Tumagen (Head ofProgram Lending) 

Amado Bulauitan (SVP Fin &Admn; 01C) 

Ikram Tawasil (Acting SVP -Operations) 

Mae Hanopol 

Norma Hernandez (Deputy Director, SE7) 

Charissa Hipolito (Corporate Affairs Group) 

Job Ambrosio, Atty. (Corporate Affairs Group) 

J. Corpus 

Sophia Suarez 

Norberta N. Towanna (UNIDO Indus. Dev't. Prog.) 

Ronald Sison (ADB Enhance Pvt. Sector Activity) 

Fatmawati Salapudin, Wahida Abtahi 

Wahida Abtahi (Executive Director) 


Paul Dominguez 

C.K. Chang 

Francis Ledesma 

Antonio Avelino (General Manager) 

Merly Cruz (Regl. Director, DTt-XI) 

Sambutuan Abdul (Regl Head ofLending: Region XII andARMM) 

Khurshid Kalabud (Lending Center Head, Cotabatoi 

Maclaring Lucman (Head, Marawi City Branch) 

lino Sustiguen (Head, Cotabato City Branch) 

Rudy Baldemor (Natl. Project Coordinator) 

Cecilia Dicdiquin (President. &CEO) 

Antonio Avelino (Vice-Chairman) 

Sophia Suarez 

Abraham Ututalum (Manager, Davao Branch) 

Ishak Mastura (Regl CabinetSecretary) 

Ishak Mastura (Regl. Cabinet Secretary) 

Dr.Habib Macaayong (BDA BoardMember) 

Abdul Nasser Tanggol (MSU- GenSan &CPA) 

Sultan liwa Dimapanung (MSU, Marawi City &NGO) 

Abhoud Syed M.lingga (InSf. ofBongsomoro Studies, &Talaynged Foundation) 

Dr.Thomas Sabal (Mindanao State Univ. Cotabato) 

Ustads Esrnael Ebrahim (Muslim Chamber ofCommerce &Industry and 

ARMM Business Council) 

Ustadz Abdulmanan Gayak (Grand Alliance ofMoro Entrepreneurs andDean 

ofMadrasa) 
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Annex 9-8 Meetings and Consultations held in Phase II of the JNA 0 

Kauswagan, Lanao del Norte 

Business sector 


GKAI Cooperative 

P-8 Women's Organization 

RIC Women's Organization 

Kauswagan Seaside Women's Organization, Inc. 


KAYBODA 

LGU (KAMEAS, KEMPCO) 


Baloi, Lanao del Norte 

SABAB 
SMT 

RMRC 
Business se<tor 

Cooperative 

lGU (lASIC) 

Marawi City, Lanao del Sur 

Marawi Chamber of Commerce and Industry (MCCI) 

Others from the business sector 

lGU- City Government 

Interpreter 
Maranao Rural Bank 

Madalum, Lanao del Sur 

Business sector 
Business sector 
Business sector 
Business sector 
Business sector 
Business sector 
Business sector 
LGU 

Rufa T. Corpin 
Emily P. Borres 
Filomena M. Destila 
Linda Engracia Yongeo (5e((etary) 
Laura Estalilla Barcelo (President) 
Gloria J. Gemina (President) 
Rosita B. Cordero 
Angelina Culanculan 
Sofronio Colocachi 
Julieta A. Ofonda (Asst. Municipal Treasurer) 

Abner L. Sulog (Member) 
Maulana A. Mackuo (Member) 
Nasroding Sirfdawan (Member) 
H. Omar Maunda (Member) 
Cairon B. Masnar 
Benjamin Usman 
Sanawiya Amindato 
Leonard Eliodra 
Edris A. Mackoz 
Engr. Elias Masnar 

Datu Minah Dianalag (Chairman, BOD) 
Sultan Yahya Tomawis 
Datu Taha S. Amroo (MW-B50) 
Ali Malambut 
Abdul Jabbar Macabayao (Bakery/re-Iending) 
Abdul Raof D. Guro 
Prof. Ali Laguindab (Enterprise Dev't. Officer) 
Engr.Titing D. Atar (City AsstJProject Dev't. Consultant) 
Casim A. Marohom 
Paisal Rasuman (Owner) 
Sid Rasuman (President) 
Sahary Diaca (Manager) 

Nader D. Abdullah 
Mangondaya Cali 
Sood Ombonga 
Raki Abdulwahab 
Taha Ombonga 
Tominaman Ampuan Bansao 
Saikon Maulana 
SalikSood 
Aladdin E. Pandapatan (MuniCipal Planning andDevelopment (oordinator) 

(continued ...) 
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Cotabato City, Maguindanao 

Maguindanao Foundation for Good Governance and 
Development, Inc. 

Central Mindanao Integrated Livelihood Assistance and 
Resource Foundation 

Muslim Chamber of Commerce &Industry 
Maguindanao Professionals &Employees Association 
lGU-DOS 

MSU Maguindanao 

Kutawato Riverside Livelihood MPC 

Development Bank of the Philippines (DBP) 

land Bank ofthe Philippines (lBP) 

DTI-ARMM 
Federation of United Mindanawan Bangsamoro Women MPC 

Talayan, Maguindanao 

Business Sector 
lending Sector 
lending Sector 

Business Sector 

local Government 
local Government 

Sulog A. Bra (Director, Research &Extension, MSU-Maguindanao; Executive 
Director, MFGGDI) 
Maguid T. Makalingkang (Member, Board ofDirectors) 
Datucan M. Ali (ROE Assistant) 
Renato P. Gacayan (Executive Director) 
Jessie S. Ondoy (Technical Assistant) 
Albaya K.Andamen (Member, Boord ofDirectors) 

Bai Sandra S. Basar (Member, Boord ofDirectors) 

Engr.Ulama S. Baragim (Member, Boord ofDirectors) 

SangkiK. Unsi(MPD() 
H.lsmael Badawi 
Abdulwahab G.Palsana (Instructor III) 
latip M.Angagao (Professor) 
Kungan T. Kasan (Asst. Professor IV) 
Dr. lsmael G.Abdullah (Professor VI) 
Wahab Omar (Member, Board ofDirectors) 
Thomas M.Sabal (President) 
Virgilio P. Saldana (Acting Branch Head) 
Nelito H. Tingzon (Executive Officer, Regl Management Office) 
Delos A. Martinez (Senior Account Officer) 
Khurshid U. Kalabud (DM/Head-(otabato Lending (enter) 
Imelda D. Uy (ADM) 
Joseph Villamor (LAN Head) 
Atty. Ishak Mastura (Regional Secretary) 
Wahida M.Abtahi (Executive Director) 
Rohaniya Mohammad (Information Officer) 
Bai'AIi D.Abdul (Administrative Officer) 
Fayniah Abdullah (Bookkeeper) 
Rayhan Digandang (Staffmember) 
lila Idal (Staffmember) 

Miguel llaba (Entrepreneur) 
Baisan Manguda (lender) 
Algie Midtimbang (lender) 
H.Salik Maulana 
H. lbrahim Untok (Satar) 
H. Ebong Ibrahim 
Renato B. Midtimbang 
Alimama S. Nor (Businessman) 
Amiludin Kasin 
Pelong U. Guialudin (Secretary, Sanggunian) 
H. Kabili S. Agunan (Barangay Chairman) 
H. Masiring M. Mustapa 

(continued ..) 
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Shariff Aguak, Maguindanao 

Lending sector 

Farming sector 

Business sector 

LGU 

lsulan, Sultan Kudarat 

Quedancor SK District Office 

Tacurong, Sultan Kudarat 
One Network Bank 

Kidapawan CIty, N. (otabato 

One Network Bank 

M'lang, N. (otabato 

Maharlika Farms MPC 
Musupla MPC 

Tamlang Hiniman Foundation, Inc. 

Farming sector 
Business sector 

LGU 

Matalam, North (oubato 

Business sector 

Cotabato Integrated Seed Producers Coop. 
BARC Federation 
One Network Bank 
Matalam Women's MPC 
LGU (MAlCEA) 

Midsayap, North (otabato 

Cooperative Bank of Cotabato 
Midsayap Meat Vendors Cooperative 

lending sector 

Maimona B.Ampatuan (employee/market vendor) 

Delia T. Chio (employee) 

Rowasa S.Abdul (employee/market vendor) 

Hombra B. Masukat (individual lender) 

Abdulmanan Malaguial (farmer) 

Datu Cashmer Ampatuan (farmer) 

Lahmudin Alimudin (buy and sell) 

Hamsa Abutasil (buy and sell) 

Elsie H. Hubicosa (staffmember) 

Verona D.Plana (staffmember) 


Mersyl O. Viray (Acting DistrictSupervisor) 

Razid K.Lampak (Unit Head, LUG) 


Manager 

Janette L. Apatan (Manager) 

Salvador G.Tecson (Manager) 

Felipe D.Miguel (Chairman) 

Criselda A. Alisen (Secretary) 

Merlin S. Sentillanosa (Executive Director) 

Rogelio M. Taymo (Cashier) 

Adam A. Bantas (farmer) 

Sixto Escudero (hardware store) 

Donylee C. Buenaflor (Secretary, RB Buying Station) 

Gerardo V. Guadalupe (MPDC) 


Rodel Mandap (trading/marketing) 

Lamberto lee (bakery) 

Jessie Domingo (Manager) 

David GJuzon, Sr. (Chairman) 

Eddie Chris Gaviola (Manager) 

Rosalinda Valdeviejo (Chairman) 

lory B.Buday (AT/MCOO) 


J. Villarosa (General Manager) 
President 

Trader/Moneylender . 

ANNEXES 
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Annex 10 Readings and References 

Background 

Stankovitch, Mara; and Carl, Andy. One Step Towards Peace: The 'Final Peace Agreement' 

Muslim, Macapado A.; and Cagoco-Guiam, Rufa. Mindanao: Land of Promise. Both published in Accord, Issue 611999, published by 
Conciliation Resources, London. 

Needs Assessments 

Bush, Kenneth. (2003). Hands-On PCIA: AHandbook for Peace and (onflict Im{XKt Assessment. 

Deutsche Gesellschaft fur Technische Zusammenarbeit (GTl). (2004). Enhancing Multilateral Post-Conflict Needs Assessment. (Study for the 
World Bank). 

Laprise, Anne-Marie. Programming for Results in Peacebuilding Objectives NTree' and Performance Indicators. (Extracts) 

World Bank. East Timor Reconstructions and Development Program Overview. (httD://lnweb18.worldbank.org/eapfeaD.nsf/Countriesl 
East+TimorD 

Sotto, Jose Andres. (2003) From Displacement to Empowerment : working with those directly affected by the armed conflict in Mindanao - An 
External Evaluation ofthe Mindanao Social Assessment & The Pilot Project for Promoting the Transition from (onflict to Peace andDevelopment at 
the (ommunity Level. (Study for the World Bank). 

CFSI and others. (2003). Transition Interventions with Internally Displaced Persons: From (onflict towards Peace &Development in the 
Southern Philippines. (Study funded by the World Bank). 

World Bank. (2003).Human Development for Peace &Prosperity in the ARMM. 

World Bank. (2003).Social Assessment of(onflict-AffectedAreas in Mindanao. 

World Bank (2002). PH ARMM Social Fund. (Project Appraisal Document). 

Japan Intemational Cooperation Agency. (2003). (omprehensive Basic Study ofthe Autonomous Region in Muslim Mindanao in the Republic of 
the Philippines. Sector Reports 

Promoting Miao, Small &Medium Enterprise Development 

Asian Development Bank (2002). SME Development Strategy in the BIMP-EAGA. 


Asian Development Bank (2003). Strengthening Public-Private Sector Partnerships in SME Development in the Philippine EAGA. 


Foreign Investment Advisory Service (2000).lnaeasing FDI in Mindanao:Implementation Design. 

Ceglie, Giovanni and Dini, Marco (1999). SME (luster and Network Development in Developing (ountries: the Experience ofUNIDO. 

International Labour Organization 


United Nations Conference on Trade and Development (1998). Promoting and Sustaining SMEs: (lusters and Networks for Development. 


UN Economic &Social Commission for Western Asia. (2003).Enhancing the Productivity &(ompetitiveness ofSmall &Medium-Sized 
Enterprises through (lusters &Networks: A(ase Study ofApparel Manufacturing in Lebanon. 

U.S.Agency for International Development. (2002). Growth with Equity in Mindanao Program: Phase 7(ompletion Report. 

(continued... ) 
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World Bank. (2003). East Timor Small Enterprises Project. (Project Information Document). 

World Bank. (2003). East Timor Small Enterprises Project. (Implementation Completion Report). 

Rural Finance (Philippines) 

World Bank. (1996). PH: Rural Finance Project. (Project Completion Report) 


World Bank. (1995). PH: Second Rural Finance Project. (Staff Appraisal Report) 


World Bank. (2000). PH: Second Rural Finance Project. (Implementation Completion Report) 


World Bank. (1998). PH: Third Rural Finance Project. (Project Appraisal Document) 


Micro-Finance 

Nuno Santos. (2003). Financing Small, Medium &Micro-Enterprises in Post-Conflict Situations:Micro Finance Opportunities in the Democratic 
Republic ofthe (ongo. OECD Development Centre. 


Charitonenko, Stephanie;and Afwan,lsmah. (2003). (ommercialization ofMicrofmance Indonesia. (Study by Chemonics International, lnc. 

for the Asian Development Bank). 


World Bank. (2001) . Micro-Finance in the Tajikistan Social Investment Fund. Notes from aVideoconference Clinic 


Geetha Nagarajan,ILO. (1999). Developing micro-finance institutions in conflict-affected countries:Emerging issues, first lessons learnt and 

challenges ahead. http://www.ilo.org/publiclenglish/employmentlfinance/papers/conflict.htm 


Development Alternatives, Inc. Microenterprise Best Practices: 

1) Developing aPost-Conflict Microfinance Industry: The (ase of(ambodia 
2) Developing Post-ConflictMicrofinance Institutions: The (ases ofLiberia and Kosovo 
3) Environmental Preconditions for Successful Post-Conflict Microfinance 

Conroy, John D. (2004).East Timor: Independent Review ofthe (redit(omponent ofthe (ommunity Empowerment Project. (Study for the 

World Bank) 


Wilson,Tamsin. (2001).Microfinance During andAfter Armed (onflict: Lessons from Angola, (ambodia, Mozambique and Rwanda. (Study for 

Concern Worldwide, The Springfield Centre and DFID) . 


Charitonenko, Stephanie. (2003). (ommercialization ofMicrofinance Philippines. (Study by Chemonics International. Inc. forthe Asian 

Development Bank). 


International Labour Organization. (2003). The (ommunity FundScheme: Training for Rural Economic Empowerment. 


Rural Bankers Association of the Philippines. Brochure:Microenterprise Access to Banking Services 


Islamic Banking 

Mahmoud Amin EI-Gamal. (2000). ABasic Guide to (ontemporary Islamic Banking &Finance. (Rice University). 

IME (1998).lslamic Banking: Issues in Prudential Regulation and Supervision. 
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Consultation Notes 


Highlights of Focus Group Discussion (FGD): Kauswagan, Lanao del Norte 
Kauswagan Municipal Hall, Poblacion, Kauswagan 

! 27 August 2004 

A. Basic Information 
Name of barangay, municipality and province 

No. of barangays in the municipality 

No.of and description of participants 


Brief history of conflict in the area 

Descrjption of current security in the area 

B. Profile of Area 
Population 

Have asignificant number of residents moved out of the area? 

Is there alarge presence of people from other areas? 

Chief resource endowments of the area 


Main economic activities 

Existing businesses/enterprises 

Potential business opportunities 

lenders in the area 

Lenders from other places serving the area 

What are the quantum, purpose, and terms on which finance is 

available from each type of lender? 


Are there significant gaps in the provision of basic physical and/or 

social infra in the area? 

What are the reasons that the area has failed to develop/further 

develop? 


Co Economic Needs, Causes, and Solutions 
Need 
How endemic/prevalent 

How does it manifest itself? 

Since when? 

What are the causes? 

What can be done about it? 

And by whom? 


Poblacion, Kauswagan, Lanao del Norte 
13 barangays 
11 participants: 1LGU, 1government employee (Assistant 
Treasurer, LGU), 1tricycle driver, 8women entrepreneurs (traders/ 
lenders) 
Series of firefights between government troops and Moro rebels 
during martial rule aggravated by land disputes between Maranao 
and Christian settlers; During all-out war, series of firefights 
between government troops and MILF troops 
On and off encounters between government and MILF troops; partial 
settlement of land disputes 

18,349 (1995) 
About 80% moved out 
Yes 
Coastal and marine waters suitable for aquaculture and capture 
fishing; agricultural land suitable for corn, cassava, palay, peanuts, 
little coffee; timber 
Fishing (75%); Farming (20%);Trading (5%) 
Trading such as mini grocery; Bakeshop 

Informal lenders lending at 5/6 terms (20% per month) 
None 

Informal lenders: minimum of PhP 1,000 or below and maximum of 

at least PhP 10,000 for non-farm activities such as rice cake vending, 

sari-sari store; operating capital for tricycle driving (20% 

per month) 

Farm-to-market roads and other rural infrastructure 


Peace and order situation 


Restoration ofpeace and order 
Widespread 
80% evacuated 
Since 2000 (declaration of all-out war) 
MILF took over seat of power 
Pursue negotiation 
Government and MILF 

((Qntlnlled..~ 
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Need 
How endemic/prevalent? 

How does it manifest itself? 

Since when? 

What are the causes? 

What can be done about it? 

And by whom? 

Need 
How endemic/prevalent? 

How does it manifest itself? 

Since when? 

What are the causes? 


What can be done about it? 

And by whom? 


CONCLUSIONS 

1. List and rank the three top concerns and needs: 

Rank 1: Restoration of peace and order 
Rank 2: Farm-to-market roads 
Rank 3. Financing/access to credit 

2. Summary of main causes: 

Farm- to- market roads 
More than 50% of barangays do not have access roads 
Slow development 
Even before the conflict 
Limited resources of LGU (IRA) 
Increase revenue-generation capacity of LGU 
LGU 
Lack ofcapital 
Widespread 
low income 
long before 
No financing institution would lend to them because of uncertainty 
of loan repayment brought about perception on attitude of locals 
towards borrowing 
Education 
Government and people themselves 

Unstable peace and order condition because of the on-and-off clashes between AFP and MILF troops. 

3. What can be done about meeting these needs? 

• By the finance team recommend ways to improve access to credit 

• By other components of the MTF-RDP to facilitate construction of access roads; 
facilitate provision of education to local residents; and, Governance to institute m
will improve the capacity of LGUs 

HD to 

echanisms that 
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Highlights of FGD: Balo-i, Lanao del Norte 
Balo-i Municipal Hall, Nangka (Poblacion), Balo-i 
28 August 2004 

A. Basic Information 
Name of barangay, municipality and province 

No. of barangays in the municipality 

No. of and description of participants 

Brief history of conflict in the area 

Description of current security in the area 

B. Profile of Area 
Population 
Have asignificant number of residents moved out of the area? 

Is there alarge presence of people from other areas? 
Chief resource endowments of the area 

Main economic activities 
Existing businesses/enterprises 

Potential business opportunities 
Lenders in the area 

Lenders from other places serving the area 

What are the quantum, purpose, and terms on which finance is 
available from each type of lender? 

Significant gaps in the provision of basic infra in the area? 

Compare the area with more developed area in the region 

What are the reasons that the area has failed to develop/further 

develop? 


C. Economic Needs, Causes, and Solutions 
Need 
How endemic/prevalent 
How does it manifest itself? 

Nangka, Balo-i, Lanao del Norte (19 kms away from Marawi 
City)(EU-STARCM Area) 
21 barangays: 5more developed; 8conflict-affiicted; 10 in the East 
and 11 West of Poblacion (Nangka) 
8private businessmen: mini grocery (P50,000); rice and corn miller; 
cosmetics dealer; piggery; peanut warehousing/supplier of lIigan 
City; 2LGUs 
In the 1970s during martial law years and then again in 2000, durihg 
all-out war, there were firefights between AFP and rebel groups/ 
MILF troops 
On and off encounters between the military and MILF troops 

30,000 (as of 2000)- 1/3 Muslim, 2/3 Christians 
15% went to Maria Cristina, Lanao del Norte; 30% went to 
Pagalundo, Lanao del Norte (because of the conflicts, many farmers 
left the area, their farms and their loans from traders unpaid) 

None I 
Agricultural land (corn, copra, palay, peanuts, cassava, little coffee); 
fishing/marine resources suitable for aquaculture and fish capture 
Farming (90%); Trading (10%) 
Farming, fishing, trading, e.g., buying and selling of agricultural 
products; boutique, bakery 
Peanut processing 
Informal lenders: private moneylenders, usually traders who buy 
farmers' produce, at 5/6 (20% per month) or 5/7 (40% per month) 
terms 
DBP; (The rice and corn miller FGD participant was able to borrow 
P300,000 from DBP in 1990, but was unable to pay loan resulting in· 
the foreclosure of his collateral. Non-payment was reportedly due to 
low production and high cost of inputs.) 
Loans from peanut trader-lender: As much as PhP 100,000 per loan 
for agricultural production; requires real estate as collateral/land 
title and/or appliances; interest rate is usually 20% per month or 
(240% per annum). 
Loans from rice and corn miller/trader: Provides farmers with 
fertilizers/inputs as loans to be paid upon harvest (after 3to 4 
months) in the form of produce, at"no interest;' but all produce must 
be sold to the lender (though not expressed, presumably at aprice 
lower than what is prevailing in the market). 
Farm-to-market road 
Balo-i is less developed because of lack of rural infrastructure 
Peace and order condition 

Capital/financing 
Widespread 
No banks/formal institution serving the area 

(continued... 
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Since when? Since the 1970s 
What are the causes? Peace and order; poor infrastructure; poor capability to manage 

businesses 
Need 	 Form-to- moTter roods 
How endemic/prevalent? Widespread 
How does it manifest itself? Hinders marketing of products 
Since when? Since the 1970s 
What are the causes? Peace and order 
What can be done about it? Restoration of peace and order through negotiation 
And by whom? Government and rebels 
Need Tmining/skills developmentparticularly on preparing feasibility 

studies; entrepreneurship 
How endemic or widespread? 	 The need for assistance on the preparation offeasibility studies was 

raised by the LGU representative 
How does it man ifest itself? 	 Cannot avail of loans from donors, formal institutions. Regarding 

entrepreneurship, the area is amain provider of raw peanuts to 
Iligan City, other towns 

Since when? Even before the war 
What are the causes? Absence of experts 
What can be done about it? Develop local experts 
And by whom? LGU and local leaders 

CONCLUSIONS 

1. List and rank the three top concerns and needs: 

Rank 1: Restoration of peace and order 
Rank 2: Farm-to-market roads 
Rank 3: Capability building (e.g., preparation of feasibility studies) and entrepreneurship 

development (e.g., peanut processing) 
Rank 4: Finance/access to credit 

2. Summary of main causes: 

Unstable peace and order condition because of the on-and-off clashes between AFP and MILF troops 

3. What can be done about meeting these needs? 

(i) 	 By the finance team recommend ways to improve access to credit including enhancement of 
entrepreneurship skills 

(ii) 	 By other components of the MTF-RDP to identify viable businesses in the area, ways to ensure 
food security and local employment; Governance to find ways to strengthen local leadership; 
HD to enhance capacity ofLGUs 

4. Other comments/suggestions: 

There should be capability building before any assistance is given to ensure effective implementation 
of the development program. 
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FIN ANC E AND PRIVAT E SECTOR REPO RT 

Highlights of FGD: Madalum, Lanao del Sur 
Municipal Extension Office, Linuk, Madalum 
29 August 2004 

A. Basic Information 
Name of barangay, municipality and province 
No. of barangays in the municipality 
No. of and description of participants 

Brief history of conflict in the area 

Effect of conflict 

Description of current security in the area 

B. Profile of Area 
Population 

Have asignificant number of residents moved out of the area? 

Is there alarge presence of people from other areas? 

Existing programs, donors 


Clhief resource endowments of the area 


Main economic activities 


Existing businesses/enterprises 

Potential business opportunities 

Lenders in the area 


Lenders from other places serving the area 

What are the quantum, purpose, and terms on which finance is 

available from each type of lender? (Ask lender participants) 


Are there significant gaps in the provision of basic physical and/or 

social infra in the area? 

What are the reasons that the area has failed to develop/further 

develop? 


Linuk, Madalum,Lanao del Sur 
37 barangays 
6businessmen (sari-sari store, restaurant and bakery, fertilizer and 
palay trader); 2 lenders; 2LGU representatives 
One 'mis-encounter' in 2000 between AFP troops and MILE Barangay 
Munay is on the route of rebels and the location of evacuees from 
areas where there are firefights. The barangay school is arest place 
of both rebels and government troops. Also, there are family feuds 
which are mostly election-related 
No investors in the area; 'bad image' of area affected by the bad 
image of Marawi City (a lot of kidnappings happened in 
Marawi City) 
Barangay Munay is on the route of rebels 

23,478 (year 2003) 
20% moved out for 2days 
No 
SZOPAD/RMM Social Fund; LGU has submitted proposal for public 
market and hospital to JICA 
Forest, Linuk lake abundant water, aquaculture; agricultural land 
(corn, rice, coconut, coffee, fruit trees; onion) 
Farming (55% of labor force); business merchandise (18%); laborers 
(9%); employed (9%); unemployed (9%) 
Micro: restaurant and bakeshop, mini grocery, fish vending 
Non-farm pharmacy/medicines; hardware, groceries 
Relatives/friends and other informal lenders; Lender of fertilizers to 
farmers and rice to employees; Lender of cash to truckers (or those 
engaged in trucking) at "5/6" terms. (Note: Nearest bank is 
in Marawi City but people this group has expressed fear of 
borrowing from banks are afraid of being brought to court 
in case of default.) 
The lender of cash borrows from an informal lender in Marawi City 
Fertilizer loan - 70 sacks every 4months; worth PhP 500 loan will 
be paid PhP 900 (equivalent to 240% per annum interest rate); land 
holding (title) is checked; standing crop as loan security 
Rice loan to 20 LGU employees; 50 sacks are lent monthly at "5/6" 
rates (20% per month); loan payments are deducted from salaries 
Cash lender lends to 40 people; has PhP 100,000 capital; "character" 
loan; interest rate charge is 20% per month 
Farm-to-market road; post-harvest facility (fish storage); no public 
market building, terminal facilities and health facilities 
No support from provinciallregionallnationalleadership because of 
political affiliation; uncertainty of leadership due to election failure at 
the regional and municipal level; poor tax collection; no investors are 
coming in (cited case of telecom investors Globe and Smart personnel 
kidnapped in Marawi City); also, (election-related) family feuds 

(continued...) 
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Co Economic Needs, Causes, and Solutions 
Need 	 Farm-to-market road 
How endemic or widespread 	 Widespread 
How does it rna nifest itself? 	 low production due to limited/no expansion of businesses/farm 

production because of transport/marketing problem; cannot 
transport goods out 

Since when? Since before 
What are the causes? No support from higher leadership (especially since 10cailGU is 

reportedly not an ally of provinciallGU); low tax collection 
What can be done about it? People themselves maintain/repair roads; lGU has submitted 

proposal for funding to JICA (medium-term) 
And by whom? People themselves and lGU 
Need 	 Farm machineries (tractor) 
How does it manifest itself? 	 Use of work animals (cow) 
How endemic? 	 It became apopular issue 
What are the causes? 	 limited financial resources 
What can be done about it? 	 LGU can avail of assistance from JICA, others and the machinery will 

be made available to people 
And by whom? 	 lGU 
Need 	 Capital (and technology for livestock and poultry; to develop land for 

inland fishing) 
How does it manifest itself? Many wanted to expand/engage in business but they could not.lGU 

representative said that local residents have entrepreneurial skills 
and interest in business, but they lack capital or funding to start or 
expand their businesses 

Since when? long before 
What are the causes? Low income, no savings, no available credit other than private 

trader/money lenders 
What can be done about it? Formation of cooperative amongst the people 
And by whom? lGU and the people themselves 

CONCLUSIONS 

1. 	 List and rank the three top concerns and needs 

Rank 1: Farm-to-market road 
Rank 2: Farm machineries 
Rank 3: Financing 

2. 	 Summary of main causes 

Lack of support of higher leadership because of different political affiliation 

3. 	What can be done about meeting these needs? 

(i) 	 By the Finance team determine who/what institutions can provide assistance 
(ii) 	By other components of the MTF-RDP to facilitate provision of access roads and farm 


machineries 


4. 	Other comments/suggestions 
• 	 Viable non-farm enterprises that the people of Madalum can engage in have yet to be 


identified 

• 	 Farmers may consider forming themselves into a cooperative if it means having access (0 formal 


financing 

• 	 Traders may also group themselves in order to have bargaining power. 
• 	 Political affiliations should not hinder provision of basic services to people. 
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FINANCE AND PRIVAT E SECTOR REPORT 

Highlights of FGD: Talayan, Maguindanao 
Municipal Hall, Poblacion, Talayan 
1 September 2004 

A. Basic Infonnation 
Name of barangay, municipality and province 
No.of barangays in the municipality 
No. of and description of participants 

Brief history of conflict in the area; how conflict affected the area 

Description of current security in the area 

B. Profile of Area 
Population 

Have asignificant number of residents moved out of the area? 

Is there alarge presence of people from other areas? 


Chi·ef resource endowments of the area 


Main economic activities 

Previous/existing interventions by government or donors 


Existing businesses/enterprises 


Potential business opportunities 

lenders in the area 


lenders from other places serving the area 


What are the quantum, purpose, and terms on which finance is 

available from each type of lender? (Ask lender participants) 
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Poblacion, Talayan, Maguindanao 
18 barangays 
10 private businessmen: 3 trader-lenders, hardware, sari-sari 
(groceries), trading of agricultural inputs and/or products (rice and 
corn); farmers (3); 2lGU staff 
One day in 2001, when they were praying in the mosque at dawn, 
there was mortar shelling, and "many houses were burned and 
animals were hit by stray bullets:' Many evacuated the area and 
returned only after 6months to 1year. (Conflict affects trading. 
Products are sold outside because no buyers are coming in. Even 
insurance companies do not cover/approve any application from the 
area.) 
It is still tense with little improvement in the peace and order 
situation. There is afeeling that there will be encounters between 
the AFP and MllF troops at any time because acamp of government 
troops (1 company) is just behind the municipal hall. (In 2003, there 
was sporadic firing.) 

33,129 (year 2000) 
An estimated 10% moved to Cotabato City 
When there were encounters in anearby municipality (Datu Piang), 
but only aminimal number stayed and then only with their close 
relatives 
Agricultural lands (palay, corn, coconut, legumes, mango), marsh 
land suitable for aquaculture 
Farmers (80%), 20%- businessmen/traders, employees 
Participants noted they had requested the provincial government 
for assistance under the MRDP program, but no program has 
been implemented yet. They did not cite any other programs/ 
interventions. (lGU representative said there were many resolutions, 
passed on the provision of assistance from state programs including 
the WB-funded MRDP and the UNDP. The representative added 
however that the lGU has yet to receive any aid.) 
Trading of agricultural inputs, crops, other goods; construction 
materials, hardware including motor parts; hollow blocks making 
(mostly micro). 
Rice and corn milling 
Talayan Employees Multipurpose Cooperative (with 60 members 
who are all employees of the lGU; capital is P300,OOO); individual 
moneylenders at 5/6 term; traders of agricultural inputs; (Nearest 
bank in Cotabato City) 
None of the participants have experienced availing themselves of 
loans from any bank or lending institution. One, however, reported 
borrowing from traders in Isulan, Sultan Kudarat. Moneylender in 
the group pawns jewelry to add capital to her lending business. 
Traders (lenders) provide inputs to farmers to be paid upon harvest 
(3-4 months) on the prevailing market price, but all palay harvest is 
sold to the trader at 5% discounted price (effective rate is 15% per 

(mntinued .. 



CONSULTATION NOTES 

annum). Cash lender provides loans ranging from PhP 1,000 to PhP 
20,000 at 10% per month. Some moneylenders lend at 20%. 

Are there significant gaps in the provision of basic physical and/or Farm-to-market roads; post-harvest facilities 
social infra in the area? 
What are the reasons that the area has failed to develop/further lack of support from the national government, lack of capital due to 
develop? lack of trust of lending institutions 

C. Economic Needs, Causes, and Solutions 
Need 	 Water supply 
How endemic or widespread/ How does it manifest itself? They buy water PS/gallon (water pump/deep well, 1km away from 

the municipal hall) 
What can be done about it? Pursue seeking assistance from existing programs such as MRDP 
And by whom? lGU 
Need 	 Farm- to- market road 
How does it manifest itself? No access when there are rains 
What can be done about it? Pursue seeking assistance from existing programs such as MRDP 
And by whom? lGU 
Need 	 (apital (to augment available financing) 
How endemic or widespread? How does it manifest itself? Only informal lenders serve the area 
What are the causes? Peace and order condition; Previous loans were not paid because 

livelihoodlfarms were abandoned during times of conflict 

CONCLUSIONS 

1. List and rank the three top concerns and needs 

Rank 1: Peace and order 
Rank 2: Water supply, post-harvest facilities and farm-to-market road 
Rank 3: Financing/Access to credit 

2. 	Summary of main causes 

Lack of peace and order (conflict between government and rebel troops) and prevalence of "datuism" 
among the people. 

3. 	What can be done about meeting these needs? 

(i) 	By the finance team design ways and recommend measures as to how the community can 
access credit from financial institutions and/or existing credit programs of government financial 
assistance; examine prospect of micro-financing in the area 

(ij) By other components of the MTF-RDP look into how the community/LGU can access assistance 
from existing programs of the government and/or how local LGU can provide infrastructure needs 

4. 	Other comments/suggestions 

Capacity building should be done before any development program is instituted. 
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FINANCE AND PRIVATE SECTOR REPORT 

Highlights of FGD: Shariff Aguak, Maguindanao 
Municipal Hall, Poblacion, Shariff Aguak 
1 September 2004 

A. Basic Information 
Name of barangay, municipality and province 
No. of b,aangays in the municipality 
No. of and description of participants (list and ask contact 
information); How inclusive was the group 

Brief history of conflict in the area; how conflict affected the area 

Description of current security in the area 

B. Profile of Area 
Population 

Have asignificant number of residents moved out of the area? 


Is there alarge presence of people from other areas? 

Chief resource endowments of the area 

Main economic activities 

Previous/existing interventions by government or donors 


Existing businesses/enterprises 

Potential business opportunities 


Lenders in the area 


Lenders from other places serving the area 


What are the quantum, purpose, and terms on which finance is 

available from each type of lender? (Ask lender participants) 


Are there significant gaps in the provision of basic physical and/or 

social infra in the area? 

What are the reasons that the area has failed to develop/further 

develop? 


Poblacion, Shariff Aguak, Maguindanao 

24 barangays 

14 participants: 2teachers-members of cooperative; 1market 

vendor (fish); 1pharmacist, 2LGU (Barangay chair, municipal 

councilor) who wants to set up business and avail of loan for 

crops/inputs trading; acouple with sari-sari store; 6LGU staff (only 

2signed, 4are observers) 

Encounters between MILF and government troops during all-out 

war (2000); According to the Mayor, his town is the primary target of 

MILF local commanders (splinter group); farmers and farm produce I 

were affected greatly; farmers abandoned their farms and the rebels 

took over their farms for some time. 

Situation has improved alot due to the creation of sub-towns to 

share political power. The town is now divided into three sub-towns 

each w'th amayor. 


37,476 (year 2000) 

Yes, from the remote barangays to the town but not out of Shariff 

Aguak. 

Yes, from nearby towns (Mamasapano and Datu Unsay). 

Irrigated rice lands; other lands (corn, copra); forest (see profile) 

Farming, agri-based trading 

ARMM Social Fund (SlQPAD) water system; NIA irrigation facility; 

USAID-GEM II Program 

Trading (see profile program) 

Weaving (textile) but marketing is aproblem (need to identify 

market outlets first) 

Sitio Lab Farmers Multi-Purpose Cooperative (PhP 2million capital) 

Lending only to members (more than 200 members). Landbank 

has lent to the cooperative PhP 1 M in 1995 for relending to farmers' 

production activities. This loan has fallen due. People put their 

deposits in Land Bank, PNB in Cotabato City. (Note: Nearest rural 

bank is in Esperanza (lsulan) but it is reportedly not lending in their 

area). There are also "5/6" moneylenders. 

Land Bank and Quedancor conducted briefings and gathered loan 

applications but lending reportedly was 'aborted' (due to poor 

timing of loan releases/introduction of program) 

Land Bank has lent to the cooperative at 12% per annum the 

amount of P1 Mfor relending to farmers (roughly P30,000 per 

borrower). Coop is relendin9 to members at 6% per month or 72% 

per annum. The coop is also lending to market vendors at the rate of 

50% per month (P50 daily collection for aloan of PhP 1,000 due in a 

month's time). 

Farm-to-market roads 


Peace and order, lack of financial institutions 


(ronlinued.J 
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Most vulnerable sector Farmers who were/are directly affected by conflict (aggravated by 
poor facilities and high cost of inputs) 

C. Economic Needs, Causes, and Solutions 
Need Peace and order 
How does it manifest itself? Presence of 'private armies' / armed security men 
What are the causes? Family conflicts 
What can be done about it? Partially resolved by power sharing by dividing town into 3 
Need Operating capital 
How endemic or widespread? No financial institution/banks in the area 
What are the causes? Maguindanaoans are "known" to have bad credit record, dole-out 

mentality 
Need Technology andlivelihood development (farm andnon-farm) 
How does it manifest itself? Few businesses, livelihood projects 
What can be done about it? Can arrange with TESOAlgovernment entity 
And by whom? lGU, government, people themselves 

CONCLUSIONS 

1. List and rank the four top concerns and needs 

Rank 1: Peace and order 
Rank 2: Farm-to-market road 
Rank 3: Technology and livelihood development, i.e., need to identify markets 
Rank 4: Financing/access to credit 

2. Summary of main causes 


Lack of peace and order/family feuds (need for image building) 


3. What can be done about meeting these needs? 


(i) By the finance team - recommend measures/design ways to increase access to credit including 
education and capacity building on handling of finances/credit 
(ii) By other components of the MTF-RDP to facilitate provision of farm-to-market roads 
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FINANCE AND PRIVATE SECTOR REPORT 

Highlights of FGD: M'lang, North Cotabato 
Municipal Hall, Poblacion, M'lang 
2 September 2004 

A. Basic Infonnatlon 
Name of barangay, municipality and province 
No. of barangays in the municipality 
No. of and description of participants 

Brief history of conflict in the area; how conflict affected the area 

Description of current security in the area 

B. Profile ofArea 
Population 

Have asignificant number of residents moved out of the area? 

Is there alarge presence of people from other areas? 

Chief resource endowments of the area 


Main economic activities 

Previous/existing interventions by government or donors 


Existing businesses/enterprises 


Potential business opportunities 

Lenders in the area 


Lenders from other places serving the area 

What are the quantum, purpose, and tefms on which finance is 

available from each type of lender? (Ask lender participants) 


Are there significant gaps in the provision of basic physical and/or 

social infra in the area? 

Compare the area with more developed area in the region 


C. Economic Needs, Causes, and Solutions 
Need 
How does it manifest itself? 


Since when? 

What are the causes? 


What can be done about it? 


Poblacion, M'lang, North Cotabato 
37 barangays 
9participants: 6members of 3farmers' mUlti-purpose cooperatives, 
1caretaker of buying station (but representing parents who are 
farmers); 1farmer; 1LGU (MPDO) 
1998-2002: 2 barangays were "battle areas"; displaced 10% of 
population but gradually came back when situation stabilized 
Okay, stabilized 

78,170 (93% Christian, 7% Muslim) 
No, the 10% that moved out eventually came back I 
No 
Vast agricultural lands (rice, corn, rubber, sugarcane, banana, copra); 
2rivers; raw materials (bamboo) for handicrafts 
Farming, fishing, trading 
Land Bank, Quedancor programs available to the area; Swiss NGO 
(Sustainable Agriculture) 
2002 survey: Wholesaling (5), retailing (430), refreshment (22), 
carinderia (27), lumber yard (4), photoshop(2), videoke(5), radio (7) 
Banana production, oil palm 
4rural banks, 20 cooperatives, 6pawnshops, 5/6 lenders, Peace and 
Equity Foundation 
Cited are Quedancor, Land Bank 
Foundation lent to an NGO in the area the amount of PhP 500,000 at 
2% per annum to be paid in 2years. Land Bank lent to acooperative 
PhP 3million working capital and Pl.5 million production loan 
at 14% per annum. The coop relent to members at 3% per month 
which benefited 365 farmers. Loan to Land Bank has been paid full~ 
by the cooperative although loans to farmer members have fallen 
due because of pest infestation. 
Lack of farm machineries, post-harvest facilities (rice mill, drier) 

M'lang is a1" class municipality and is more developed than other 
areas visited 

(Farm machineries and) Post harvest facilities 
Poor prices for their palay. Traders/buyers from other municipalities 
buy their produce at low prices during harvest season and they buy 
rice from other areas 
Observed by an immigrant in the place since 1996 
Lack of facilities, cooperatives do not have sufficient resources to put 
up their own facilities 
One participant (coop leader) suggested the improvement of Land 
Bank acquired facility. He volunteered the idea of his cooperative 
buying the property (worth PhP 6million) but if possible without 
interest (and to be paid within 25 years). 

((ontinued...! 
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Need 
How endemic or widespread? 
How does it manifest itself? 
What can be done about it? 
Need 

How endemic or widespread? 

What are the causes? 

What can be done about it? 
Need 
How does it manifest itself? 

Since when? 

What are the causes? 

What can be done about it? 

And by whom? 


CONCLUSIONS 

1. 	 List and rank the three top concerns and needs 

Rank 1: Farm machineries and post-harvest facilities 
Rank 2: Rehabilitation of irrigation facility 
Rank 3: Increased access to capital 

2. 	Summary of main causes 

Access road 
10 kilometers of rough road 
Difficulty in transporting crops 
For lGU action but no budget 
Capitol (start-up capitol for banana, additional capitol for existing 
businesses) 
Representatives of cooperatives disclosed big amounts of past-due 
loans from land Bank 
Non-payment of loans was reportedly due to crop failure following a 
pest infestation 
loans are being restructured with the land Bank 
Irrigation (1 river needs to be dredged) 
Flooding offarms 
Between 1998-2000 
The dams were abandoned for more than 1year because of conflicts 
Need machines to dredge 
People and government 

(i) 	Have access to financing except that it is limited by existence of past-due loans with the 
LandBank. 

(ii)Need of farming households for additional/alternative source of income (other than farming). 

3. 	What can be done about meeting these needs? 

(i) 	By the finance team - need to address problem of non-repayment due to crop failure (crop 
insurance and/or alternative/additional sources of income, especialJy non-farm enterprise) 

(ii)By other components of the MTF-RDP to facilitate rehabilitation of irrigation facility, and/or 
address need for farm machineries and post-harvest facilities 
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FINANCE AND PRIVATE SECTOR REPORT 

Highlights of FGD: Matalam, North Cotabato 
Municipal Hall, Poblacion, Matalam 
3 September 2004 

A. Basic Information 
Name of barangay, municipality and province 
No. of barangays in the municipality 
No. of and description of participants 

Brief history of conflict in the area; how conflict affected the area 

Description of current security in the area 

B. Profile of Area 
Population 

Have asignificant number of residents moved out of the area? 

Is there alarge presence of people from other areas? 


Chief resource endowments of the area 

Main economic activities 

Previous/existing interventions by government or donors 


Existing businesses/enterprises 


Potential business opportunities 


Lenders in the area 


Lenders from other places serving the area 

What are the quantum, purpose, and terms on which finance is 

available from each type of lender? (Ask lender participants) 


Are there significant gaps in the provision of basic physical and/or 
social infra in the area? 
Most vulnerable sector of society 

C. Economic Needs, Causes, and Solutions 
Need 
How endemic or widespread 

Poblacion, Matalam, North Cotabato 
34 barangays 
7participants: 2women coop members (1 is also amember the 
municipal LGU employees association; 1Barangay Agrarian Reform 
Council (BARC); 1Cotabato Integrated Seeds Producers; 1bakers' 
association member; lOne Network Bank; 1LGU (3 businessmen) 
No conflict in the area; but affected by conflicts in neighboring 

towns Kabacan, Magpet etc they are afraid to go out at night 

whenever there are firefights in these areas 

Peaceful 


60,000 (85% Christians, 15% Muslims) 

No 

3% of current population are not originally from the area 

(temporary evacuation area) 

Agricultural lands (sugarcane, rice, corn, rubber) 

Farming (90%), rest traders and employees 
DOLE, TESDA for training of women on entrepreneurship/livelihood 
projects, gender equality; DAR-Agrarian reform community; WB
MRDP; UNDP (infrastructure); EU-STARCM 
Trading, bakeshop, gift shop, hardware, restaurant, muscovado, 
mango puree, basi fermented sugarcane juice 
Furniture making; mango and sugarcane processing (muscovado 
and basi) 
Network Bank, LandBank through coops, Quedancor, traders, 5/6, 
pawnshops (4) 
Traders 
Womens'MP coop: lending to farmers for purchase of inputs at 4% 
per month (48% per annum) for aperiod of 4months payable 
upon harvest, without collateral, only acertification from the 
barangay captain that the borrower is in fact afarmer. The 
cooperative just started its operations in August 2004 (organized 
in 2003). The cooperative (whose president is the wife of the 
former mayor, now vice mayor) received aPhP 1 M grant from 
the municipal LGU.One Network Bank branch:Microfinance is up 
to PhP 40,000 at 2% per month (24% per annum) but there is 
collection problem (50% past due) because of low sales, 2,000 
clients, most of whom are inactive only 50 remain active. Salary 
loans of up to PhP 150,000 payable in 6months 
Access roads 

Farmers especially those engaged in rice and corn whose observed 
need are farm machines/tractors, etc 

Capital (start-up for women, additional financing for bakers, etc.) 
Women who have received training on livelihood projects such as 
sewing, etc are in need of financing to start up projects 

(continued .. ) 
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What are the causes? High cost of fuel (for bakers) 
Need Training/assistance in improving quality ofprocessed muscovado, 

mango and packaging 
How endemic or widespread? Only in llian barangay where they have received assistance in the 

production of muscovado, mango puree and basi 
Need Farm machineries (i.e., tractors) 
What can be done about it? LGU has provided atractor which can be used by farmers by paying a 

fee equivalent to 50% of the cost of fuel upon harvest 

CONClUSIONS 

1. 	 List and rank the three top concerns and needs 

Rank 1: Farm tractors and access roads 
Rank 2: Packaging technology, improving quality 
Rank 3: Capital, crop insurance 

2. Summary of main causes 

Lack of resources, savings 

3. 	What can be done about meeting these needs? 

(i) 	By the finance team recommend technical assistance on how to encourage savings and farmers to 

engage in income generating projects aside from farming 
(ii)By other components of the MTF-RDP to recommend measures to address need for 

infrastructure, access roads, technology improvement, and crop insurance 
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FINANCE AND PRIVATE SECTOR REPORT 

Highlights of Meeting: Midsayap, North Cotabato 
Municipal Hall, Poblacion, Midsayap 
3 September 2004 

Profile of Midsayap, North Cotabato 

• 	 57 barangays: 13 barangays are Muslim-denominated 
• 	 Population: more than 126,000; 20% Muslims, 80% Christians 
• 	 Effect of conflict: no conflicts but peace and order situation in nearby areas is alarming and caused Midsayap residents to be alert all the 

time; conflicts in nearby areas also constrains movement of goods and services in and out of the town 
• 	 Current situation: peaceful and orderly 
• 	 Main economic activities: farminq (rice, livestock, fruit trees such as mangoes and santol which are resistant to drought; forest trees 

(gemelina); fishinq; backyard livestock; and poultry raising (Midsayap is reportedly known as akey source of quality meat); trading; 
bakeshop/bakery 

• 	 Lenders in the area: rural bank, cooperative bank, commercial banks, Land Bank of the Philippines, cooperatives, pawnshops, private 
money lenders 

• 	 Most vulnerable sector of the community: farmers with less than half hectare to till 

Potential business in the area 
livestock (cattle and hogs) dispersal 

production of organic fertilizers (from animal manure) 

oil palm production and processing 

leather-making (processing of cow skin) but would need to learn technology 


Private Moneylender 

• 	 Main sources of income: livestock raising, palay and corn trading 
• 	 Lends to farmers within Midsayap: up to PhP 10,000 per hectare per farmer; payable within 4months usually upon harvest, at 3% 

per month interest rate (or 36% per annum); payment of the farmer-borrower is in the form of produce (rice and/or palay) valued at 
prevailing market price; aconditionality of the loan is that he gets all the borrowers' produce (not only the volume that has total value 
equivalent to the loan) 

• 	 Total loan clients-50 farmers; Total exposure PhP 2million 
• 	 70% repayment/collection and 30% past due because of pest infestation (black bug); continues to lend to farmers but charges penalty 

(additional 2% of the outstanding loan) 

President, Midsayap Meat Vendors Multi-Purpose Cooperative 

• 	 Background: The cooperative was organized in 1998 with 125 members but currently active are 50 members only. Total resources of 
the cooperative now stands at more than PhP 3million. 

• 	 The respondent has been President in the last two years. She is also an officer of amunicipal-based federation of 18 women 
associations (a total of more than 500 members) which provides training assistance (with the support of the LGU and DOLE) to women 
members who have so far received training on food/meat processing, sewing, and gardening (growing of flowers), among others. 
Members are obliged to pay aone-time membership fee (PhP 80) and annual dues of (PhP 20). 

• 	 The cooperative buys and sells livestock meat (hogs, cattle, chicken). It owns aslaughterhouse that earns an average of PhP 1,000 daily. 
The coop's operating capital tied to this activity is about P300,000. 

• The cooperative is also lending to members for their income-generating projects, mostly animal raising, at 16% per annum interest. 
Loan portfolio currently amounts to PhP 300,000. Collection of loan amortization is daily. An additional PhP 10 per day is collected 
from each member for capital build-up. 

• Land Bank (Midsayap branch) granted aloan to the cooperative amounting to PhP 1.2 million at 14% per annum interest rate, 
collateralized by the cooperative's lot and slaughterhouse. This loan is actually arestructured loan (restructured in November 
2003) because of non-payment of loan amortizations allegedly because of mismanagement of cooperative's business by previous 
management. The cooperative's slaughterhouse (with the lot on which it is built) mortgaged with the bank was almost foreclosed. 
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• 	 The cooperative claims to be in good standing with Land Bank but "afraid" to borrow more forfear of not being able to pay which could 
lead to foreclosure of mortgaged slaughterhouse and lot. The informant expressed this even as she disclosed that the cooperative has a 
pending loan application amounting to PhP 2.0 million with the Land Bank intended for the upgrading of the slaughterhouse. 

Needs 

• 	 Meat vendors cooperative: financing for upgrading of slaughterhouse (storage, freezer-requires about PhP 1M) and animal (cattle and 
hogs) dispersal project (requires approximately PhP 5,000 per member) 

• 	 Women: financing for livelihood projects (food/meat processing. sewing e.g. of school uniforms, growing of flowering plants) 
• 	 Farmers and traders: financing for post-harvest facilities (warehouse, solar dryer, mechanical dryer), improvement of milling facilities 

(cono-type)- to be able to deliver rice to malls 
• 	 Farmers: improvement/dredging of irrigation system 
• 	 Farmers/livestock raisers: visitation by governmentlOA technician 
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FINANCE AND PRIVAT E SECTOR REPORT 

Highlights of FGD: Marawi City, lanao del Sur 
Ayala Resort Hotel, Marawi City 
28 August 2004 

A. BasIc Information 
Name of barangay, municipality and province 
No.of and description of participants (list and ask contact 
information); How inclusive was the group 
Brief history of conflict in the area 
Description of current security in the area 

B. Profile of Area 
Have asignificant number of residents moved out of the area? 

Is there alarge presence of people from other areas? 

Chief resource endowments of the area 


Main economic activities 

Existing businesses/enterprises 


Potential business opportunities 


Lenders in the area (List) 


Lenders from other places serving the area 

What are the quantum, purpose,and terms on which finance is 

available from each type of lender? (Ask lender participants) 


Are there significant gaps in the provision of basic physical and/or 

social infra in the area? 

What are the reasons that the area has failed to develop/further 

develop? 

C. Economic Needs, Causes, and Solutions 
Need 

How endemic or widespread 

How does it manifest itself? 


Since when? 

What are the causes? 


What can be done about it? 


And by whom? 

Need 
How does it manifest itself? 

Marawi City, Lanao del Sur 
8officers/members of Local Chamber of Commerce, Inc., 5of whoml 

are big businessmen and 1 informal lender; 2LGUs 

Political rivalry 

Conflict settled; normal situation 


No 

No 

Lanao Lake suitable for generation of potable water, aquaculture; 

human resource ("Maranao are traders by nature:') 

Trading 

Trading (e.g., buying and selling of agricultural products); micro

vending; Large enterprises include exclusive dealerships of LPGs, 

P&G, SMC Nestle,gasoline station, etc. 

Production, processing and distribution (including export) of"halal" 

(allowed food for Muslims) 

Philippine National Bank, Land Bank (but not lending in the area); 

Maranao Rural Bank; Informal lenders (5/6 terms) 

None 

Informal microfinance: PhP 1,000 to PhP 5,000 loan for micro 

businesses, mainly vending; requires promissory note only; interest 

rate is 240% per annum(Maranao Rural Bank see separate notes on 

meeting with bank officers) 

Water supply, electricity,communication facilities, good roads 


Negative image of people and the place itself/questionable track 

record of Marawi City residents/ businessmen which led to the 
loss of their credibility and lending institutions' mistrust; endemic 
tax evasion; the marginalized have no access to technology. 
(Most participants claimed that they do not feel the presence of 
government in their area.) 

Basic needs namely water supply, electricity, good roods, 
communication 
Widespread 
No growth in investments, no lenders; businessmen are mostly in 
Davao City 
1950s 
Corrupt local leaders; businessmen not paying taxes; neglect of 
National Government 
Change appointed administrators with capable and credible ones 
irrespective of political affiliations or who they know; conduct tax 
mapping and mapping of business operations 
National government 
Increased number ofbonks that will serve the area 
Limited access to capital; traders need to pay suppliers in cash 
(instead of getting them as "loans") 

(ronrinuf'IJ .. 
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What are the causes? Lack of collateral; questionable track record (caused by fly- by- night 
businessmen-borrowers) 

What can be done about it? What is being done by big businessmen is to borrow from banks 
outside Marawi with co-borrowers from lIigan 

And by whom, namely by: By themselves 
Need Educate LGUs on effective governance to make them capable of 

implementing the Local Government Code particularly on taxation 
("tax mappingH) 

How does it manifest itself? Low tax collection 
Since when? The City's creation 
What are the causes? Mistrust of business/residents in local leadership; wrong notion on 

taxation (why would they pay for what they own) 
What can be done about it? Education; improved governance 
And bywhom? Government and people themselves 

CONCLUSIONS 

1. List and rank the four top concerns and needs: 

Rank I: Basic needs (water supply, electricity, communication facilities) 

Rank 2: Education 

Rank 3: Improved governance by LGUs (which includes the conduct of business/tax mapping) 

Rank 4: Financing/Access to credit 


2. Summary of main causes: 


Mistrust (of lenders) on the Marawi people and wrong notion of taxation by the people 


3. What can be done about meeting these needs? 


(i) 	 By the finance team - recommend appropriate credit delivery mechanism for people in the area 

(ii) 	 By other components of the MTF-RDP to facilitate the provision of basic needs; HD to enhance 

capacity ofLGUs; Governance to find ways to institute transparent and effective local governance 

4. Other comments/suggestions: 

Need for in-depth study of the culture and design/determine appropriate credit delivery mechanism 
for Muslims 
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FINANCE AND PRIVATE SECTOR REPORT 

Highlights of FGD: Cotabato City, Maguindanao (Meeting No.1) 
La Cabana Room, Estosan Hotel, Cotabato City 
30 August 2004 

Participants Profile 

Central Mindanao Integrated livelihood and Resource Development (CEMILARDEl Foundation (three representatives): Involved in the 
following activities emergency response assistance; education/information dissemination in 10 barangays; organizing and governance; 
livelihood-handloom weaving (formed acenter/association with 200 members) with about 300 looms in Maguindanao and Cotabato. 

Muslim Chamber of Commerce and Industry (one representative): Membership composed of women engaged in business; it provides 
business support services to members such as, business registration, networking and looking for marketing opportunities, capability building 
mainly on managing business; it also helps enhance capabilities of education institutions and NGOs in ARMM. 

Maguindanao Foundation for Good Govemance and Development. Inc. (two representatives): Membership composed of faculty members 
of MSU; engaged in capability building; trained farmers in social credit and livelihood; currently working with CIDA on training LGUs on 
governance and justice 

Dalican Business Chamber (two representatives) 

MAPEA, or the Maguindanaon Professionals and Employees Association of the Philippines, Inc. (one representative): The association is 
currently being reactivated; in the past, it participated in peace development advocacy, mediating, reconciliation programs 

MPDC of Datu Odin Sinsuat. Maguindanao: Municipality composed of 34 barangays with population of 71 ,000. Among the effects of the 
conflict was the burning ofapublic market with business people complaining about the difficulty in recovering their losses.There is a 
multi-purpose cooperative in the area with membership of about 100 members. The area's economic activities are mainly agricultural such a 
rice and corn production, milling, and buy and sell of goods. Non-agricultural activities include bakeshop, restaurant business, hollow blocks 
making, and general trading, 

Potential businesses 

Fish preservation and processing 
Mango processing 
Furniture making (but cited problem in transportation and limited supply of wood) 
Weaving (but need technology improvement) 

Lenders 

• 	 Alot of '5/6ers; traders, and middlemen 
• 	 At the barangay level, there is "in kind" lending and repayment. 
• 	 Institutional lenders present Notre Dame Business Development Institute; Women in Enterprise Development (WED), NGOs involved in 

micro-financing; DTI which finances cooperatives up to PhP 5M; AusAid, etc. 
Experience in lending to small farmers (Phil. German Foundation-Oxfam Project, 1993 to 1996): Provided small loans to IDPs for 
seedlings, inputs and others. Repayment was good at first, but when the war broke out in Talayan, borrowers left the area and the 
money (meant to be re-invested in the area) was not returned. 

Con(erns and needs 

Lack of business skills 
Lack of financing facilities for micro or small enterprises especially those for Muslim women, need for afacility that will adopt profit
sharing scheme to help SMEs 

• 	 Strengthening NGOs/institutions in the ARMM not enough to get financing; sustainability must be adopted as avalue by these 
organizations, so that when external funding is pulled out, an NGO should be able to sustain itself. 

((ontinued ... 
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• 	 Fish industry: problem in marketing and capital 
Weaving: most weavers are not organized; want to increase market through altemative designs and products, marketing, promotion 
and funding 

• 	 Need funding for technology 

Main causes of lack offinancing/low investment 

• 	 People's aversion to interest-based lending 
• 	 Peace and order problem 
• 	 High risk in lending 
• 	 Wrong perception of the province/stereotyping 
• 	 Monopolistic tendency ofexisting businesses (to avoid competition, the issue of peace and order is used) 
• 	 Maguindanao WED's experience:provided capital but because of calamities, houses were burned, borrowers have no money to pay 
• 	 Dole-out mentality 

What is being (can be) done? 

• 	 Advocacy to LGU: transparency; streamlining-reduce bureaucracy 
• 	 Advocacy to women:cultural-changing mind set 
• 	 Profit-sharing scheme among association members:weavers obtain better prices and thus more gain 
• 	 Capability building: training on business skills, tie up with local universities to draw up a business development program 
• 	 Talk to media to build up the image of the province 

Other inputs 

• 	 Businesses in ARMM: 80 to 90 %are micro-businesses, only 2% are large 
• 	 People from the province/region are not risk-taking people, only few are businessmen 
• 	 Cotabato City is the trading center of ARMM. During war, evacuees go to Cotabato City. Most ARMM leaders reside in Cotabato City. 
• 	 Why is governance such an important issue? Answer:need good leaders or good local governance.Also, most of available funds 

are for governance 
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Highlights of FGD: Cotabato City, Maguindanao (Meeting No.2) 
La Cabana Room, Estosan Hotel, Cotabato City 
30 August 2004 

Participants 

Four teachers by profession (faculty members of Mindanao State University or MSU) are engaged in business such as tricycle operation, buy 
and sell of agricultural products, restaurant, and livestock production 

Discussion 

1. Tri(yde operation 
• 	 high cost of maintenance of operating (nine units) tricycle 
• 	 PhP 200 per day boundary/income from operation; provides supplementary income 
• 	 some units were acquired through financing from relatives/friends, income from which are shared proportionately (proportionate 

to capital) 
• 	 no time to expand current operation 

2. Buy and sell of agricultural inputs/goods 
• 	 problem in transporting (trucking and hauling): high gasoline prices and lack of farm-to-market road 
• 	 operates with 1Elf truck (obtained at PhP 340,000 paid PhP 250,000 in cash, the balance of PhP 90,000 to paid within 

three months) 
• 	 borrows money from friends and relatives 
• 	 needs funds to increase operating capital for the purchase of inputs and fertilizers 
• 	 tried borrowing from arural bank and DBP, but these banks do not accept real estate collateral that are located outside of 

Cotabato City 
• 	 it was noted that one could borrow from the Rural Bank of North Cotabato PhP 30,000 per loan but with collateral 
• 	 private moneylenders usually provide PhP 10,000 to PhP 20,000 loan if not collateralized; PhP 20,000 and above if loan is backed up by 

collateral at 10% interest per month (on total loan, not on outstanding balance) 

3. Restaurant business with small store 
current size of business is about PhP 70,000 

• 	 cannot meet demand because of limited space, limited capital (especially since the teacher-business owner has eight children, seven o~ 

whom are in school) 
• 	 also sells packed lunch to students and employees but expansion is constrained by lack of laborers/helpers and capital 
• 	 loans available from private money lenders: aPhP 50,000 loan is charged 10% monthly and one time service fee of 5% 

4. Livesto(k production 
• 	 owns 40 heads of cows that are distributed to friends/relatives for raising and when cow gives birth, calves are shared. The calf the 

owner gets is sold if male, and distributed for caring again if female. 
• 	 Teacher-business owner is just raising native breeds because importing better breeds is too costly 
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Highlights of FGD: Cotabato City, Maguindanao (Meeting No.3) 
La Cabana Room, Estosan Hotel, Cotabato City 
30 August 2004 

Participants 

Maguid Makalingkang, Professor, Business Administration, MSU- Maguindanao Campus 
Wahab Omar, Member, Board of Directors, KRLMPC 
Thomas Sabal, President, KRLMPC 
• 	 KRLMC is amUlti-purpose cooperative in Cotabato City with 15 members, engaged in hollow blocks making; started in 2001 with only 

one truck. Total assets is now more than PhP 1million. It cited trust among members as the main ingredient in their success; it plans to 
engage in hardware business borrowed from dealers, payable within one year on installment basis. 

Discussion 

Resources of Maguindanao 
Non-agricultural sand and gravel, materials for mat weaving, bamboos for furniture-making 

Problems: 
• 	 Instability: root cause of which is social injustice 
• 	 No opportunity to participate in electoral process 
• 	 Economic development: because of feudalism, no land, no capital formation, and wrong technology, which results in low production 
• 	 Low capital formation due to the lack of one of the factors of production 
• 	 W~ak political economy 
• 	 Combination of lack of capital, technology, and machines (KRLMPC) 
• 	 People's lack of entrepreneurial drive/skills 
• 	 Fear of investing in remote areas 

Needs: 
• 	 Capability building and marketing assistance to farmer recipients 
• 	 Processing plant for mango, coconut, cassava 

Others: 
When there was no conflict was the area growing? Yes, the center town then was Dulawan. 
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Highlights of Meeting:The Federation of United Mindanawan Bangsamoro 
Women Multi-Purpose Cooperatives 
31 August 2004, Cotabato City 

IResource Persons 

Wahida M. Abtahi, Executive Director 
Rohaniya Mohammad, Information Officer 
Baiali D. Abdul, Administrative Officer 
Fayniah Abdullah, Bookkeeper 
Rayhan Digandang, Staff Member 
Tita Idal, Staff Member 

Profile 

The Federation is an umbrella organization of all Bangsamoro Women Cooperatives and is composed of 120 primary cooperatives within and 
outside the ARMM areas. It was registered with the Cooperative Development Authority on November 7,1977. 

Its objectives are as follows: (i) promote good governance; (ii) strengthen the Bangsamoro Women Organizations; (iii) establish good 
market linkage through the support of concerned agencies like DTI, TESDA, and others; (iv) develop women's capability and skills as well 
as enhancing their entrepreneurship abilities; (v) preserve Bangsamoro Women's cultural identity; (vi) establish and promote small-scale 
industries where participation of Bangsamoro women is enhanced; and, (vii) strengthen linkage of member-cooperatives to funding 
agencies. 

Areas of Operation 

ARMM, and SZOPAD/ARMM Social Fund areas: Davao del Sur, Sultan Kudarat, Palawan, North Cotabato, South Cotabato, 
Zamboanga del Sur, Zamboanga del Norte, Lanao del Norte, Bukidnon, and Sarangani 

Programs and Projects 

• 	 Economic activities soap manufacturing, restaurant and catering services, bakeshop, sari-sari stores, slipper and furniture 
manufacturing, poultry farm 

• 	 Entrepreneurship and Skills Training on fish processing and soap making, garments and bag making, culinary arts and catering services, 
metals (welding), computer literacy, weaving 

• 	 Empowerment training on gender sensitivity within the Islamic context, organizational development, leadership and governance, 
community organizing, training for out-of-school youths 

• 	 Community Fund Assistance acommunity-based development financing compatible with Islam and yet working within the ambit of 
western economic system 

Community Fund (Co-Fund) Assistance 

• 	 PhP 100,000 allocated per corporate community group; maximum of PhP 5,000 per member 
• 	 24 pilot communities plus 36 communities funded by ILO atotal of 60 communities served 
• 	 Short-term assistance four months is the longest 
• 	 Non-interest bearing capital assistance but profit and loss-sharing venture 

(continUed !. ) 
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Term of assistance 	 Partner/CCG Co-fund 
sharing arrangement, in % 

.. . . _.- .. _.... _..... 	 . .... ... ......... ...... ..... . . . 


Profit sharing 
-~-

1month 90-10 
2months 80-20 
3months 70-30 
4months 60-40 

Loss sharing 1month 10-90 
2months 20-80 
3months 30-70 
4months 40-60 

I 

• 	 Two types of financing assistance: (i) development assistance working capital for business or productive loans; and, (ij) micro-lending 
assistance home improvement, basidemergency needs 

• 	 No deductions are made on the loan proceeds 
• 	 No dividends or rebates (unlike in cooperatives) 
• 	 The fund is owned by the community; it cannot be divided among individuals 
• 	 Mainly for MNLF organizations and for people who just came out of conflict/struggle 
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FINANCE AND PRIVATE SECTOR REPO RT 

Highlights of Meeting: Maranao Rural Bank, Inc. 
Ground Floor, Marawi Business Center, Marawi City, lanao del Sur 
28 August 2004 

Resource Persons 

Paisal Rasuman, Owner 
Sid Rasuman, President 
Sahary Diaca, Manager 

Background 

The Maranao Rural Bank, Inc., which began operations in 1998, is the only microfinance bank in Marawi City and Lanao del Sur. It 
participated under the USAIO-MABS program in 2002, which resulted in the stability of the bank and its microfinance operations. 

Lending schemes/products 

• 	 Group lending ala Grameen (SKP) 
• 	 Individual microfinance:1) SIKAP (inspired by MABS; provides bigger loan amounts about PhP 150,000 per loan); 2) Hiram (for market 

vendors); and 3) NLSF (microfinance outside of Marawi City) 
• 	 Regular loan Individual collateralized lending (agricultural and commercial loans) 

Regular Loans 
Agricultural and 
Commercial loans 

Eligible borrowers 
...... ......... -.. . ..... .-.. . .. . . 


Farmers and businessmen 
with collateral/REM 

Group microfinance Poor women micro
entrepreneurs 

Individual microfinance Poor women micro
entrepreneurs 

Loan amounts 

Mostly above 
PhP 150,000 

PhP 3,000 to PhP 8,000 

Up to PhP 150,000 

Maturity 	 Int. rate p.o. 

Short-term 	 18% per annum 

Short-term, payable 2.5 per month 
weekly (30% per annum) 

Short-term 	 2.5 per month 
(30% per annum) 

Loan security 

• 	 Group guarantee for group loan 
• 	 None for individual microfinance loans 
• 	 Real estate for regular loans 

Loan recovery 

• 	 Adopts MABS "zero tolerance"on loan default such that a5-step loan collection procedure is strictly implemented including the 
involvement of top management 

Financial Highlights 

Net income (PM) 

Loans outstanding (PM) 

Assets (PM) 


2001 2003 June 2004 

2.4 7.4 7.6 
15.7 52.5 55.8 
17.0 59.2 81 .8 

(continued...~ 
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loans outstanding (PM) No. of Clients 
• _ •• _ • • •.•••• • •• , ••••••_.. ,M " _ .... . .........__•••• ••••••••_ •• _ •••• 


Regular loan 47.8 224 

Group microfinance 8.1 1,013 

Individual microfinance 12.1 1,685 

PAR (over 90 days) .045 (0.61%) 48 

PAR (less than 90 days) o o 


Microfinance projects: dress making, fish vending, fruit vending, food, delicacies, bakeshop, board and lodging business, jewelry trading 



FINANCE AN D PRl VATE SECTOR REPO RT 

Highlights of Meeting: Development Bank of the Philippines and Land Bank of 
the Philippines 
31 August 2004, Cotabato City 

DBp·COTABATO CITY BRANCH 

Resource Persons 

Virgilio Saldana, Acting Branch Head, Cotabato City 
Nelito Tingzon, Bank Executive Officer, DBP Regional Management Office, General Santos City 
Delos A. Martinez, Account Officer 

Network/Area (overage 

• 	 Five branches in Southern Mindanao (situated in General Santos City, Marbella, Tacurong, Kidapawan City, Cotabato City) 
• 	 This branch services Maguindanao, Cotabato City and parts of North Cotabato and Lanao del Sur. 

Services 

• 	 Wholesaling to participating financial institutions particularly Private Development Banks 
• 	 Retailing currently no active accounts in CAAs, only recovering loans most of which are agricultural loans granted in the 1970s. 

Loan portfolio 

• 	 PhP 68 million including PhP 13M financing for rice mills, PhP SSM for trading (rice), schools, grocery shops, and restaurants; no 
manufacturing loans 

• 	 In the pipeline, for approval:co-financing of amall (PhP 150M) with Land Bank (PhP 100M) 
• 	 They noted that there are many small loan applications (PhP 1to 2million), but the collateral being offered are located in critical areas 

Other Inputs 	 I 
• 	 Main enterprises in the area: trading, small department stores, coconut oil mill (in Sultan Kudarat,Maguindanao), plywood production, 

textile (in Awang), banana chips production (in Sultan Kudarat, Maguindanao) 
• 	 Effect of conflict: everybody is affected because raw materials are sourced by traders from the CAAs. 
• 	 Threats of kidnapping in Cotabato abound; many Chinese business people have since moved to Davao, which is deemed to have much 

better security. 
• 	 What can be done to promote investments? Investments are seen coming in when peace is restored and the kidnappings stopped. 

However, they also noted the lack of entrepreneurship among the residents. 

LBp·COTABATO CITY BRANCH 

Resource Persons 

Khurshid U.Kalabud, District Manager/Head 
Joseph Villamor, LAN Head 
Imelda D. Uy, ADM 

(continued .. J 
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Service Area 

Region 12, particularly Cotabato province, parts of ARMM i.e., Cotabato City, Lanao del Sur and Maguindanao 
Sulu and Basilan are covered by LBP Region 9branch). It also covers 135 cooperatives and has since 1991 
provided financing to 20,000 farmers. RB Malabang and Maranao RB have existing credit line for agricultural 
loans 

New Loans 
• 	 communication facility/cable in Midsayap 
• 	 trading of agricultural products, general merchandise 
• 	 Kidapawan LGU projects such as relocation of public terminal, town halls, public market 
• 	 ricemill, cold storages (through cooperatives) 
• 	 sugarcane production in Matalam 
• 	 palay and corn production, ricemill (six mUlti-purpose cooperatives in Talayan) 

Loan portfolio 

Outstanding loans to SMEs (collateralized commercial loans) amount to PhP 68M representing 20 accounts 
(hardware, general merchandise, gasoline station, buy and sell, transportation/van). 

Lending experience 

• 	 denied loans to some cooperatives that were found "fooling around with the documents" referring to real estate documents/land 
titles offered as collateral 

• 	 this branch used to have the biggest portfolio to cooperatives but slowed down due to high default 
• 	 stopped collection by field office because of security reasons 

Other inputs 

• 	 Regarding micro-financing: People will pay first those who lend them "personal" loans 
• 	 Non-competitive behavior ofpeople: It was observed that the Chinese Chamber of Commerce, in control of business, is "blocking 

(the entry of) new investors" 
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FINANCE AND PRIVArE SECTOR REPORT 

Highlights of Meeting: Quedancor 

District Office, Isulan, Sultan Kudarat 

1 September 2004 


Resource Persons 

Mersyl O. Viray, Acting District Supervisor 

Razid K. Lampak, Unit Head, Loans and Guarantee 


Area Coverage 

Lower Sultan Kudarat province, Cotabato City down (towns south of Cotabato City) 

Lending facilities 

Experience under the Integrated Livelihood Project for Fisherfolk 
• 	 This is anationwide program of Quedancor, which started in September 2002. It covers the area that includes Cotabato City and the 

provinces of Maguindanao, Sulu, Jolo, and Basilan. Loans granted under the program were intended to finance livelihood projects of 
fisherfolk for them to have alternative sources of income. 

• 	 Loans to borrowers in Sulu,Jolo and Basilan were fully recovered.On the other hand, loans to borrowers in Cotabato City and 
Maguindanao amounting to PhP 1.1 million have fallen past due. Because of limited personnel, Quedancor was not able to monitor 
the projects financed. To date,borrowers reportedly cannot be located anymore. 

Hybrid Corn Guarantee Program 

• 	 Under this scheme, 80% of loans provided by input suppliers to farmers through their cooperatives are guaranteed by Quedancor. 
• 	 Area coverage: South Upi, Talayan, North Upi, SK Pendatun 
• 	 Total loans generated under the program, which reportedly are already past due, amounts to PhP 9.643 million, financing 5,873 ha of 

corn and involving 1,769 farmers (through 33 cooperatives), all in Maguindanao 

Hybrid Rice Cultivation Project 

• 	 This utilizes the Self-Reliant Team (SRT) scheme of Quedancor, which entails grouping offarmers into 3- to 15-member groups (but 
mostly 15). The group provides guarantee to individual members'loans. Post-dated checks are also required to secure the loan. 

• 	 Past-due loans under this project amounting to PhP 1.1 million (involving 9farmers groups and 111 beneficiaries and 106 hectares 
financed, all in Maguindanao) were reportedly due to poor germination of seeds provided by input suppliers, and undelivered inputs 
('but declared reasons only after harvest' or during loan collection time). 

Financing of non-agricultural enterprises 

• 	 Usually additional working capital for sari-sari store, rice retailing, meat retailing 
• 	 Interest rate is at 2% per month (or 24% per annum) 
• 	 Daily collection 

Interest rates and other charges 

• 	 Interest rate charges for production/agricultural loans generally depend on term/mode of payment. If payment mode is monthly 
14% per annum (p.a.); quarterly 16% p.a.; annually- 20% p.a. 

• 	 Service charge: 3% per transaction 

(continued. .. ) 
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CONSULTA J'I N NOT ES 

Other inputs 

• 	 Loan repayment is good for collateralized loans (REM). 
• 	 Only real estate in Cotabato City are accepted by Quedancor as collateral since those outside that are offered to them as collateral 

cannot be located (though the presented sketch looks okay). 
• 	 It can be observed thatthe strongerthe culture of'datuism' in an area, the poorer is the area. 
• 	 Many projects (for financing) that have been endorsed by government officials including those from the Office of the President are 

viable but most borrowers do not repay. 
• 	 Potential business in the area: palm oil, cassava (for feeds, flour, etc.) 
• 	 Quedancor's thrust in 2005: provision of agricultural production loans 
• 	 Data provided by Quedancor: List of past-due accounts by program (with amount rendered, area financed, and number of 

beneficiaries) 
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FINANC E AND PRIVATE SECTOR REPORT 

Highlights of Meeting: One Network Bank (ONB) 
Tacurong Branch, Sultan Kudarat - 1 September 2004 
Kidapawan City Branch - 2 September 2004 

Resource Persons 

Janette L. Apatan, Branch Manager, ONB-Kidapawan 

ONB-Tacurong Branch Manager 


Service Area 

ONB Tacurong (Tacurong to Marbel, the nearest portion) 

ONB Kidapawan (five municipalities of North Cotabato: Kidapawan City, Magpet, President Roxas, Antipas, and Arakan) 


Lending schemes of ONB Tacurong 

Eligible bo"owers Loan amounts Maturity Int. rate p.o. 
........... ... -_... . 


Agricultural loans With collateral/REM 19% 
Commercial loans With collateral/REM 19% 
Salary loans Employees (bank ties up Up to PhP 100,000 Up to 2years 17% 

with employer) 

Loan portfolio mix: 50% agriculture; 50% non-agricultural (mostly salary loans) 

Lending sc:hemes of ONB Kidapawan 

Eligible borrowers Loan amounts Maturity Int. rate p.o. 
_. · -·24~rMicro-financing Individuals with existing PhP 5,000 PhP 40,000 3to 6months 


(influenced by MABS) business (additional 

working capital) 

Agricultural loans With collateral/REM Up to PhP 100,000 'Up to 3years 18-22% 
Commercial loans With collateral/REM 18-22% 
Salary loans Employees (bank ties up 17-20% 

with employer) 

Prime rates are given to prime clients (mainly those with large deposits in the bank). 

{conrin ed ... J 
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Office, Manila 
Place, F. Ortigas Jr. Road 

Pasig City, Philippines 
Tel.: +632637-5855 
Fax: +632917-3050 

World Bank Group 
1818 H. Street, N.W. 

adH.,.nf',,\n D.C. 20433, USA 
Tel.: +' 202447-1234 


