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Financial linkages in the Philippines: 

 Constraints and success factors 
 

 

Abstract: The poverty incidence and income inequality in the Philippines rates among the 

highest in Asia. Microenterprises are the dominant source of employment and income for the 

majority of the population, but in the past an oppressive financial policy hindered the flow of 

small loans from formal banking institutions to microenterprises. This article examines the 

People’s Credit and Finance Corporation (PCFC) and its linkages with downstream 

financial intermediaries as a successful strategy for improving the flow of financial services 

in rural Philippines. This article is based on an in-depth case study (Quiñones, forthcoming), 

and is part of a global review on financial   linkages conducted by the Food and Agriculture 

Organization (FAO) of the UN thanks to funding from the Ford Foundation.  The PCFC case 

was selected for this region because of its crucial role in mainstreaming microfinance in the 

country.     

 

 

Introduction 
 
The Philippines is an archipelago in the south-eastern part of Asia composed of 7,100 islands 
clustered around three major island groups: Luzon in the north, the Visayas in the centre, and 
Mindanao to the south. Its capital city, Manila, is located in Luzon. The Philippines has a 
population of approximately 86 million, 60 per cent of which reside in urban or urbanized 
areas, and growing 1.9 per cent per year. The Philippines has one of the highest levels of 
income inequality in Asia, with the poorest 20 per cent of the population accounting for only 
5 per cent of total income or consumption. The country’s Gini concentration ratio has gone up 
from 0.47 in 1985 to 0.51 in 2000 (Reyes, 2002).  
 The incidence of poverty, measured in terms of the percentage of households unable to 
attain a minimum standard of living, has declined from 49.3 per cent of the total population in 
1985 to 36.8 per cent in 1997, and increased slightly to 37.5 per cent in 1998 as a result of the 
Asian financial crisis. Poverty incidence was lowest in the National Capital Region (NCR) at 
9 per cent, and much higher in less developed areas outside the NCR, such as the 
Autonomous Region for Muslim Mindanao (66 per cent) and the Bicol region (55 per cent). 
Poverty alleviation efforts in these areas, particularly in Mindanao, have been hampered by 
armed conflict between the government and rebel groups (Congressional Planning and Budget 
Department, House of Representative, 2003). 
 This article is based on a case study (Quiñones, forthcoming) conducted for the global 
financial linkage study funded by the Ford Foundation and managed by the Food and 
Agriculture Organization (FAO) of the UN. The People’s Credit and Finance Corporation 
(PCFC) in the Philippines was selected as one of the Asian case studies to illustrate financial 
linkages. This article examines the factors that constrained the development of microfinance 
in the Philippines, identifies drivers that contributed to overcoming the constraints (using 
PCFC as a case study), and evaluates how these drivers contributed to expanded access to 
financial services, as well as to the sustainability of microfinance institutions (MFIs).  

 

 

 

 

 



Factors constraining and advance of microfinance  

Repressive financial policy 

The government’s policy of providing subsidized credit to enhance the productivity of certain 
sectors, such as the small agricultural producers, severely hampered the growth of a 
microfinance industry in the Philippines. Private financial intermediaries (e.g. rural banks, 
cooperative banks, cooperatives) were used to channel subsidized credit from government 
programmes. According to the National Credit Council (NCC), 111 government directed 
credit programmes, 13 of which were targeted at the poor, existed in 1995. An assessment by 
Callanta, et al. (1996) showed that these programmes were symbolic in nature and had limited 
outreach. The study found government credit programmes to be ‘costly and unsustainable, 
leading to gross inefficiencies, financial market distortions and a weakening of private sector 
incentives to innovate.’ 

 A similar conclusion was reached by the Philippine–German Project “Linking Banks 
and Self-Help Groups in the Philippines” (PLBS). Among others, the PLBS found that 
government supported programmes failed since the accumulated loan arrears and loan losses 
made them costly and ineffective; the reliance on credit subsidies undermined the ability of 
banks to respond to changes in the rural financial market; and the lack of appropriate financial 
technology prevented financial intermediaries from overcoming the high transaction cost of 
lending to the rural poor. The PLBS project concluded that banks needed a conducive policy 
framework, appropriate and innovative financial technologies, and a well-trained and 
dedicated staff if they were to reach significant numbers of the poor in a sustainable way. 
 

High transactions costs discourage banks from lending to the poor 

 

Most commercial banks in the Philippines discriminate against small savers and rarely lend to 
the poor. This is because of the perception that lending to the poor is costly, a view reinforced 
by the costly experience of failed government credit programmes and the fact that small and 
medium enterprises (SMEs) have limited track records, inadequate financial records, and lack 
acceptable collateral and business plans.  
 The physical distribution of bank outlets further reflects the bias of the formal banking 
system in favour of the more developed and affluent areas. According to the central bank 
(BSP), the National Central Region (NCR) had the highest density of banks in 2004 at 155 
banks per city/municipality. This contrasts starkly with the national average bank density of 
five banks per municipality. In comparison, of the total 16 regions of the country, 9 regions 
classified as less developed had the lowest bank density (1 or 2 banks per city/municipality).  
 

The rise of the services sector  

 

The flight of the poor from agriculture to the services sector also posed a constraint to the 
advance of microfinance. Traditionally, agriculture, forestry, and fishery (AFF) provided 
employment to the majority of the Philippine population, justifying the provision of 
subsidized agricultural credit to food crop producers. Since 1970, the AFF contribution to the 
economy has declined from one-third of the GDP in 1970 to 13.7 per cent in 2004, and its 
share in employment has dropped from 52.1 per cent in 1970 to 37.1 per cent in 2004. The 
import substitution industrialization (ISI) policy in the 1970s, poor fiscal management, high 
incidence of natural disasters, the El Niño phenomenon, and uncontrolled population growth 
particularly in the rural areas contributed in the decline in the AFF sector.  



 The decline of AFF’s share in GDP caused average agriculture incomes to fall, with 
more and more farm households seeking supplementary employment and livelihood in the 
services sector. As a result, the GDP share of the services sector rose from 38.6 per cent in 
1970 to 53.2 per cent in 2004, and its share in employment increased from 30.9 per cent in 
1970 to 47.5 per cent in 2004. On a positive note, this suggests a prominent role for the 
services sector in the country’s fight against poverty. Since government was so focused on 
lending to the agricultural sector it missed the opportunity to finance the growth of the 
services sector.  
 
Concentration of SMEs in low value-added activities 

 

Despite their growing number and rise in economic importance, SMEs remain unattractive to 
commercial banks because, in addition to the perceived high transaction costs of lending, 
SMEs are involved by and large in low value-added undertakings. Over 50 per cent of SMEs 
were engaged in wholesale and retail trade in 2003, which includes the ubiquitous grocery 
stores, ‘sari-sari’ (variety) stores, market stalls, and food stores, while only 15 per cent were 
in the high value-added manufacturing sector.  
 However, SMEs are the biggest source of employment, contributing 67.9 per cent to 
total employed in the formal sector in 2003. These figures do not even include unregistered 
microenterprises and off-farm income generating activities, all operating in the informal or 
unregistered economy. SMEs lack access to bank credit, and did not benefit from 
government’s priority focus on agriculture. Access to financial services will increase the 
capacity of the SME sector to generate employment, also those outside the ‘registered’ sector 
of the economy.  
 

Lack of technical know-how  

 

Lending to the poor is complicated, and it often takes dedicated institutions such as rural 
banks and cooperatives to reach the small borrowers. However, the government introduced a 
group lending approach that required the formation of agricultural borrowers into groups for 
the purpose of facilitating the release of loans. Very little or no investment was made towards 
developing group cohesion and group recognition. Agricultural credit was a government 
instrument for stimulating food production rather than a means of supporting the small 
enterprises. Loans were collected at harvest time or upon the sale of farm produce, which 
made it difficult for the lender to collect since the borrower may already have spent a good 
part of the proceeds to meet household needs or to pay other loans. As it were, the 
government’s group lending experiment ended in failure as accumulated loan arrears rendered 
the system unsustainable. Around one-third of all rural and cooperative banks were closed 
down by the Central Bank of the Philippines in the late 1980s because of severe loan arrears.  
 The persistent failure in delivering credit to the poor in a sustainable way created the 
impression that banking with the poor was not feasible on a commercial basis. Without a 
government subsidy, the banking sector was not motivated at all to lend to the poor.  
 

Negative attitude towards poverty lending 

 
Two pioneering NGO MFIs (i.e. Ahon Sa Hirap, Inc. (ASHI) in Laguna, Southern Luzon; and 
the Negros Women for Tomorrow Foundation, Inc., in Bacolod, Western Visayas) 
experimented with Grameen Bank replicas as early as 1986. In those early years it was 
believed that Grameen replication was costly, heavily dependent on external grants, and not 
likely to achieve financial self-sufficiency.  



 Non-Grameen MFIs (i.e. NGOs, cooperatives, and rural banks) were not inclined to 
adopt the Grameen philosophy, and considered their own systems and procedure for 
delivering credit to the poor to be more suitable to the local environment. The credit unions 
were particularly critical of the compulsory savings scheme of Grameen since they 
underscored the effectiveness of their voluntary savings mobilization programmes. Although 
credit cooperatives and cooperative banks admitted the weaknesses in their collection 
performance, they were quick to point out the dependence of Grameen replicators on external 
grants, the smallness of their outreach, and their lack of sustainability. It took over 10 years 
for the Philippine MFIs to overcome their scepticism and embark on their own modified 
models of the essential Grameen.  

 

Factors contributing to the success of microfinance 
 

Deregulated policy environment   

In the early 1990s the government introduced a broad range of liberalization reforms in the 
trade, industrial, and financial sectors aimed at boosting investments, increasing export 
revenues, and enhancing macroeconomic stability (Stiftung, 2004). A landmark measure 
significantly advancing microfinance was the establishment of NCC in 1993. This was in 
response to a resolution by a consultative group comprising NGOs, people's organizations, 
academia, concerned government agencies and government financial institutions 
recommending the rationalization of all government directed credit programmes to ensure that 
the poor will have greater access to credit.  
 With technical assistance from the USAID funded Credit Policy Improvement Project 
(CPIP), the NCC formulated and adopted several critical credit policy reforms: (1) the 

National Strategy for Microfinance, 1997, provided for: (i) an enabling policy environment to 
facilitate the increased participation of the private sector in microfinance; (ii) a greater role of 
private MFIs in the provision of financial services; (iii) adoption of market-oriented interest 
rates on loan and deposits; and (iv) non-participation of government line agencies in the 
implementation of credit and guarantee programmes; (2) the Social Reform and Poverty 

Alleviation (SRPA) Act, 1997, rationalized government directed credit and guarantee 
programmes, gave emphasis to savings mobilization, and provided capacity-building 
assistance to MFIs; (3) the Agricultural Fisheries Modernization (AFM) Act, 1997, 
consolidated government directed programmes in the agriculture sector and specified the role 
of GFIs as wholesaler of funds; (4) the Barangay Microenterprise Business (BMB) Act, 1997, 
directed GFIs to set up a special wholesale credit window for accredited MFIs; (5) Executive 

Order (EO) 138, 1999, transferred the credit programmes of government line agencies to 
GFIs; and required GFIs to provide wholesale credit funds to avoid competition with MFIs; 
and (6) the General Banking (GB) Act with specific provisions on microfinance, 2000, 
recognized the peculiar characteristics of microfinance (e.g. non-collateralized lending) and 
the use of the household's cash flow as basis in the design of microfinance products.  
 The GB Act recognizes that only institutions taking deposits from the general public 
and/or from its members are subject to prudential regulation and supervision. In the case of 
microfinance NGOs, the NGOs that collect savings beyond the compensating balance will 
attract the attention of Bangko Sentral ng Pilipinas (BSP) because they have infringed the 
Banking Act and will be sanctioned accordingly 
 These policy reforms reversed the provisions and effects of the repressive financial 
policy and ended government control of the credit market to the poor. At the same time, they 
gave MFIs the means to deal effectively with SMEs, especially those operating in the 
informal economy.   
 



The emergence of the People’s Credit and Finance Corporation (PCFC) 

 

This enactment of key policy measures paved the way for the development of financial 
linkages between PCFC and MFIs. Through the implementation of the Rural Microenterprise 
Finance Project (RMFP),, PCFC was established in September 1994, and later registered in 
1995 as a finance company with the Securities and Exchange Commission (SEC). Its initial 
capitalization was US$3.89 million, augmented by another US$2.2 million in 1998, all from 
the National Livelihood Support Fund (NLSF), a poverty-oriented funding facility 
administered by the Land Bank of the Philippines. RMFP was a loan facility from the Asian 
Development Bank (ADB) and the International Fund for Agricultural Development (IFAD) 
intended for financing the enterprises of poor households using the Grameen lending 
methodology. PCFC’s intervention was deemed necessary since commercial banks were still 
reluctant to lend directly to microenterprises because of perceived costs.  
 From a slow start, PCFC operations picked up in the ensuing years. After 8 years of 
operation (1997–2004), PCFC has successfully introduced microfinance for the poor, via both 
formal and informal financial intermediaries in the Philippines. PCFC arrived at this juncture 
by developing several financial linkage models. At the start, PCFC developed linkages mainly 
with NGO Grameen replicators, but this changed with the adoption of a regulatory framework 
for microfinance standards of performance. Integration of these performance standards into 
the lending criteria of PCFC levelled off the playing field and gave all types of microfinance 
institutions (MFIs) equal opportunities to seek PCFC accreditation and access to its wholesale 
lending facility (refer to Box 1).  
 Using its institutional credit facility, PCFC extended capacity building support to 
eligible MFIs of any type to strengthen their organizational capabilities, develop their 
microfinance technologies, and upgrade the knowledge and skills of their staff. Consequently, 
PCFC succeeded in building linkages with rural banks, thrift banks, cooperatives, cooperative 
banks, and even lending investors.  
 
Opening the playing field for new financial institutions  

 
One of the remaining constraints for the advancement of microfinance in the Philippines was 
the lack of appropriate banking technology to reach the poor in a sustainable way. To address 
this problem, BSP issued Circular 273 series of 2001, which partially lifted the moratorium on 
the licensing of new thrift banks, rural banks, and cooperative banks. This circular provided 
the opportunity for NGO MFIs to transform into formal banking institutions and for existing 
banks to establish new thrift or rural banks. These were classified as microfinance-oriented 

banks (MOB) if at least 50 per cent of the bank’s gross loan portfolio consists of microfinance 
loans. Any existing bank that engages in microfinance but whose microfinance portfolio is 
less than 50 per cent of its total gross loan portfolio is classified as bank engaged in 

microfinance operations (BEMO). The box below provides an overview of the types of 
intermediaries currently engaged in microfinance. 
 

Box 1  Types of financial intermediaries currently engaged in microfinance  
 
(1)  Rural banks (RBs): private shareholding banks with minimum capitalization ranging from 
US$58,309 in less developed municipalities to US$5.83 million in the NCR. RBs were created by law 
primarily to meet the normal financial requirements of farmers, fishermen, as well as cooperatives, 
merchants, private and public employees. All capital stock of RBs must, by law, be fully owned by 
Filipino citizens. 
 



(2)   Thrift banks (TBs): private shareholding banks with minimum capitalization ranging from 
US$1.17 million for those with head offices outside MetroManila, and US$7.29 million for those with 
head offices within MetroManila. The functions of TBs are similar to those of the commercial banks 
only in smaller scale. At least 40 per cent of the TB’s voting stock (60 per cent for KBs) is required by 
law to be owned by Filipino citizens. 
 
(3)  Cooperative banks (Coop banks): banks established by primary and secondary/tertiary 
cooperatives for the purpose of providing financial and credit services to cooperatives. Minimum 
capitalization amounts to US$0.36 million for those established in MetroManila, US$0.18 million for 
Coop banks in other cities, and US$3.64 million for national Coop banks. The capital stock of Coop 
banks should be 100 per cent fully owned by Filipino citizens. 
 

(4)  Cooperatives (coops): registered and supervised by the Cooperative Development Authority 
(CDA), the cooperative’s primary objective is to provide goods and services to its members. The 
required minimum paid-up share capital amounts to US$36 per cooperative; Coops are classified in 
the BSP Manual of Regulations as non-bank financial intermediaries (NBFIs) although they are 
registered and supervised by the CDA. A credit union or credit cooperative is a type of cooperative 
that specializes in providing financial services to its members.  
 
(5)  Lending investors (LI): lending investors are financing companies established by 20 or more 
lenders. LIs borrow money for the purpose of relending or purchasing receivables or other obligations. 
The LIs minimum capital accounts range from US$0.91 million to US$5.47 million for an investment 
house. At least 60 per cent of the combined capital accounts should be owned by Filipino citizens.   

 
Source: BSP Manual of Regulations for non-bank financial intermediaries, revised as of December 2003 

 

 

Institutional and financial linkages with PCFC 

 

The liberalized policy environment gave MFIs the autonomy to design their own 
microfinance programmes. It remains management prerogative to set the appropriate lending 
rates and loans terms, to diversify the MFI’s financial products and services, and adapt a 
given methodology to suit the clientele. Such variations may include group size, rules of loan 
release, meeting cycle, and the respective roles of clientele groups and centres. Linkages with 
PCFC provided MFIs access to large amounts of long-term funds (i.e. total credit line of up to 
US$4.56 million), and allowed them to pursue outreach into new territories at low overhead 
cost and to on-lend without having to mobilize funds.  
Adoption of appropriate lending methodology 

 

PCFC’s Rural Microenterprise Finance Project (RMFP) prescribed the Grameen methodology 
in delivering PCFC funds to the end users. Two PCFC credit channels reviewed for this study 
– the Centre for Agriculture and Rural Development (CARD) and the Producers Rural 
Banking Corporation (PRBC) – adopted the so-called Modified GBA (Refer to Box 2 and 
Table 3). 



 The negative attitude towards the Grameen methodology, or the so-called GBA was 
mainly the result of limited information about this approach. However, this negative 
perception changed after the Microcredit Summit in Washington, D.C. in February 1997, 
which created an awareness of Grameen. The success of CARD, a leading GB replicator in 
1997 and the first to become operationally and financially self-sufficient, also inspired many 
MFIs to follow its example. The adoption of microfinance standards and PCFC’s institutional 
credit line, which provided support to partner MFIs for staff training particularly in GBA, also 
contributed to the eventual buy-in. The capacity building played a crucial role in building up 
the organizational/operational capacity of partner MFIs to reach out to significant numbers of 
clients. It is worth noting that, as a result of PCFC’s technical assistance in GBA replication, 
banks were starting to form groups without the assistance of NGO, and that this has become 
the characteristic mode of operation of PCFC partner banks.  
 

The PCFC linkage process 
 

Once the key policy measures were enacted the financial linkage route was paved. PCFC 
could enter into linkages with a range of MFIs. PCFC has two types of financial products that 
it can offer via MFIs (see Table 1 below for the terms and conditions of the products):  

 

•  Investment credit: a credit 
line for microfinance services 
to the poor; and 

• Institutional credit: a loan 
facility to finance capability 
building activities as well as 
for expenditures or asset 
acquisitions related to the 
lending programme.  

 

Box 2  Grameen versus modified GBA 

 
Seibel (1999) summarized the good practices and 
innovative practices of GBA replicators in the Philippines. 
The three good practices, which constitute the hard core 
social capital of the original GBA, were: (1) high moral 
commitment of leaders, based on values enforced through 
training; (2) peer selection and peer enforcement, 
precluding adverse selection and moral hazard; and (3) 
credit discipline, including weekly installments; rigid 
insistence on timely repayment; and repeat loans of 
increasing amounts, contingent upon repayment 
performance. On the other hand, the innovative practices, 
which brought about the so-called Modified GBA, were: 
(1) local rural bank status; (2) deposit mobilization from 
the poor and non-poor through differentiated products with 
attractive interest rates; (3) demand-driven differentiated 
loan and microinsurance products that cover all costs and 
risks; and (4) client differentiation through different size 
loan and deposit products. 
 



Table 1 Terms and conditions of PCFC credit lines to microfinance institutions 

 
 Investment credit Institutional credit 

Tenor 
 
Short 
Medium 
Long 

One year revolving credit lines 
via drawdowns: 
1 year 
3 years 
4–7 years 

 
 
2 years 
3 years 
4–7 years 

Interest rate 12% p.a. + 1% service charge 3% p.a. + 1% service 
charge 

Credit line amt to 
MFIs 

Based on evaluation/credit needs Based on evaluation / 
credit needs 

Sub-loans to end 
borrowers 

Up to P150,000 Not applicable; loan is 
directly to MFI 

Collateral Mainly promissory notes of sub-borrower clients 
and underlying collateral 

Assets to be acquired from 
loan proceeds, if any 

Source: PCFC Annual Report 2003 

 
 PCFC credit lines to accredited MFIs are for financing the microenterprises of poor 
households. ‘Poor household’ is defined according to the Social Reform and Poverty 
Alleviation Act. Loan sizes for borrowers organized in groups or centres start from US$54 
and US$2,678 respectively. For individual borrowers, loan size may start at US$178. The 
client decides on the type of project to be undertaken with the programme partner advising in 
determining the viability of the project. 
 PCFC wholesales short-, medium-, and long-term loans to accredited MFIs. At 
present, these include the rural banks, cooperative banks, thrift banks, NGOs and cooperatives 
that implement credit programmes using any proven microfinance lending methodology to 
finance livelihood projects that can augment the income of targeted poor clients. Three major 
sets of criteria comprise the preconditions for PCFC linkage, and they apply to all types of 
MFIs. To qualify for accreditation and eligibility to avail of PCFC credit line, the MFI must 
pass the institutional, financial and lending performance criteria as well as provide 
appropriate documentation.  
 Underlying the eligibility criteria is PCFC’s aim of selecting from among the existing 
financial intermediaries those with a minimum experience in microenterprise lending, the 
appropriate operating systems and procedure, and the management and staff to run the 
programme. PCFC has opted to select the ‘best of the crop’ that could create the greatest 
impact in terms of reaching significant numbers of the poor sustainably. Institutions not 
presently accredited by PCFC can get accreditation in one of the following ways: They can  
send their staff to the training courses organized by PCFC accredited training centres. These 
courses build up the capacity of MFIs for successful microfinance practice. The second option 
is to link up with existing partner MFIs of PCFC. PCFC itself is encouraging regional 
Programme Partners Associations to extend their network by including not only existing but 
also potential programme partners.  
 The key actors in PCFC linkage are illustrated in Figure 1. It illustrates the financial 
linkage process by depicting the general flow of resources (both financial and technical 
assistance) from the investors to PCFC and down to the clients through the MFI-Linkage 
Partners. In 2004, PCFC had 6 investors, 199 partner MFIs, and 1.4 million active clients (see 
Table 3). PCFC wholesales the funds received from the investors to the MFIs who then retail 
to end-users with the assistance of mutual guarantee associations. To instil credit discipline 
and ensure collection of loans, the MFI enjoins the borrowers’ mutual guarantee associations 



to enforce collective responsibility in loan recovery, or makes the borrowers individually 
responsible.  
 

Figure 1 The PCFC Linkage Process 
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Abbreviations:   

LBP/NLSF: Land Bank of Philippines/National Livelihood Support Fund 
ADB/IFAD: Asian Development Bank/ International Fund for Agricultural Development 
DOLE/ECC/DBM/SSS/GSIS: Dept of Labour/Employees Compensation Committee/Dept. 
Budget Management/Social Security System/Government Service Insurance Fund   
   
(Funds flow 1) Investors enter into partnership with PCFC to implement microfinance 
programme.  
(Funds flow 2) PCFC wholesales investment and institutional funds to MFI Programme 
Partners on a credit line basis. The MFI repays the loan and avails of fresh loans. 
(Funds flow 3) The MFI releases loans to members/clients (end-users). The latter repays the 
loans to the MFI and avails of fresh loans.  
 
                  
(Service flow 1) Training on GBA/microfinance technology is provided by accredited 
training centres with support from PCFC. PCFC itself conducts training courses, refresher 
courses, and Lakbay Aral. 
(Service flow 2) The MFI forms and strengthens Mutual Guarantee Groups. Through the 
weekly meetings, the MFI undertakes continuous group training (CGT) and values formation.  
(Service flow 3) Centre coordinates activities of groups and promotes cooperation in 
managing the group fund need and controlled by members. 

 

 PCFC has accredited seven training centres of partner MFIs. Once the MFI training 
centres are accredited by PCFC the MFIs are eligible for institutional loan support from PCFC 
at the concessional interest rate of 3 per cent. PCFC allows the use of this loan for paying the 
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salaries of MFI staff, the training costs, as well as the equipment required for upgrading of the 
MFI’s operating systems. 
 

Outcomes and impact 
 

Outreach 

 

The number of active clients served by PCFC grew from 217,240 in 1999 to nearly 1.4 
million in 2004, implying a compounded growth rate of 36.4 per cent per annum. The key 
reasons for the growth include: the increase in the number of partner MFIs, from 143 in 1998 
to 199 in 2004; and the outreach expansion of the partner MFIs. PCFC’s loan portfolio 
ballooned from US$19.64 million in 1999 to US$51.35 million in 2004.  
 

Sustainability 

 

The PCFC 2003 Annual Report stated that PCFC has already attained operational self-
sufficiency of 110 per cent with financing as its main source of income. The average return of 
equity during the year was 4.7 per cent, and the income derived from operations could fully 
cover the cost of preferred dividends for the year. 
 A number of partner MFIs, particularly the mature ones, have also reached significant 
numbers of the poor and achieved operational self-sufficiency. A study by the Microfinance 
Council of the Philippines, Inc. (MCPI) in 2003, of 14 MCPI members (13 of which were 
PCFC partners) revealed that all of them have achieved operational self-sufficiency; and three 
MFIs (two large and mature MFIs, and one small but mature MFI) have achieved financial 
self-sufficiency. An implication of this finding is that large MFIs have the advantage of scale 
economies, but it would take several years of maturing (during which the MFI honed and 
adapted its microfinance technology to its environment) to capitalize on this advantage in 
order to reach financial self-sufficiency. On the other hand, small and medium MFIs can also 
achieve financial self-sufficiency provided they adopt a cost-effective lending methodology at 
the outset and go through the process of maturing as well.  
 
Penetration  

 

PCFC and its partner MFIs managed to penetrate more developed areas much faster than 
poorer areas. The main reason for this was the existing banking infrastructure and the fact that 
new MFIs tended to start operations in areas where microfinance was already visible, i.e. new 
microfinance initiatives have sprung up in the same areas where CARD has achieved success.  
 As far as PCFC relationship with individual MFI’s are concerned, Table 2 provides an 
overview of the outreach of two of PCFC’s MFI clients, i.e. CARD-MRI (Centre for 
Agriculture and Rural Development-Mutually Reinforcing Institutions) and PRBC (Producers 
Rural Banking Corporation). Their outreach is presented in relation to the overall 
performance of all PCFC partner MFIs. As can be seen in the table, in 1998/1999, one-third 
of PCFC’s total outreach was contributed by CARD-MRI (29.1 per cent) and PRBC (4.6 per 
cent), indicating the great weight carried by these MFIs in PCFC’s overall performance 
(Table 2). In 2004, CARD’s percentage share of the total PCFC outreach shrank to 8 per cent 
and PRBC to 3.4 per cent as the portfolio of PCFC became larger and more diversified with 
the accreditation of new MFIs.  
 Also interesting is that PRBC’s outreach grew at a faster pace compared to that of 
CARD-MRI’s. The growth of PCFC’s total outreach was powered both by horizontal 
expansion (i.e. increased number of partner MFIs) and by vertical expansion (i.e. increase in 



the number of active clients per MFI), especially through the fast-track approach of MFIs, like 
PRBC in reaching out to significant numbers of the poor.  
 

Table 2  CARD-MRI and PRBC outreach in relation to total PCFC outreach 

 
Type Number of MFIs % Outreach 

(active clients) 

Loan portfolio 

(php million) 

 No. %  
total 

No. % 
total 

Amt % total 

Rural banks 83 41.7 468,672 33.5 1,358.96 47.2 

Cooperatives 54 27.1 139,515 10.0 310.49 10.8 

NGOs 34 17.2 624,499 44.7 795.32 27.6 

Coop banks 24 12.0 138,455 9.9 329.33 11.4 

Thrift banks 3 1.5 25,185 1.8 71.59   2.5 

Lending investor 1 0.5 - - 0  - 

A. Total, 2004       

      PCFC 199 100.0 1,396,326 100.0 2,877.78 100.0 

      CARD-MRI 2  112,174 8.0 678.3 23.6 

      PRBC 1  48,416 3.4 192.1 6.7 

B. Total, past years       

      PCFC, 1998 87 100.0 70,725 100 754.8 100 

      CARD-MRI, 1998 2  20,617 29.1 82.79 11.0 

      PRBC, 1999 1  2,919 4.6 7.45 1.0 

C. Compounded 

annual growth rate % 

      

  PCFC, 1998–2004   64.4  25.0  

  CARD-MRI, 1998–     
  2004 

  32.6  42.0  

  PRBC, 1999–2004   59.7  91.5  
    Sources: PCFC Annual Reports 2002, 2003 & 2004; CARD Annual Reports 2003 & 2004;  
    PRBC Microfinance Unit 

 

Conclusions 
 
The future of PCFC linkages is very much contingent on the uptake by commercial banks and 
government financial institutions of the wholesale lending activity. Ideally, commercial banks 
should take over the role of PCFC as provider of wholesale funds to retail MFIs. Likewise, 
larger and matured MFIs that have reached financial sustainability could engage in wholesale 
lending themselves or franchise their microfinance business models and, henceforth, push 
outreach expansion to the less served areas in partnership with smaller MFIs as credit 
retailers.  
 But commercial banks may not yet see the situation as having ripened for their 
intervention. Some commercial banks have participated in the PCFC microfinance 
programme through their subsidiary thrift banks, but still their microfinance portfolio is 
negligible compared to their total portfolio. And while commercial banks may have funds for 
wholesale lending, the fact that the microfinance portfolio of the entire banking system 
constituted less than 2 per cent of the total bank resources indicates that the microfinance 
sector is not yet prepared to absorb substantial funds from commercial banks. PCFC has seen 
the need to consolidate its partner MFIs and further build up their capacity so that they may 
grow into Microfinance Mega Centres (MMCs), which might be more attractive for 
commercial banks and government financial institutions as channels of their wholesale funds.  



 In this light, three options are available for PCFC’s future development: (1) increase 
the credit line of existing partners; (2) consolidate partners into Microfinance Mega Centres 
(MMCs) clustered around a lead MFI, and build the capacity of MMCs as wholesale lenders 
of PCFC funds; and (3) reorganize PCFC into a Credit Bureau for Microfinance. Option 1 has 
the least incremental impact on MFIs like CARD and PRBC –  two partner conduits reviewed 
in this study to examine the linkages at the MFI level – as deposits of both MFIs have grown 
tremendously in recent years. Option 2, or Option 3, or both, would be highly beneficial to 
MFIs in general as these options will open new opportunities for outreach expansion in less 
banked or unbanked areas, and for upgrading microfinance lending systems to meet the 
financing requirements of small and medium enterprises (SMEs).  
 The above options are a means to an end, and PCFC is a means and not an end in 
itself. Whatever option PCFC takes in the future, if its moment of usefulness passes, that may 
dictate that it should close down. However, the emergence of new and especially commercial 
funding sources could be taken as vindication of the initial decision to set it up.  
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