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1. Pursuant to the section entitled -Multilateral Assistance Initiative of
the Philippines· in P.L. 101-513, and to P.L. 102-145, I hereby authorize
the Capital Markets Development Project (the ·Project·), for the Republic
of the Philippines (the ·Cooperating Country·) involving planned
obligations not to exceed $13,500,000 in grant funds over a four-year
period from the date of authorization, subject to the availability of funds
in accordance with the A.I.D. OVB/allotment process, to assist in fi~ancing

foreign exchange and local currency costs of the Project. The planned life
of the Project is five years from the date of initial obligation.

2. The Project consists of assisting the Cooperating C~(intry and the
Philippine private sector to enhance the efficiency of the securities
market by improving the quality and transparency of inf?rmation available.
The Project provides funding for technical assistance, training, selected
commodities, studies and research, as well as ·seed capital· to encourage
automation of the Philippine exchanges, and development of investor
information services. The private sector component of the Project will be
conducted on a one or two year basis initially, to determine whether the
assistance is productive.

3. The Project Agreement, which may b~ negotiated and executed by the
officer(s) to whom such authority is delegated in accordance with A.I.D.
regulations and Delegations of Authority, shall be subject to the following
essential terms and covenants and major conditions, together with such
other terms and conditions as A.I.D. may deem appropriate.

4. a. Source and Origin of Commodities. Nationality of Services

Commodities financed by A.I.D. under tne Project shall have their
source and origin in the Cooperating Country or the United States,
except as A.I.D. may otherwise agree in writing. Except for ocean
shipping, the suppliers of commodities or services shall have the
Cooperating Country or the United States as their place of
nationali~y, except as A.I.D. may otherwise agree in writ~ng.

However, procurement of commodities and strvices whose source,
origin, or place of nationality is in the Cooperating Country shall
be subject to the requirements of Chapter 18 of Supplement B, A.I.D.
Handbook 1. Ocean shipping financed by A.I.D. under the Project
shall, except as A.I.D. may otherwise agree in writing, be financed
only on flag vessels of the United States.
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b. Conditions Precedent

Prior to any disbursement or the issuance of any commitment documents
under the Project Agree..nt for co.-odities to be provided to the
Philippine Securities and Exchange COmlission (-SEC·), the
Cooperating Country shall furnish, in fOMi and substance acceptable
to A.I.D., evidence of the establishment of an electronic data
processing office in the SEC.

BY:~~t. ..~&~~
Richard . ohnson
Acting ector
USAID/Philippines

Clearances:

PESO:BCornelio
OPE:PRDeuster
DRM:(Actg.)GImho
OFM:JCShnford
CSO:SHeishman
OlA:lChi1es
00: (Actg.)JAPatterson

Date:
SEP 0, 8 1992
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I. SttKMARY AND RECOMMENDATIONS

The capital Markets Development Proje~G (CHOP) is a five-year, $13.5
million project intended to enhance the efficiency of the Philippine
securities market by improving the ~lality and transparency of investor
information available to capital market participants. Project grant
funds will come from the SAl appropriation account.

The project will address the over-arching need in the Philippines to
transform the capital market, making it a more efficient mechanism for
capital formation and investment creation. This will be accomplished
by attacking the critical problems that currently constrain capital
market expansion, i.e., segmented, outmoded, and inefficient market
operations; inadequate supply of high quality equities; and limited
demand for shares due in part to lack of timely and accurate market
information which has a dampening effect on investor confidence.

The project employs a two-pronged approach, addressing the requirements
of both public and private sector participants in capital markets.
Funds will be provided for direct-contractor. assistance to the public
sector, i.e., the Securities and Exchange Commission (SEC), for
procuring technical assistance; computer equipment and software; and
training. Activities under this component will modernize and extend
the reach of SEC's management and information systems; support
regulatory reform; and develop human resources at SEC (particUlarly
professional skills).

Funds provided to the private sector, through a cooperative agreement
with the Financial Executives Institute of the Philippines (FINEX),
will finance technical assistance needed for the design and
implementation of computerized market operations and information
systems as a means of integrating the current dual-Exchange market
structure; establish education and research programs to increase the
professional competence of capital market experts and promote pOlicy
advocacy and" reform in conformance with international standards for
securities exchange per.formance; and provide funding to assist in
capitalizing a management information service company.

Grantee

Implementing Entities

Grant Amount

Funding Source

Project Purpose

The RepuLlic of the Philippines

Financial Executives Institute of
the Philippines (FINEX); Securities and
Exchange Commission (SEC); National
Economic and Development Authority (NEDA)

$13.5 million

Special Assistance Initiative (SAl)

to assist in the enhancement of the efficiency
of the securities market in the Philippines by
improvement in the quality and transparency of

1



11escription

Estimated completion

statutory Requirements

Recommendation

pesign Team

investor information available to investors,
the public, and other capital market
participants.

The project will assist the SEC in
implementinq key administrative reforms:
promote more efficient and transparent
operations: and, expand its services to the
investinq public.

A private sector component, 'implemented
throuqh an NGO, will put into place a
national, automated, securities market system
and investor information service: and,
establish a traininq, education, research and
policy advocacy proqram that will enhance the
capabilities of capital market institutions
and participants.

September 30, 1997

statutory Requirements have been met.

That a $13.5 millio~ project for the
RepUblic of the Philippines be authorized
based on the terms and conditions listed in
the Project Authorization.

Mission Project Oesiqn Team members were:

PESO:Brw,o Cornelio
PESO:Brad Wallach
PESO:Gerardo Carranceja
OLA:Lisa Chiles

OPE:Gil Oy-Liacco
ORM:Earl W. Gast
CSO:Noel Ruiz
OLA:Gerry Banzon

paq. 2

OFM: Sonia Cruz
OFM:James Stanford
OFM:Monica Stein
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II. BACKGROUND AND RATIONALE

A. PROBLEM STATEMENT AND SITUATION ANALYSIS

capital formation in the Philippines -- throuqh equities market. and
throuqh lonq-term investments -- has not developed to the point that it
pre.ents a viable option for expan4inq financial resources. Issuance
of lonq-term de~t and equity securities, throuqh .tock. and ~onds, is
seldom use6 as ~ means of capital expansion. Consequently, the
securities market in the Philippines has remained an underdeveloped and
inefficient meehanism for raisinq equity fund. that finaDce new
~usiness opportunities and stimUlate busine.s expansion.

The following are factors that contribute to the current situation in
Philippine capital markets. As in most other developing countries, the
Philippine financial system has expanded through savings mobilization,
and by debt-financing, which involves deposit-type instruments that are
SUbsequently re-allocated through the banking system in the form of
s~ort-term credit.

Commercial banks constitute the largest sector of the Philippine
financial system, holding approximately 85 percent of total deposits,
and 65 percent of the total loan and investment portfolio. The
relatively dominant lending policies of the banking system; combined
with the historical interest rate subsidy policies of the Central Bank,
have encouraged excessive dependency on short-term credit. Nearly 80
percent of corporate funding is obtained through short-term bank loans
which has resulted in a highly leveraged corporate sector.

Despite an upswing in stock market activity'from its low point in 1984,
heaviest tradiJ'l"J remains in a few major "blue-chip" iSfues. The number
of private sector businesses listed with the Exchanges is increasing,
however, the market is characterized by an inadequate supply of hiqh
quality equitie.; limited demand for shares; and, qenerally inefficient
operations.

Growth in the supply of equities has been retarded inter alia by the
easy availability of risk-minimizing, short-term debt financing. It
has been limited also by the reluctance of family-owned corporations to
go public because they wish to: 1) retain their ownership and control;
or, 2) conceal strategic information about the nature and ext~nt of
their operations. These attributes, common to many emerging capital
markets, stem from fear of the loss of profits through higher taxation,
or increased competition.

Lack of invest~r confidence also Jas constrained development of
Philippine equities markets. Because of past abuses, such as insider

Throughout this paper "Exchanges" refers to t~le current
Manila stock Exchange and the Makati stock Exchange.

paqe 3



trading, investors are reluctant to participate fully in these markets.
Public skepticism regarding securities investment has deepened as a
result of transactions soured through lack of adequate and accurate
information. The availability of more attractive, alternative
investments -- and the inability of regUlatory authorities t~ monitor
and control the market effectively -- has waakened demand for equity
issues.

Operational inefficiency in the Philippine capital market is manifest
in the way that the stock exchanges carry out their business. CQrrent
trading proce4urss are entirely manual. Based on a two-way auction,
and "open-outcry II system where White boards are used to mark up offers
and deals, these procedures constrain efficient order execution,
transparent trading, and development of a liquid market. Moreover, the
complexity of trading rules in the current system discourages the
general public and foreign investors from participating. In addition,
although semi-automated, current settlement and clearinq procedure. are
paper-based, time-consuming, and inefficient. They do not conform to
international, securities trading, clearing and settlement (TCS)
standards: specifically, those for book-entry settlenlent; centralized
securitias custodianship; and delivery against payment. Transfer
agents taKe as much as thre~ weeks to execute transfers.

Lack of timeliness coupled with other inefficiencies in the settlement
process, including a high ratio of unexecuted orders, are major
constraints to market growth. The standard. and procedure. tor
tra4in9, .ettlement, and c16arinq of securities must be moderniz.4 to
enable markats to expand; and to permit more efficient brokerinq of
medium- and lonq-tera debt and squity securiti.s.

Stronger Philippine capital market performance requires the
collaboration of donors with pUblic and private sector entities to
modernize and expand current capital market oper~tions. The key actors
in ongoing efforts to expand Philippine capital markets are the
Securities and Exchange Commission (SEC); the private Exchanges; the
Capital Market Development Council (CMDC); and from the donor
community, the World Bank, th~ Asian Development Bank (ADD) and USAID.

B. BACKGROUND - oper&tion of the Market

1. The SEC

The SEC started operations on November 11, 1936, under the executive
supervision of the Department of Justice. During the ensuing years,
and after the p~ssage·of key pieces of legislation, the role of the SEC
greatly chang~d. Initially entrusted to administer and enforce l
provisions relating to primary pUblic offerings of securities, and 0
trading of securities in the secondary market, the SEC currently
administers and implements 20 different laws and presidential decrees.

At the SEC, 735 employees, working in nine departments, must implement
the SEC's functions. These functions include: (a) registration of
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companies and firms; (b) registration of securities that are offered to
the public; (c) authorization of sto~ks to be listed on the two stock
exchanges; (d) supervision of stock exchanges; (e) authorization and
supervision of underwrit~r~, brokers, dealers, financing companies, and
mutual funds; (f) adjudic3tion of all disputes; (g) examination of
companies' annual financial statements; and, (h) investigation and
prosecution of breaches of securities laws.

The SEC has encountered many problems in implementing its numerous
responsibilities. Many stem from the existence of overlapping and
redundant rules. The current regulatory mandate of the SEC far exceeds
its capabilities and its effectiveness in the marketplace.

2. The stock Exchange.

Two, privately-owned Exchanges presently operate in the Philippines:
the Manila, and the Makati, Stock Exchanges, which were established in
1927 and 1963, respectively. The two Exchanges list a reasonable
number of securities; have well-defined exchange structures; provide a
basic level of market information; and retain an adequate number of
broker-dealer~.

For many years, USAID, the ADB, and the SEC have recommended a merger
of the two Exchanges to improve market efficiency. Recently, both
Exchanges have expressed agreement with the.concept of one, national
securities, trading venue. The two Exchanges have, however, been
hesitant to a physical merger; particularly, if such a merger were
decreed by SEC.

In May 1992, the preliminary legal documents for establishing the
Philippines stock Exchange (PSE) were finalized and signed by the
presidents of both the Makati Stock Exchange (MKSE) and the Manila
Stock Exchange (MSE). The documents constitute agreement to an
eventual merger of the Exchanges in cooperation with the SEC. Despite
this agreement, a significant amount of study on the operation of a
unified Exchange is needed to effect the merger. The SEC has agreed to
conduct this study.

The Exchanges and the SEC have defined similar objectives and
development goals: a unified national securities market with automated
TCS and central depositary systems; professionalized stock exchange
management; and strengthened SEC capability to effectively requlate
markets and manage their expansion. Both Exchanges and the SEC agree
that market operations need to be automated and modernized. All view
integration of the market through automated operations systems as a
po~ible and necessary compromise to actual pbysical integration.

Such a move could also integrate the Philippine market with other
modern international capital markets; could conform Philippine capital
markets operations to international TCS standards; would lead to more
transparent market operations; and could attract more foreign and
domestic investors. Notwithstanding these potential benefits, both
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Exchanges ar~ wary of the costs involved in automation.

3. The capital Markets Development council (CMDC)

After nearly five years of planning and dialogue on its mandate, a
private and public ~ector collaborative body called the capital Markets
Development Council (CMDC), was organized in November 1991. Tasked
with spearheading sa~toral reform and development of Philippine capital
markets, the CMDC is chai~ed permanently by the Financial Executives
Institute of the Philippines (FINEX). This non-governmental
organization (NGO) is recognized by both the Government of the
Philippines (GOP) and the private sector as the leader in capital
market reform.

The CMOC is co-chaired by the pUblic sector which is represented by the
SEC, and the Central Bank (CB). Council members (and four technical
committees, comp~ised of nearly 110 active participants) have reached
consensus on an action agend~ for sectoral reform. Among the important
agenda items tagged for immediate implementation are: reduction of GOP
administrative orders and policies identified as impediments to capital
markets development; continued professional development of all market
participants; improved automation of market operations; and, creation
of a mark~t-information-database corporation.

CMDC has b~en breaking down the barriers to communication between GOP
re~~latory agencies and private sector, capital markets participants.
It has been instrumnntal in bringing together the two Exchanges, and in
convincing them of t~e need for closer coordination through automation.
with this private and public partnership of CMDC, the prospects for
successful reform of the market in identified areas are higher than at
any other time. Although f~~ed with overcoming adverse GOP'policieG,
and deep-rooted private sector rivalries and attitUdes, the CMDC
represents a medium for real change.

4. OSAID Experience

USAID has monitored the conditions in Philippine capital markets over
the past years. In 1987, USAID commissioned a detailed study of the
markets. Based on study recommendations, and on meetings with the SEC,
the Mission designed a comprehensive project aimed at reinforcing the
Aquino Administration's commitment to privatize government-controlled
corporations while supporting much needed operational reforms in the
capital markets. Curing project negotiations with the National
Economic and Development Authority (NEDA), USAID and the GOP failed to
reach agreement on the extent of capital market restructuring. Thus,
USAID deferred the capital markets developmentftrategy, and
successfully negotiated a separate project witH the Department of
Finance to support privatization.

In succeeding y£ars, USAID continued its dialogue with the GOP and the
ADB on opportunities for making improvements in the Philippine capital
market system. In 1991, the GOP acknOWledged the need to act
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immediately to restructure and expand Philippine capital markets. This
change in attitude permitted USAID to assist pUblic and private sector
entities in the creation of CMDC. The present environment is now ripe
for further t:!h.".nge.

C. RATIONALE

Twenty years ago the Philippin~s was an economic leader in the region.
Now, it is lagging behind as other Asian nations forge ahead. In the
International Finance Corporation's (IFC) publication. Emerging Markets
Facthoo}:, 1991, the Philippine cap!tal market held the penulti.mate
rankin~ in the world with respect to market performance.

Dominated by a relativaly small number of families and groups,
Phili~pine business and its capital ma~ket operations traditionally
have been closed systems. These systems are opening up now for a
number of reasons: e.g., generational change; conflicting interests;
competition and market pressures; and, the need for additional capital.

Concomitant with signs of change in the capital market sector, there
are very significant opportunities for change within the present GOP
policy framework. As previously stated, the Philippines capital market
has been the subjact of renewed interest by the GOP and donors. All
view the developlDent of Philippine capital markets as essential to
catalyzing capital formation; private-sector-led economic growth; and
improvement in the level of national employment and living standards.

studies conducted by donor agencies in the past five years have
outlined the causes and effects of capital market stagnation, providing
recommendations for improving various segments of the capital market.
These studies have all been consistent on one point: i.e., the
Exchanges should be linked as one, efficient, processing body through
automated systems. The automation effort shoul~ be effected by an
independent, fees-for-service firm that can provide TCS services and
market information; and, can perform the back-office functions of
managing custo~er orders, and producing customer statements and
confirmations in a timely manner.

CMOC has been successful in implementing some of the recommendations
for improving the capital market, leading to improvement in performance
in 1992. stronger capital market performance has encouraged the SEC
and Exchange leaders to consider moving more for~~fully in the area of
market reform. Success in this endeavor will require: (1) commitment
on the part of the marker.'s private and pUblic sector participants; (2)
expertise and professionalism in both public and private sector
securities market institutions; (3) training of staff; (4) acquisition (
of capital equipment and information technology software: and (5)
education of the general public, primarily through provision of readily
available market information services.

paq. 7



D. ISSUES TO BE ADDRESSED BY THE PROJECT

Project assistance will target several areas in which the Philippine
capital market must improve to achieve market efficiency and expansion.
These areas include market self-regulation; market operations
modernization; market and price information service; human resource
development; and, conformity to international standards for securities
market operations.

1. S.lt-~.gulatioD

Systems for zelf-regulation are operating successfully in a number of
capital markets thr~ughout the world, the largest of which are in the
United states and Great Britain. Appropriate models for self
regulatory or.ganizations (SROs) also exist in Hong Kong, Singapore and
other established and emerging markets in Asia. The primary benefits
of a properly operating, self-regulatory structure are that it makes
maximum use of the expertise of private sector participants; fosters
improved compliance with established standards: minimizes government
interference in market processes: and minimizes government expense,
while permitting government to ensure that certain investor protection
and market operation standards are maintained.

For self-regUlation to work in the Philippines, the Exchanges must be
active and responsive in fUlfilling self-monitoring requirements. The
SEC must effectively execute its oversight role without contravening
self-regulation of the market. In the self-regulated market, broker
dealers and investment advisory firms are responsible for monitoring
business activities of their employees and agents; and, for ensuring
that they conform to ethical standards of operation, integrity and
fairness.

Standards are based on SEC and Exchange rules and regulations: and
conform to ethical codes and standards established by applicable
professional associations, and by the firms themselves. The Exchanges
are respon:gible for establishing and enforcing appropriate rules and
regulations to ensure fair and efficient trading in securities: free
entry to members who meet reasonable qualification requirements;
settlement of differences between members; and enforcement of
securities laws, rules and regulations as they apply to members.

Self-regUlation requires coordination and cooperation between the SEC
and Exchanges. Direct SEC oversight activities should be limited to
licensing and de-licensing Exchanges, and broker-dealers; reviewing and
approving Exchange rules and any rule changes; reviewing disclosures
provided in registration statements for public offerings of securities;
and declaring such registration statements to be effective. In all
other activities, the SEC's oversight should be indirect to the maximum
extent possible.

The Exchange should regulate its members and listed companies,
continually improving trading and after-trading systems. The SEC

page 8
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should encourage these activities and suggest remedial actions if they
are needed, givinq the Exchange a reasonable period of time to respond.
The SEC should not task Exchange management with requirements for
actions. It should not mandate such things as the number of seats on
the Exchange; seat price; automation; the name of the Exchange; sources
of funds; or, approval of listing~. Except in unusual cases, the SEC
should not discipline an Exchange member, or order a member to take
specific action, without first discussing the nlatter with the Exchange.
The Exchange should be the primary arbiter on matters of appropriate
discipline and problem resolution.

2. Modernization of Trading, Clearing and settlement Practices

Table 1 compares the elapsed-time aspects of current TCS operations
with those possible where ope.rations are fully automated.

Table 1. comparison of elapsed times for Trading and Clearing
Settlement Practices

Proc.....•

where: T. the dlt. of trln.lction or trld.;
r+, • one (1) working dly Ifter trln.iction
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System
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to Cle.ringhous••

Advic./Summery Tick.t. sent
to brok.rs; D.bit Idvic. to
brok.r. with net cle.ring
bel.nell.

P.~t mede to CI••ringhous.
by brl:lk.r.

Cl••ringhous. to tr.naf.r .g.nt
to corper.e. r.gi.tr.r. Ind beck
to Cl ••ringhou•••

CI••ringhousl to centr.tizld
.ecuriei•• custodiln (tl"ansf.r
.g.nt./corper.e. regi.tr.r.)
inv••tor. rec.iVl writt.n
confirlllltion of tr.na.ctian.

Cl ••ringhous. proc.II•• n.w
c.rtific.t~ for r.I •••, to
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R.vi.w by brok.r.; r.I..... of
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Cu.tedi.n proc••••• c.reificlt••
for dir.ct r.I •••• to cliene.

T

T+1

T+2

T+4

T+S
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Automation would reduce, by an estimated 27 days, the time required to
process stock transactions. Annex H provides a detailed discusDion of
the steps involved in current market operations; and describes the
processes that make the current TCS system inefficient.

In addition to improving timeliness of order processing, an au~omated

system accommodates volume upswings: provides for rapid settlement, and
payment of brokers; eliminates the volume of paper work that is
involved in manual or semi-automated processes; and, reduces the
numbers of staff currently required to perform clearing and settlement
(back-office) tasks.

Markets cannot function efficiently without credible information that
is disseminated quickly to participants. A unified, and fully
automated, national trading, clearing and settlement (ANTCS) system is
critical to the transformation of the Philippine capital market. ANTCS
operations would ensure a fair market where no order is forgotten, and
where price-time priority is rigorously observed. This would improve
on the current system where order execution is SUbject to inaccuracies
and abuses that are hard to detect.

Implementation of a modern, market operations system (MOS) would
dramatically reduce the management burden embodied in current Exchange
operations. For instance, the proposed system would have built-in
surveillance capabilities, reducing the frequency of inspections of
broker-dealers.

The following are among specific attributes of an automated MOS that
contribute to its efficiency and utility. It achieves for an investor
the guaranteed-lowest, best-possible price in a completely fair market
regardless of place of execution; enhances the ability for increased
volumes to be processed according to agreed upon trading rules; helps
ensure uniformity in reporting and permits a single focus for
regUlation enforcement; avoids the need to dismantle and reorganize th~

current exchanges and the reSUlting time loss and associated risks:
permits flexibility in policy changes (such as rescinding the dual
listing requirement by permitting trades to be executed only by brokers
of certain exchanges); allows the creation of additional exchanges in
the future regardless of location, such as in the regions; permi1:s
listing requirements to vary by exchange, thereby accommodating or
encouraging exchange specialization by industry or location; and,
allows management of customer orders on an automated basis (e.g.,
allows the broker to verify customer credit and track the order until
it is executed or canceled). This means that no client's order is
forgotten, and broker-dealers are protected against credit risks.

Finally, an automated MOS allows for transpar~ncy of assessment of
charges. When the trade is executed, the system automatically
calculates the broker's commission, debits the investor's account, and
credits the broker's account with the custodian for the amount of the
commission. In a modern, automated system, brokers are obliged to
settle promptly, whether or not they receive the money or securities
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from their clients.

Modern markets use central book-entry settlement which means that
shares and money are exchanged by accounting entries in a special
centralized depository institution which eliminates the risk of
counterfeit certificates or bad checks. Fully automated settlement
means that transactions are completely settled electronically within 2
3 days after trade execution: and, without effort on the part of the
broker. Automated settlement increases brokers' profits: and, improves
the quality of service to investors. Both factors are believed to
contribute to market expansion.

3. chang•• in custodianship and the Structure of securities
Instrument.

An essential feature of modern securities market operations is the
revised structure of stock certificates and the fungibility of
iecurities. Securities are said to be "fungible" when all securities
or stock certificates of the same type and class are interchangeable
for the purpose ~f settlement transactions. This means that the serial
number of a share is irrelevant for the purpose of settlement.
Investors and brokers agree that they are trading the "rights to a
certain number of shares" of a given type or class, but not the actual
shares with specific serial numbers.

Securities should be held in collective~ custody through a
centralized securities depository. A detailed explanation of
collective safe custody is provided in Annex H. This capital market
teChnique is used in developed and emerging markets to achieve
"fungibility," and to make book-entry settlement practical.

Investors and issuers are drawn to markets that offer custodianship
through a Centralized Securities Oepository. Centralized depository
custodianship is advantageous to investors because it ensures
safekeeping of physical securities; efficient book-entry and physical
movement of securities; SUbstitution of ownership into book-entry
records; and, ease of linkage with other depositories. For the issuer,
centralized depository offers ease in the administration of the
collEction and disbursement of dividends and earnings: the initiation
of ownership transfer of registered securities: and, administration of
ownership records.

A significant amount of planning and restructuring of current market
operations, as well as the restructure of specific sections in the
Securities Act, will be required if a Centralized Securities oepository
is to become reality. The GOP will have to revise its legal i
infrast~~cture to incorporate concepts of, and g~idelines for,
ownership through "fungible securities:" and to make provision for
issues on authenticity and acceptability of such ownership records for
normal business transactions.
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4. Automate4 Harket an4 Pricft Information services

Investors will bid a stock at the best possible price on the market at
a precise moment. In the current system, information on price changes
is not made available in a manner that is timely and transparent enough
t~ e~sure bid optimization. Through automation, detailed information
on all offers to purchase and sell a ~ecurity can be transmitted
rapidly to market participants -- e.g., broker-dealers, the press, and
potential domestic and international investors. Thus, buyers and
sellers receive more precise information with which to determine
effective market strategy. Change in this aspect of .Philippine capital
market procedures is key to attracting more investors, and will assist
to conform the Philippines capital market to international market
standards.

5. conformity to International HarkGt Stan4ar4s

Modern securities market operations in developed and emerging markets
are based on the recommendations on securities clearance, settlement
and custodianship developed by the Group of Thirty (G-30) in 1990. The
Group of Thirty -- composed of international bourses and exchanges,
markets leaders, securities settlement firms, and market institutions 
- developed these recommendations soon after the October 1987, world
wide market collapse.

The Philippine market would do well to adopt these recommendations
which form the globally-accepted framework for efficient clearance,
settlement and custodianship: and, for improving international cross
border securities portfolio transactions. They are the basis for
intarnational market standards which enable emerging markets to, attract
and retain international and professional investors in 'their respective
markets.

&. organization an4 Human Resource DeveloFment at the SEC

The expansive mandate and limited resources of the SEC combine to
create a con!Jiderable, supervisory "execution gap." The SEC's
inability to execute the range of duties it is mandated affects its
image in the marketplace.

The SEC must be strengthened and revitalized if it is to discharge
effectively its responsibility to administer and enforce market rules
and regUlation. Recommendations for strengthening SEC should proceed
from an examination of the organizational structure of the SEC to
determine what changes would improve performance. The perception now
is that SEC's structure hinders it from executing its responsibilities,
e.g., one department may be charged with disparate and unrelated
functions, while related functions may be scattered among two or three
different departments.

SEC management and staff recognize, and articulate, the need for
technical training and professional development at all levels. The
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GOP, however, devotes limited funding to human resources development.
Budgets for training have been a paltry $10,000 per year which in an
agency Qf 735 persons translates into about $14 per person for training
annually. Proposed changes in the Philippine capital market -
inclUding automation of capital market operations and possible
redefinition of the SEC role -- will further strain SEC's capacity.
support for human resources development, including professional
development, is essential.

7. continuinq Protessional nevelopment in securities Market
Institutions

Proposed changes in the Philippine capital market environment will link
the Philippines to more competitive, international capital markets.
Thi~ raises the immediate concern that, in the short-term, Philippine
market professionals may be unable to match world-class standards of
expertise. Despite the talent that exists in the Philippine capital
markets, professionals lack knowledge of, and skill in automated market
operations environments; particularly, those integrated with
international markets.

Private sector efforts at investor education -- currently through
technical courses conducted by FINEX at selected business schools
are significant. There is, however, no concerted approach in place to
prepare m~rket professionals and participants for operations under
international market standards and practices. Market participants need
assistance in assessing and addressing training requirements consistent
with skills and knowledge requirements of modernized market operations
systems.

E. PROJECT APPROACH

CHOP will focus primarily on working with the private financial sector
-- and secondarily on assisting the public sector requlatory agencies
(through the SEC) -- to improve the efficiency of the Philippine
securities market in the areas previously discussed. The private
sector component will be implemented through a cooperative grant
agreement with the Financial Executives Institute of the Philippines
(FINEX). The public sector component will be implemented t~rough a
direct contract with a contractor to be selected.

The private sector component will be given three years' trial to become
operational and selt-sustaining: i.e., from year 2 through year 4 of
the five-year project. This component will be dropped if unproductive
within the three-year, trial period. (See state 144294, Annex D.) This
provision supports the assumption that ANTCS and the market information
system will be commercially viable, attracting private sector
financing. Criteria for performance are embodied in the outputs
section of the Logframe (Annex B). It is assumed that completion of
private sector activities will occur as scheduled in the Implementation
and Management Schedule, Annex L.
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FINEX will administer assistance to the private sector through sub
grants made to groups in the business community on a cost-sharing
basis. Technical assistance, commodities and institutional support
provid$d in the project are structured to build on FINEX's base as a
leader in the financial community; and, to expand its physical vresence
nationwide in support of policy advocacy and reform. The
identification and selection of FINEX, as the Private Sector Project
Implementor, provides a broader appeal to the financial community,
whose support and commitment is required for the project to succeed.

The SEC is targeted for project assistance because of its role and
mandate relative to capital markets and their expansion. The project
will assist the SEC in making the transition from the purely regulatory
role it plays in the current system to one where it guides sectoral
development and participates in regulatory oversight. This requires
support for organizational and institutional cupability building which
the project will provide through technical assistance and training in
the areas of: professionalization; automation and information
technology; market regulation; and, organizational development.

organizing the private sector to take the lead responsibility for
introducing innovations in market operations increases the chances for
success of this project. Efforts to modernize the Philippine capital
market must move rapidly and will require flexibility of response -
which means immediacy in decision-making. This project features a
strategy intended to co-opt the private sector -- i.e., gain its
commitment and employ its resources -- in efforts to transform the
Philippines capital market. This private-sector-led approach to
financial sector development has been determined as appropriate, cost
effective, and sustainable.

This approach recognizes and builds on the fact that developing the
capital markets is primarily the concern of the private sector.
Moreover, the private sector can contribute financial expertise and
resources more readily than the pUblic sector to project activities.
Specific cost-sharing and/or leveraging mechanisms for funding of
project activities have been developed and tested in previous priv~te

sector projects financed by AID in the Philippines.

In this project, private-sector beneficiaries will share the costs
required to implement ANTCS and achieve a uni~ied market operations and
investment information service. This leveraging strategy ensures cost
effectiveness and sustainability of the project's outputs.

F. RELATIONSHIP TO MISSION'S STRATEGY

The Philippines Assistance Strategy statement (PASS) of 1990 remains
essentially relevant in terms of the current strategy for the
Philippines. The over-arching program goal continues to be: broad
based, sus~ainable economic growth through the active partnership of
the pUblic and private sectors in fostering open and efficient markets
and an open society. An explicit stratagem in achieving PASS
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objectives is the fostering of open and competitive markets. CMDP will
directly support this objective and the over-arching program goal by
promoting a more open and efficient capital markets system that will
allow businesses to have increased access to expansionary capital -
through equity and long-term debt rather than through high-cost, short
term debt financing.

The project also exemplifies two of the missions three cross-cutting
themes: i.e., policy reform and private sector focus. CMDP will
complement the World Bank's and the ADB's capital markets programs in
promoting policy reform. CMDP will provide specific targeted technical
assistance to assist the SEC in achieving internal reforms as well as
provide assistance for private sector-led financial sector reform and
capability development.

As indicated earlier, the project will be implemented for (and largely
by) the private sector which will take a leadership position in a
majority of the project activities. Direct beneficiaries of the
project will be the Exchanges themselves; businesses that choose to go
pUblic and register with one or both of the Exchanges; and the
investing pUblic. The SEC will also benefit directly from project
inputs through the up-grading of skills of personnel, automation of
operations, and administrative reforms which should lead to operational
ef~iciencies.

G. ·GOP POLICY FRAMEWORK

Development of the capital markets became a GOP priority in the late
1980s. In preparation for the Philippine Assistance Program (PAP), the
GOP in May 1990, finalized its most recent development stra~egy, "The
Philippine Agenda for Sustained Growth and Development." The document
marks a watershed for Philippine development strategies.

Prior to this, the GOP objectiva was to reverse the downward trend in
economic growth and to complete a full recovery. With a recovery
generally achieved by 1989, the strategy turned to sustained economic
growth through~ the private and public sectors. Of high priority
is the increased efficiency of the capital markets. The GOP
acknowledges this to be a long-term process; and has requested foreign
donor assistance from the World Bank, the ADB, and USAID. Its
objectives in the capital markets are to strengthen the banking sector
{through a policy loan from the World Sank}; and to deepen the capital
market by restructuring the stock market and making it more efficient.

H. DONOR COORDINATION

A stratified donor approach to capital markets development has been
adopted wherein the World Bank will focus on macro-environment
enhancements affecting the entir~ financial sector; the ADB will target
sectoral policy reform for the capital markets through the Department
of Finance; and USAID will direct project assistance for the
implementation of these policy reforms, as and when they occur, through
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a private sector-led effort, and assistance to the SEC.

The World Bank, at first, targeted the capital markets as a whole.
After several detailed studies, it turned its attention to the
financial problems of the Central Bank. The World Bank now plans to
lend the GOP $200 million to arrest the high losses experienced by the
Central Bank (CB) by restructuring the CBls accounts: and by assisting
the GOP to change its monetary and exchange rate policies. A $1
billion effort by the World Bank over several years, in phases, is
envisioned for the policy reforms in this area.

The World Bank's macroeconomic approach would make the CB an
independent monetary authority, de-linked from the GOP Treasury and
from the practice of deficit financing. This should facilitate CB
concentration on long-term monetary policy, changing from an instrument
of fiscal policy which has short-term, public sector debt orientation.
Over the long-term this should lead to declining peso interest rates
which will make equity investments more attractive and fuel increased
activity for the private sector stock exchanges. Actual
accomplishments of these outputs will increase the probability of, but
is not critical to, the success of CMDP.

The proposed ADB program supports reform of the Philippine stock
market. Aside from some limited technical assistance in areas such as
stock market development, the program will aim predominantly at
transforming the SEC from a "jUdicial body" into a service
organization: one that promotes as well as regUlates the capital
ma=ket. Legislative changes to the operations of the SEC will be
required to accomplish this objective. This may pose difficulties for
ADB, perhaps delaying execution of its loan program. While ADB program
accomplishments could ensure the success of the USAID project, delayed
execution of the program will not prevent successful implementation of
CMOP. USAIO has reviewed the latest policy matrix developed by AOB
(but not yet accepted by the GOP) and sees no duplication, and more
importantly, no contradiction between the ADa program, the objectives
of the World Bank activity, and those of CMOP.
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III. PROJECT DESCRIPTION

A. GOAL, ~URPOSE, AND END-OF-PROJECT STATUS

1. Goal and Purpose

The goal of the CHOP is to enhance the operational capacity of the
capital market so that an increase in the number and types of equity
and debt securities becomes available to investors, thereby attracting
additional investments and contributing to overall economic growth.

The project purpose is to assist in the enhancement of the efficiency
of the securities market in the Philippines by improvement in the
quality and transparency of investor information available to
investors, the pUblic, and other capital market participants.

Transparency of market information is a long··standing problem in the
Philippines. By improving "transparency", that is, the assurance that
all information is up to date and available to all interested
participants, confidence in the market will increase. Increased
investor confidence will translate into more firms registered with the
SEC; an increase in the number of public issues; and the stimulation of
trading through a modern national securities market operations system.
The use of a priva~e-sector-led effort to transform the market in
tandem with public sector reform action will be stressed.

2. Proj ect Components

Technical assistance, training and commodities fo? both components will
be provided in order to achieve project objectives. USAIO has chosen
to work with FINEX through a cooperative agreement (Component 1)
because FINEX already has in place the structures, and so~e of the
programs, required to gain commitment and consensus from the business
community to reform the way market institutions operate. In the
business community, FINEX leads the campaign to improve professionalism
and technical capabilities in the capital market system; and, to
develop an integrated and automated national market system. Assistance
will be provided to the SEC under project auspices (Component 2) to
help SEC implement administrative reforms needed to make transformation
of the market operation system possible; and to fund organizational
enhancements that will improve operational efficiency in the pUblic
sector.

3. End-of-project Status

By the end or the project, it is expected that:
•

o The modern, private sector-owned and operated ANTCS, will
integrate the two Exchanges and SEC into one network, improving
access to the latest and most accurate information and thereby
promoting efficiency in a transparent environment.
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o A reformed SEC (in terms of policy and personnel skills) will
exist with fully functional sub-offices, equipped to provide both
information services and surveillance throuqh its inteqration with
the ANTCS system.

o A private sector-owned and operated market information service
will be created (usinq transaction information from the automated
system and providinq analysis of this information). Information
will be provided on' a fees-for-service basis.

o Self-sustaininq, private sector-led traininq and education,
research and policy advocacy proqrams in capital markets
development will be in place.

o The CMDC has established effective patterns of policy dialoque and
collaboration in financial sector policy reform between and amonq
private and pUblic sector capital market participants.

o The Exchanqe(s) are reorqanized and are operatinq within standards
of proficiency that are established and practiced in Exchanqes in
developed markets.

o A self-sustaininq private sector center for capital market
education, traininq, research, and policy development is
established and operational. The Center will be composed of
existinq orqanizations and affiliated with a distinquished
institution for hiqher learninq.

o Establishment of a revised regulatory strategy for encouraqinq
reqistration and listinq business entities on the Exchanqes; and
encouraqinq pUblic offerinq of securities. The new rules should
conform with principles of self-regulation and disclosure, as well
as the ANTCS system.

o Revised rules and requlations are approved and implemented. These
rules and requlations will deal with matters reqardinq disclosure,
monitorinq, and surveillance, and are intended to promote
confidence in the system.

o Internal operational procedures to i~prove SEC operations, thereby
reducinq response time to the private sector, are prepared,
approved and implemented.

o Manaqement information system (MIS) and departmental capability
for systems automation is created.

B. PRIVATE SECTOR COMPONENT

1. Technical A••istance

i

a) Technical studies for the development and
implementation of ANTCS
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An estimated $1 million will be provided through the cooperative
agreement with FINEX to assist the private sector in designing,
planning, organizing and implementing ANTCS. The system will be
based on commercially available, off-the-shelf software appropriate to
tll~ Philippine capital market environment: will be linked to an
enhanced SEC regulatory and surveillance capacity: and will facilitate
disclosure and self-regulation. FINEX will use the results of ongoing
feasibility studies to plan actual interventions. Among the issues
being considered are the advantages and disadvantages of partial versus
full automationL and, joint automation of the Exchanges to avoid
duplication.

Studies conducted through this element will facilitate: System Desiqn
which entails defining the requirements and specifications of a single
automated national market operations system -- including computer-based
trading, clearing, settlement and back-office capability -- that would
serve the operational needs of both Exchanges and the SEC. Consensus
Buil4inq which requires developing acceptance, support and resources in
favor of the proposed system among broker-dealers, officials of the
SEC, custodians, registrars and other market participants. Business
Qrqanizati~n which covers evaluating alternative methods of organizing,
financing and managing the provision of an automated system.
Implem.ntation Plannipq which will define the transition process (all
key planning and action step~) that the Exchanges and the SEC would
need to undertake once they choose to convert to an automated system of
their choice. Contractinq the acquisition of the automated system from
international vendors and providing contract management assistance
during the implementation of the automated system. Technology Transf.r
an4 as,imilation to ensure that technology transfer is effected in the
process of acquiring the new system by requiring the vendor to train
local personnel in all aspects of running, maintaining and programming
the system.

An ADB assessment to determine the potential for automating the
Exchanges and for developing capital market financial instruments is
schedUled for completion by December 1992. Its findings and
recommendations will be reviewed by USAID, and will form the basis for
technical assistance interventions. CHOP technical assistance is
expected to produce a final technical design, business organization and
implementation plan for the ANTCS.

Studies implementation will occur in four phases. The first phase will
be ful~y funded by the project. The next three phases feature
progressively greater. cost-sharing with the p~ivate sector. FINEX will
be required, in the cooperative agreement, to secure capital resources
from interested privat~ sector business groups to cover the costs off
project implementation. The major expenditure for technical studies
will be the cost of consulting services. These include professional
fees, and out-of-pocket expenses to be incurred by the consultants.
The four phases are as follows.
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PHASE 1- Preliminarv Systems Definition.

using inputs from the ADS, "Preliminary Systems Definition" study,
consulting firms will document how the Exchanges should effect
integration through the ANTCS system; define functional specifications
of the automated systems; estimate systems set-up costs; and prepare
the preliminary implementation plan for ANTCS. The automated system
will be consistent with the capital markets standards as recommended by
the G-30, and consistent with the standards of other applicable
international organizations.

staffing Requirements-Phase 1: The level of effort is estimated at a
total of 9 person-months for the following categories:

Short-term Specialists Person-months
- Legal specialists (domestic) 1.0
- Securities industry specialists

(domestic, international) 3.0
- Capital market specialists (international) 2.0
- RegUlatory specialists (domestic, international) 1.0
- Automation specialists (domestic, international) 3.0

PHASE 2- Consensus Building and Business organization

specialist consulting services will be procured to assist FINEX in:

o Developing consensus in favor of ANTCS/MIS among the various
participants in the capital markets (Exchanges, broker-dealers,
SEC officials, registrars and other market particip~nts)•

o Evaluating alternative methods of organizing, financing and
managing the automated systems. Financial services consultants
will assist in promoting investment, and soliciting investors in
the corporation that will own and operate the automated systems.
The contractor will be expected to define the organization and
management structure of the MaS service company (inclUding,
ownership, capitalization structure, staffing requirements,
broker- dealer compliance standards, operational rules, and
quarantee systems): and, to develop financial and operational
Plans (e.g., review and develop feasible ownership structures;
prepare a preliminary model for operations/organizational
systems;, prepare financing options and elements of financial
plans).

Staffing Requirements-Phase 2: The level of effort is estimated at a
total of seven (7) person-months for the following categories:

~,I

Short-term specialists
- Legal specialists (domestic)
- Securities industry specialists domestic,

international)
- capital market specialists (international)
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Investment banking/finance specialists
(domestic, international) 3.0

- Automation specialists (domestic, international) 1.0

Dur-ing Phase 2, FINEX will secure capital resources from interested
private sector businesses ~nd/or groups to fulfill cost-sharinq
arrangements. These arrangements will be established early in project
implementation under the terms of the cooperative agreement between
USAID and FINEX; and will provide for FINEX's graduated assumption of
all costs within the life of the project.

PHASE 3- System Implementation/Installation

This phase involves defining the transition process that the exchanqes
and the SEC will undergo once they choose to co~vert to an automated
system of their choice. The contract for acquisition of the automated
system from international vendors will be executed. The objective is
to make the system operational in the shortest possible time-frame and
in a manner consistent with the complexities of this undertaking in the
Philippines. This work is expected to be performed by the same
consu~tants tasked with Phase 1 and involves:

o implementation planning and system design and adaptation -- i.e.,
defining strategies and steps for implementation of the automated
systems by the various participants; and,

o contract management -- i.e., executing a contract for assistance
in facilitating the acquisition of the automated systems from
international vendors (inclUding provision of guidance on bidding
procedures and selection of vendors); for assistance during
implementation of the ANTes system; and for monitoring vendors'
compliance with contract provisions.

Staffing Requirements-Phase 3: The level of effort is estimated at a
total of fourteen (14) person-months for the following categories:

,
r
"

Short-term special~

- Legal specialists (domestic)
- Securities industry specialists (domestic,

international)
- Procurement specialists (domestic,

international)
- Automation specialists (domestic,

international)

Person-months
1.0

3.0

4.0

6.0

Project funding for activities under this phase will decrease
incrementally from the level of Phase 2, consistent with increased
cost-sharing arrangements worked out in early stages of implementation.
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PHASE 4- Technology Transfer and Assimilation

In this phase, technical specialists will assist the Exchanges and
other participants to "migrate" to a new system, so that technology
transfer is effected in the process of acquiring the new system.
specialists will ensure that the personnel will be trained in all
aspects of running, maintaining, and programming the system. The work
will cover consulting services to assist FINEX in:

o ensuring that vendor training provided to the users of the new
automated systems is developed and completed as specified, and
monitoring and evaluating results of vendor training: and,

o providing technical guidance to the users of the automat~d systems
in operations, maintenance and programming.

staffing Requirements-Phase i: The level of effort is estimated at a
total of eleven (11) person-months for the following categories:

Short-term speciallst!i
- Training assistance (domestic, international)
- Securities industry specialists (domestic,

international)
Capital market spec:lalis-:" (international)

- Automation specialists ((Jmestic,
international)

Person-months
6.0

1.0
1.5

2.5

cost-sharing during this phase is expected to have reached a level
where FINEX provides most of the capital required to implement and
maintain project activities.

2. Technical Assistant:e for Market Information service.

The MIS will be set up in the private sector, through a national
network of information prclviders and users: and, linked to the SEC and
other government agencies. This service will provide information that
is not yet available, or if available, not in a form conducive to
making sound investment decisions. Data will be housed centrally with
a service company: and gathered from providers such as the CB, Bureau
of Internal Revenue, banks and financial institutions, the SEC, and
international Exchanges. :[nformation obtained will be transformed and
made available (e.g., as tl:ends analyses) to the investment public
through a data-telecoIDmunic:ations-network linkage with the central
database. Use of the data:base will be on a for-fee basis.

The basic parameters of this system are being developed through an ADB
technical assistance project; and are scheduled for completion in
December 1992. This study l~ill recommend the mechanism for developing
long-term bonds and securities, as well as define the requirements for
credit rating services. Findings will be used by project implementers.

Initial funding of $750,000 will be provideu to FINEX for the purpose
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of developinq and upq;~adinq a market information service company with a
national network. ThfE! cooperative agreement will allow FINEX to enter
into a contract with i! service company which will be tasked with
development and provil;ion of market information (such as credit and
bond ratings, securities investment analysis, corporate and industry
performance, and othe:r: economic performance indicators). To this end,
FINEX will work in collaboration with the service company to: develop
contractor specifications; issue requests for proposals; select the
contractor; define investor information requireJllents; develop the
automated system that will obtain raw data a~d provide the required
modified information; conduct international bidding for commodity
requirements; market commercialization of the service; and effect
delivery of the service to private and public sector users through an
easily accessed system. This project element also will cover the cost
of defining information requirements of the new system; developing the
system and software; and acquiring the hardware.

Technical assistance in the form of short-term specialists will be
required. The level of effort is estimated at a total of ten (10)
person-months for the followinq categories:

Short-term special!~

- Securities industry specialists (domestic,
international)

- Capital market specialists (international)
- Automation specialists (domestic,

international)

Person-months

4.0
4.0

2.0

i.e., with a six-

The "Seed capital Challengel Grant" Fund, established under the
cooperative agreement, has particular salience for this aspect of the
project. A total of $1 million in capital will be provided through the
cooperative agreement with FINEX to "challe11ge" other private sector
investors to form a market operation system CMOS) service company -
e.g., through a consortium or joint venture instrument. The capital
will be put up for an e~lity share in the service company in FINEX's
name. This investment of capital -- which could be in-kind
contribution, commodities, cash, or a combination of the three -
represents about 10 - 20 percent of the estimated cost of operating the
investor information service, providing on-line, real-time access to
users nationwide. "Challenge" capital will be released to the service
company when the company:

(1) produces 80 - 90 percent of the capital required for MIS
operations;

(2) uses proven technology for MIS; and

(3) demonstrates its capability to operate MIS
month MIS operations track record.

The capacity to finance and operate a MIS service company already
exists in the Philippines: i.e., in existing clearing banks; in the
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3.0

Person-months

Exchanges; among securities brokers-dealers; in financial sector
associations; and, with other financial institutions and groups that
understand and value the potential profit in the new MOS. The
"challe-nge" capital is expected to encourage these potential partners
to form the servi,ce company. Once the company is formed, FINEX can use
the $750,000 mentioned previously to help develop and upgrade the MIS
network. A propo:l:'tionate share of revenues generated by the service
company shall reflow to FINEX for use in sustaining capital market
improvements duril'lg the project and after the project activity
completion date (l?ACD). A revenue stream from the MIS will go to FINEX
in perpetuity to !support non-revenue portions of market operations -
e.g., policy advocacy.

3. CommocS!tiesl

Commodities in the: form of computer and data communication hardware and
software will be r'equired for:

o project administration on the part of the NGo/project Implementer,
FINEX;

o operationalizing the ANTCS system; and,

o operationalizing the investor information system.

Technical assistanc:e in the form of short-term specialists will be
required. The leVE!l of effort is estimated at a total of three (3)
person-months for the following categories:

Short-term specinlists
Procurement Services Agents (domestic,

international)

4. Training, Education, and Policy Research

FINEX will assist in professionalizing the operations, business
standards, and markt~t development practices of the capital market
institutions. This activity includes the design, organization and
implementation of short-term, fast-track training courses, workshops
3nd seminars on capital markets development, and on-the-job training
arrangements. FINE>: will also be responsible for organizing support
for a proposed Instj,tute for capital Markets Management, Research, and
Policy to serve as a, focal point for sector-wide programs for
management education,o training, policy dialogue, and research. The
Institute, and other training, education and research activities, will
be conducted on a fee-for-service basis and structured to sustain
itself fUlly after the project's PACD.

Short-term. Fast-track Training. This training will be implemented on
a cost-sharing basis with private sector participants on such topics
as: automated trading systems; investment/trends analysis; portfolio
management; new financial instruments; securities marketing, and other
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technical areas over the life of the project. The project will provide
funding up to $1 E~illion to shoulder no more than 50 percent of the
cost of the training to private sector participants. These will
include stock bro)cers-securities dealers; financial analysts; and
investors. FINEX will sub-contract for all the services required.
Short-term training needs will be identified; implementation strategies
and cost-sharing ~nechanisms will be developed;, and courses will be
identified and imJ?lemented either in-country, in the U.S., or in a
third country. CI;)UrSeS in-country will initially focus on assisting
the users of the i!utomated MOS in technology transfer and assimilation.
Training courses will be implemented jointly, whenever possible, with
public sector counterparts.

Policy Research alQd Curriculum Development. A separate allocation will
be made available for capital markets research and for long-term
curricUla developlnent. The proj ect will provide grant funds through
FINEX to conduct c::apital market research on issues for pol icy
reform/dialogue; to identify new trends in capital markets; to examine
training and education issues; and, to develop a one- or two-year
curriculum with slpecial emphasis on capital markets. FINEX will manac;re
the allocation of $1 million, either through a sUb-grant or contract to
a highly respected business education institution with both a national
and Asian regional audience and outreach.

FINEX will manag1e project funds to implement the various elements of
the overall training-related program, including sUbcontracting for:

o various core professional education programs;

o perio1ic special focus workshop and seminars;

o fora and conferences for the business community;

o case and learning materials development;

o training dev1elopment, conSUltation, and facilitation services
(needs assessment, design, training of trainers, organizational
development isnd systems change, human resource development,
process facilitation);

o training materials development, packaging and marketing services
to link users of training with providers of training or existing
course materials;

o research to support policy analysis and dialogue;

J ongoing link,ages and networking;

o shared experiential learning among Asian counterparts; and,

o infrastructure, support, and professional services for other
organizations and groups (both private and public) that are
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involved in capital market development.

In addition to various administrative support personnel, sub-contracted
consultant inputs may be required to achieve this activity's objectives
and output. Short-term technical assistance will also be required in a
number of cateqories, includinq: needs and capacity assessment: proqram
desiqn and development: traininq packaqinq, marketinq, promotion,
delivery: orqanizational systems and development: human resource
development: and capital market policy studies.

It is estimated that each of the five studies will cost $50,000,
student costs will be nearly $16,000 ~ annum and annual
administrative costs $105/student. FINEX will refine these estimates
once a master traininq plan is developed for the life-of-project.

s. Institutional support and Development

a) Proj~ct Implementinq orqanization

Funds will be provided to FINEX for procurement of equipment and staff
development in support of its capacity enhancement. capital outlays
and expenses to be incurred by FINEX in the implementation of the
Project will include, amonq others: outlays for office equipment,
salaries of officers and staff hired for the Project, lease and rental
of additional office space outside of Metro Manila, and other
administrative expenses, such as utilities, office supplies, etc.
FINEX will use these input~ to support nationwide outreach: and to
strenqthen its data communication linkaqes with reqional offices.

b) Policy Reform and Advocacy

FINEX also will qevelop, and continue to conduct capability-buildinq
proqrams of its own, to address the needs of the investment community
for professional education, policy development and advocacy for
financial (private and pUblic) sector reform. Fundinq is provided for
activities which include: review and evaluation of existinq requlations
and practices in tradinq activities: meetinq with key participants in
the capital markets and other interested parties for identification of
issues and areas for reform: policy analyses and evaluation: and,
development of a pOlicy agenda and action plans throuqh private-public
sector collaboration. Support will be provided by FINEX for meetinqs
held by the CMDC in institutinq policy refOl~.

C. PUBLIC SECTOR COMPONENT

1. Technical Assistance

This project component will require a mix of short- and lonq-term
consultants who will work directly with the SEC in appropriate reforms
based on other studies and recommendations funded under the study
element of this component. The project will provide the followinq
lonq-term expatriate specialists:
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(1) capital Markets Regulation Specialist, who will act as chief of
party, to coordinate all project activities under the SEC
component and assist in the area of identifying areas for
reform,' arranging for policy studies, and h~lp to implement
appropriate reforms. .

(2) organization Development and Training Specialist to assist with
organizational procedures and training issues, as described
above.

(3) Information Technology and Automation Advisor to develop and
implement an overall automation strategy, provide direction for
the SEC's automation efforts, and guide the development of
overall capability. This would include providing directions for
automation of both the SEC's internal systems and those that
link with other external entities such as the exchange(s), the
market information service, and other GOP agencies etc.

The long-term advisors will be assisted over the life of the project by
short-term foreign and local specialists with expertise in appropriate
areas of capital market development as it applies to the context of the
Philippines.

a) Technical studies to Enhance the Institutional Capability
of the SEC in a Self-Regulated Securities Environment

Special studies under the pUblic sector component will support the
activities of the long-term technical assistance team and may be
generated upon request by the SEC project management team and decisions
emanating from the CMDC. The project-funded technical advisors may
seek short-term specialists in completing studies. This activity
intends to provide vital information to senior policy makers within the
SEC so that they are better able to make sound decisions. The activity
will fund studies on significant issues the SEC is now facing or
expected to face in the near- and medium-term such as:

o The possible implementation of a strictly physical unification
Which merges antiquated and highly inefficient trading clearing
and settlement methods;

o The integration of outside software procurement without first
taking into account overall systems architecture;

o considering partial automation options which may prove to be more
costly and significantly less efficient than full automation; and,

o Misconceptions regarding the type of infrastructure and levels of
financing required to effect an automated solution.

The examples listed highlight the need for objective information about
how best to proceed with unification and automation, and point to an
area of opportunity for the CMDP to make an impact.
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The project will fund studies exam~n~ng how a self-regulated market
would most optimally work in the Philippine setting. A contractor will
provide technical assistance to SEC management in further defining the
SEC's role in the market-self-regulatinq environment; and in developing
a strategy for implementinq the findings.

Technical studies will be executed to identify critical areas of reform
for the SEC.

~) Technical support tor Regulatory Reform

To improve the SEC's capacity to regulate the securities industry,
improvements at the operational and administrative rule-making levels
should be made. For example, there are a number of provisions in the
Revised Securities Act and SEC rules that deal with "investment
evaluations" as prepared by the SEC, such as: maximum commissions for
pUblic offerings; whether a security is a safe investment; whether the
issuers' business is sound; clearance or approval of listed companies'
news reports; and certification of financial statements, among others.
The SEC assumes a large risk if, as a supposedly neutral public sector
regulator, determinations and recommendations it prepares influence
private sector investment decisions in such areas. The SEC may
establish certain criteria as standards to be used, but investment risk
and safety are evaluations that can best be made by private
professionals, whose views often differ, and ultimately by the
investors and prospective investors themselves.

Refraining from these types of evaluations is an important part of
realizing self-regulation and permittinq maximum private sector
decision-makinq, which generally results in more appropriate economic
decisions and eliminates any government responsibility for decisions
taken by the private sector. The appropriateness of the SEC in
engaginq in 'these types of evaluations will be reviewed under this
activity, and on the basis of that review, the project will work with
the SEC in implementinq mutually agreed upon changes to such
administrative and regUlatory rules.

A regUlatory specialist will work with the SEC management to identify
areas for reform. The CHOP will fund activities leading to such
policy, administrative, and regUlatory reforms. Technical studies will
be undertaken to identify critical areas for reform, such as those
listed, as well as major chanqes that can only be pinpointed after
careful analysis. Three (3), lonq-term contracts with expatriate
specialists (capital markets requlation specialist, training and
organizational development expert, and an automation specialist) will
provide technical support directly to SEC management in planning the
proper courses of action and assist in the actual implementation of
appropriate reforms. The goal of this task should result in a set of
rationalized and updated rules (preferably in codified form), drafted
with the SEC and issued by the SEC itself.
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Funding will also be used to support policy dialogue efforts, including
consensus building, among the major participants of the capital markets
(e.g., SEC management, the Exchanges, FINEX, and other members of the
CMDC). Th~ long-term advisor could be expected to focus on the
following categories of SEC rules and regUlations:'

o Evaluations: Assist in reviewing the appropriateness of and
possibly removing SEC rules that deal with investment evaluations
by the SEC.

o streamlining: All rules related to or that deal with offering or
trading of securities, by brokers, dealers and investment houses,
should come under the jurisdiction of the Brokers and Exchanges
Department (BED). Review of all rules should be executed with
consideration of overlap and duplication. The advisor will
coordinate closely with the Training and Organization Development
Advisor in completing this task.

o Automated Trading Clearing and Settlement: Assist in drafting
rules pertaining to trading, clearing and settlement, partiCUlarly
when the private sector securities industry institutions move
toward the automation and integration of these functions.

o underwriting/Issuing: Assist in reviewing and recommending
changes in rules and regUlations to carry out the SEC's
responsibilities and functions pertaining to underwriters and
issuers (e.g., underwriter contracts, allotment, oversubscription,
underwriting records and procedures, price stabilization,
registration of offerings, registration of pUblic companies,
prospectus companies, prospectus definition, public company
disclosure, insider disclosure, reporting requirements,
underwriting reSUlts, suspension of offerings).

Short-term specialists will be required to assist the technical
assistance team in such areas as:

o Inspections: Assist in reviewing and recommending changes in
rules and regUlations pertaining to the SEC's 1nspection of
securities market institutions (e.g., broker/dealers, securities
exchanges, investment managers, etc.) to determine compliance with
their responsibilities and any new rules and regUlations that may
be established in a new automated exchange system. Develop
criteria tor the stock Exchanqe(s) to fulfill their role as
regulators ot members and listed companies.

o Legal and Administrative Appeal: Assist in reviewing standards
and possibly drafting rules and regulations pertaining to
adlninistrative appeals (e.g., appeal procedures for the SEC to
follow when a person believes that a sanction imposed either by
the SEC or a self-regUlatory organization is inappropriate).
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o Enforcement: Assist in reviewing rules and regulations pertaining
to structuring an administrative action by the SEC to establish
the basis for limiting a person's license, canceling a person's
license, barring a person, assisting in a legal action for the
p~rpose of a fine, imprisonment and/or restitution of ill-gotten
g&ins.

o Stock Exchange Operations: Assist in reviewing rules and
regUlations pertaining to stock exchange operations (e.g.,
listing/de-listing, rights offerings, trading and floor
procedures, block trades, odd lot trades, floor trading
procedures, floor trading personnel, commissions, member ethics
and affairs, membership, member discipline, examinations, clearing
and settlement).

o Clearing and Settlement: Assist in reviewing rules pertaining to
clearing and settlement (e.g., inspection application, records,
reports, license application, stop/resume clearing, disciplinary
action, inspection procedures).

0) organizational Development

In the area of securities market regUlation, overlap and duplication of
rules, regulations, and procedures are prevalent. For example, an
overlap exists in the responsibility for registering, licensing, and
regulating different types of securities companies and individuals.
There is also significant overlap with respect to the registration of
securities for public offerings and sales, and their listing on the
stock exchanges for trading. Rationalization ot the functions ot each
SEC department is in order to avoid such overlap and duplication on
paper and in practice, so that the SEC adequately addresses the issues
affecting the securities markets, such as stock exchange operations,
governance of the exchanges, and the evaluation powers of the SEC.

A long-term consultant specializing in organi.zational development
issues will work with the internal SEC team alppointed to administer the
public sector component to develop and recomIDlend organizational and
functional changes. The advisor will work di:~ectly with the Executive
Director to review and draft changes, as well as with the Directors of
all SEC departments that will be affected by cJrganizationa1 and
functional changes. The scope of this activity will examine such areas
as:

o Operational Strategv: Assist the SEC in reaching a consensus on a
master strategy by (1) analyzing the operational goals of the SEC
and providing comparative information on the structure of
securities market supervisory agencies in other countries; and (~)

assisting with the planning for the reorganization or
restructuring of internal procedures.

o Procedures: Develop a procedures manual that specifies operating
procedures for all SEC tasks listed in the master plan. This
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procedural manual should form part of the SEC rule book and
contain organizational charts, job descriptions, and operation
flow diagrams. '

o RecorOs and Automation: Develop a records and automation plan
Which specifies SEC record keeping requirements and determines how
they are to be stored and accessed. It would cover external as
well as internal SEC documents. This plan would describe the
SEC'S needs for automation-current and future. These
specifications and review would serve as the basis for further
implementation.

d) Develop an Automated capability within the SBC to Honitor
the HarJ!:cat

There is a need to enhance the automation systems of the SEC to carry
out its surveillance role. This component will assist the SEC in
devising and executing its plan for the development of an information
access facility· linked with private sector investor information
providers. The facility will be networked to regional offices and
linked to the newly automated stock exchanges. Information generated
will assist the SEC in its surveillance role and will be made available
to all capital market participants and other users on a continuing
fees-for-service, cost-sharing basis.

Technical assistance, studies, and commodities will be provided to the
SEC to put this system into effect. A long-term consultant who
specializes in automation systems will assist in drafting rules and
procedures for the SEC in surveillance matters, assist in determining
the computer systems networking requirements to carry out the
surveillance function, and develop a procurement plan for needed
commodities.

2. Commodities

Funding will be provided for upgrading the existing automation
equipment, enhancing market surv~illance information systems, expanding
information and data communication networks to the existing and new SEC
regional Offices, and installing a MIS.

Funding will be provide also to assist the SEC's efforts to strengthen
its outreach (through existing SUb-offices located in Baquio, Cebu,
Iliolo and Davao) by providing commodities in the form of computers and
technical assistance to develop an in-house training program and
integrated automation systems. Allocations will also be made for the
provision of similar equipment and technical assistance for putting
into operation three new SEC offices at Zamboanga, Legaspi and Cagayan
de Oro.

3. Training

Training {as differentiated from technical assistance relating to
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institutionalizing an in-house capability within the SEC) will be
provided in such areas as:

o operations of the new automated trading system, and the
environment under which it will operate; '.

o advanced security regulations, monitoring, surveillance, and other
areas of capital markets regulation and development; and

o securities market-related sUbjects (~.g., accounting, aUditing,
financial statement analysis, investment analysis, pricing of
securities, etc.).

Training will be offered on a short-term basis within the Philippines,
in the U.S., and perhaps third countries. The project may also fund
study tours for senior SEC managers of newly automated exchanges
operating in Asia, ~uch as Indonesia and Thailand.

The SEC's mandate is broad and very technical in nature. However, it
does not have access to the full range of resources needed to implement
its mandate. Resources for training, staff planning, and team building
have been severely reduced, leaving professionals and staff with little
opportunity to develop or implement the mandate of the SEC. While many
structural limitations are unlikely to change without major pOlicy and
political reform, the availability of good training is one way to
provide some offsetting benefits. The objective of this activity is to
strengthen the technical capital market skills of SEC staff, as
required for their regulatory role.

Another issue is the SEC's ability to respond to private sector needs
a,nd demands on SEC's mandate. SEC staff may not have a clear or useful
understanding of how they are perceived by their "marketplace."
,'ertain kinds of training processes involving "market surveys" of SEC
services and relationships with its "clients" could be very helpful. At
the technical levels, the types of training required inclUde:

o Front line service: contact.with "clients or customers";

o Specific task/function/system oriented: emphasis on
competencies, procedures and techniques; .

o Professional and analytical skills, prospectus review/
analysis, monitoring and enforcement; and

o Team building.

At the management level (from mid-level to top), the types of training
required include:

o Management skills, analytical techniques, and development of group
performance;
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o Case-specific learning: project, problem, issue (exposure to
counterparts and "pioneers" in other places and markets);

o organization and institutional development: leadership,
systems development, people development, strategic planning, among
others; and

o Industry and sector development: vision, "marketplace"
orientation, policy development and implementation, intergroup
relations and consensus building (dialogue and consultative
relationships with other capital market players).

Institutionally, the SEC needs the resources and training delivery
capabilities necessary to address individual, functlonal and
organizational needs, training for transition in systems, procedures,
automation, records management, and reorganlzation of the exchangQs,
and training in values and services orientation.

In terms of staff training, human resource development and ca~eer

management issues, specialized courses to prepare SEC staff in the
technical areas that focus on capital mar:tets operations, will be
identified and implemented. A training plan will be prepared and will
be focused on skills requirements for tasks identified under the
organizational development plan. Training will be in areas similar to
capability building programs to be conducted by the private sector such
as: automated securities markets operations; portfolio management and
securities analysis; investment and trend analysis; new financial
instruments; monitoring, requlation and oversight, among others.

The long-term consultant tasked with organizational development will
also assist the SEC in formUlating the following:

o Human Resource pevelopment Plan. The consultant will first make
an organizational assessment that compares job requirements with
existing and proposed staff skills. Using this information he
will then develop a plan which determines how to "bridge" any gaps
between requirements and existing skills in the short run, as well
as recommends a long-term strategy for developing and maintaining
the human resources t~at the SEC needs to oper~te effectively.

o Traininq Curricula and Career Development Plan, with assistance
from the internal team at the SEC and local conSUltants, training
plans and courses will be developed and implemented to enable SEC
staff to achieve technical skills and competencies comparable to
private sector counterparts in specific areas of capital markets
operations, as well as in internal and managerial organizational
skills. This plan would also specify the types of course to be
funded under the project, including stUdy tours, short-term, in
country training, u.S. short-term training, and perhaps third
country training.
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D. PROJECT BENEFICIARIES

CMDP is intended to promote a more open and efficient capital markets
system that will allow businesses to have increased access to
expansionary capital through equity and long-term debt rather than
through high-cost, short-term debt financing. As confidence in the
Philippine market grows, so will investments. As the capital market
flourishes, long-term capital formation objectives are realized, thus
building strong foundations for sustained economic development.

Under the private sector component, direct beneficiaries will be the
Exchanges, and businesses that choose to go public and register with
one or both of the Exchanges, as well as the inve~ting public. with a
pr.operly operating automated exchange in a self-regulatory structure,
all participants in the capital market become the primary beneficiaries
of the project. Under the pUblic sector component, the SEC will also
benefit as its functional capabilities become more effective and
efficient.

E. SUSTAINABILITY

Project activitie~ under the Private Sector component are designed to
be self-sustaining by the end of the project. The capital costs for
the purchase and implementation of an automated system, for example,
will be shouldered, in large part, by private sector investors. USAID,
through FINEX, will, however, provide initial "seed capital" on a cost
sharing basis for design costs and limited commodities. Essentially,
USAID's approach for activities which predominantly benefit the private
sector is structured to provide initial funding ("seed capital" and
technical studies, for instance, under the automated exchange activity)
that will. consequently encourage additional investments from the
capital markets participants. USAID's role thus becomes one of
igniting private sector investment in viable activities that Ultimately
improve the operations of the Philippine capital markets. (See the
Financial and Economic Analyses section 7, and the Annexes f~r a more
detailed discussion of anticipated revenues to be generated by private
sector participants in CMDP-initiated activities.)

Under the Puhlic Sector component, reforms within the SEC are aimed at
promoting more efficient operations thus reducing administrative costs.
Reforms refer to structural guidelines under which the Commission
operates, as well as improved capacity of SEC personnel. The technic~l

advisors under the SEC component will work with senior SEC managenlent
in forging a new manaate: one that considers the requirements of a
regUlatory agency in a changing environment, namely, an automated
market system and a self-regulated market. Technical assistance
advisors will work directly with staff, and training courses will be
developed and offered that will enhance the institutional capacity of
the SEC to carry out its new mandate after the expiration of the CMDP.

page 34



IV. IMPLEMENTATION PLAN

A. IMPLEMENTATION SCHEDULE

The project will be implemented over a five-year period with the
project authorization and agreement, along with the first scheduled
oblig,ation of funds, to take place in September 1992. The PACD is
September 30, 1997, however most ac:tivities under the private sector
component are expected to be fully operational by mid-year 1995. A
summary of major milestones and their planned dates for completion is
listed below. The complete implementation schedule is provided in
Annex L.

ACTION

1. Project Authorizeg
and Agreements Signed

2. Meeting Conditions Precedent

All Standard and Project
Specific CPs Met

3. contracting

Septembe:: 92

February 93

AGENCY

USAID/NEDA
/SEC
and FINEX

NEDA/SEC

4. project Implementation

5. Evaluation/Close QMt

a. Mid-Term Evaluation
b. Final Evaluation
c. PACD

B.

All contracts actions complete
and SEC General Contractor
mobilized

PROJECT MANAGEMENT

September 93

November 92
-July 97

January 95
August 97
September 97

AID/Contractor

AID/FINEX/SEC/
Contractor

}~ID/Contractor

AID/Contractor
AID/SEC/
Contractor

Four major entities will implement and administer the project elements
under the CMDP, nam~ly: FINEX, USAID (both working through the PIC) for
the private sector component: and, the SEC with the technical
assistance Contractor for the public sector component. (Refer to
Figure IV-1 for a diagram of the organizational structure). A.I.O/W
will monitor project progress through quarterly implementation reports
as well as routine and special evaluations; and will assist Mission in
executing selected components of CMOP. For instance, IRK will assist
in the assessment of current data systems: and, in drafting the Request
for Proposal (RFP) to design systems for the pUblic and private
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sectors. USAIO will seek guidance from the Private Enterprise Bureau
(PRE) on contract buy-ins and use of Sea) firms in project activities.

since other organizations not directly responsible for implementing
this project perform key roles that would impact on the its success
(such as AOB and the CMOC), it is incumbent on each of the project
implementors to coordinate and cOlnmunicate closely with each other and
pertinent external groups. Given the inherent complexity of managing
the proj ect, with two distinct prclj ect components, one implemented
through the pUblic sector and the other through the private sector, the
overall management structure must be such that communications are
passed from key implementors on bClth sides of the project. The
managament structure chosen for tbe CHOP, though it places a burden on
USAIO for insuring this, is desigrled to further enhance communication
and, as important, necessary follow-on action.

1. t1SAID

The Office Chief for the Private Enterprise Support Office (PESO) will
serve as project officer for the CMOP. Oay-to-day responsibilities
will be carried out by a Foreign Service National (FSN) as Project
Manager, who has specialized expertise in capital markets activities.
Moreover, USAID adheres to the project team concept, which supports the
implementing office (PESO) on problematic issues or areas within each
member's control. Members of the project team, who have participated
in this design process include representatives from: Development
Resources Management (DRM): Office of Financial Management (OFH):
Office of the Legal Advisor: Contract Services Office (CSO): Office of
the Program Economist (OPE): and, the Office of Natural Resources,
Agriculture, and Decentralization (ONRAD).

The USAID project officer and manager will administer the AID-direct
contractor assigned to the SEC. Contract administration duties will
include: ensuring that both the GOP and the contractor have a proper
understanding of the services to be provided: ensuring compliance with
AID rules and regulations: coordinating Mission approval processes for
commodities, training, payments, and waivers: assisting in resolving
logistics problems: and tracking contractor performance and initiating
appropriate action when necessary. PESO will ensure that activities
are carried out in accordance with the project implementation plan and
that implementation proceeds as envisioned. USAID will also assist the
SEC management and SEC project manager, where appropriate, in
implementing their component of the project.

PESO will also monitor performance of FINEX and the extensive and
complex activities to be implemented by them, as stipUlated in the
cooperative agreement. A PESO officer will serve as an ex-officio non
voting member of the FINEX Project Implementation Committee (Refer to
IV-l). USAID was a driving force in conceptualizing and organizing
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the CMOC (the "Council"). The Council, in existence since october
1991, has created an action plan for reform that all members of the
Philippine capital market have agreed to implement. Much of the
discussion and interaction between the private and public sectors will
taka place in this fora. USAID will continue to attend the meetings
and monitor progress to ensure that the body continues to carry forward
policy dialogue among all the major participants and that meaningful
change is proposed and acted upon.

Given current and anticipated PESO workloads, it is envisioned at this.
time that the inclusion of CMOP into the PESO portfolio will not create
an administra'tive burden requiring additional u.S. direct-hire or FSN
workforce.

2. The Pinancial Executives Institute of th. Philippine. (PINEX)

FINEX, through a USAIO cooperative grant, will administer all
activities under the private sector component of the project. FINEX
will hire project management and support staff who will have no
additional responsibilities other than to implement the activities as
specified in the USAIO grant, including:

o contracting with local and international firms for technical
studies, procuring commodities, establishing an automated trading,
clearing and settlements corporation and investors' information
service organization; and,

o awarding of sub-grants for technical assistance, training,
research and long-term, formal education activities, among others,
sUbject to USAID concurrence.

FINEX will create a PIC comprised of no more than five (5) senior
persons from both the pUblic and private sectors; The PIC is expected
to include a representative from each of the following groups: USAID
(in a non-voting capacity); FINEX; MSE; MKSE; the SEC, and the CMDC, or
other private sector organizations involved in the local capital
market. The PIC members will provide their services on a pro bono
basis and hold meetings monthly or as required. The presence of at
least 60 percent of the PIC members will constitute a quorum with
majority rule for approvals. .

The PIC will initially establish operational and procedural guidelines.
Once the FINEX project office has been staffed, the PIC will render
decisions regarding: 1) overall direction of project activities; 2)
policy conferences, workshops, or symposia; 3) training activities; 4)
SUb-grants for curriculum development and policy research; 5) review of
contract proposals; and, 6) procurement of goods/services other than
those related to project administration.

A proposed management structure of the FINEX project management office
(PMO) has been discussed with FINEX and will be organized along the
lines as depicted in Figure IV-1. The project implementation unit will
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be streamlined and appropriately staffed with fully qualified
personnel. Given these parameters, a preliminary organizational
structure will include a permanent Executive Director who will act as
the chief operating officer to implement the Project. This person will
be responsible for planning and managing the day-tb-day operations of
the Private Sector component of the Project. The Executive Director
should possess familiarity with capital markets in general, and the
long equity and securities markets in particular. In addition to
general management responsibility over the Project, the Executive
Director will be directly responsible for the organization of the
corporate vehicle that is envisioned to own and operate the automated
trading, clearing and settlements systems for the stock exchanges and
for the Information Access and Policy Reform elements of the Project.
In addition, this person will coordinate with local staff for the
opening of FINEX offices in the cities of Cebu and Davao.

In view of the many activities constituting the Project, an Assistant
Executive Director will be included in the Project Team. This person
will be directly responsible for supervising the administrative unit of
the project organization and generally will provide assistance to the
Executive Director and directly oversee the Training, Education and
Research elements of the Project.

An administrative unit, reporting to the Assistant Executive Director,
will have two sections, namely, an Accounting Section, and an
Administrative Support section. The accounting services are envisioned
to be contracted out. The accounting firm will be primarily
responsible for the preparation of bUdgets, and establishment of
appropriate accounting and internal control policies and procedures.
They will also be responsible for the proper monitoring and reporting
of project funds in accordance with USAID requirements. The
Administrative SUPPQrt section will be responsible for providing
secretarial, messenger and other administrative support to the Project
Team and to the expatriate and local consultants engaged by the Project
Team.

As the Project requires the engagement of technical consultants,
contracting policies will be stipulated in the USAID-FINEX assistance
agreement. Since FINEX as an organization has limited ability for
contracting and consequently no prescribed contracting procedures,
FINEX project management staff will be required to use contracting
procedures in accordance with AID Handbook 13.

3. Securities and Exchange commission

Although NEDA will be the signatory to the project and will sign on
behalf of the GOP regarding any significant changes to the Project
Agreement, SEC will implement the pUblic-sector component through the
direct assistance of the long-term contractor.
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a. SEC Project Manager

The SEC Chairperson has appointed herself as project manager to the
CMDP. It is expected that, as implementation begins, she will be
replaced by a senior member of the Commission. The project manager
will be responsible for: overall coordination of the activities carried
out by the institutional support contractor: overall liaison with USAID
counterpart and the contractor's chief of party (COP): be the SEC
representative to the PIC for the FINEX activities: and, attend the
monthly meetings of the CMDC. The Project Manager will also share
responsibility with the SEC Chairperson in establishing the three (3)
new regional sub-offices, which this project will support.

b. Office of the Executive Director

The Office of the SEC Executive Director executes the policies, rules,
and regulations approved by the Commission and those imposed on the SEC
through legislation or executive orders. This office will work
directly with and support the contractor's COP, who will also act as
the regulatory specialist.

c. Administrative and Finance pepartment

The Personnel Division comes directly under ·the supervision of the
Administrative and Finance Department and holds responsibility for the
institutional training element for the SEC component. The division
will work with the Contractor's organizational specialist who will
assist in developing the project's training plan, as well as a long
term traini~g strategy, possibly developing an in-house training
program that may possibly be implemented through a non-governmental
organization (NGO), such as the Philippine securities Institute. Based
on further assessment of this alternative it is possible that a sub
grant for training inputs may be awarded to an NGO under this project.

d. Investments and Research Department

The Electronic Data Processing Group, administratively set up under the
Investment Statistics Division, maintains charge of the SEC's
automation systems. An automation specialist under the institutional
contractor will work with "the Group in improving its long-term
automation plan and prioritizing those commodities required under the
CMOP.

4. Technical Assistance Contractor

In view of the large number of activities to enhance the institutional
capacity of the SEC, USAID will procure the services of one contractor
to perform all appropriate tasks. This arrangement will minimize the
coordinating functions of USAID and the GOP and place the burden for
acceptable performance on one firm. As detailed in section IIIC3, the
contractor will carry out the following functions:
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o p:,o,":.s:.on of 'l'e::hr.ical Assis~an::e (policy reforrr" orgar.':"za-:.ionc.l
development, and automation) ;

o procurement of commodities (consortium arrangement or subcontract
to a Gray Amendment firm);

o development of an automation plan;

o completion of a project and a long-term training plan;

o design and maintenance of a database relating to purpose-level,
performance indicators;

o arranging for training of SEC employees;

o site preparation for three (3) new SEC regional offices; and,

o conduct of special studies.

C. CONTRACTING PLAN AND PROCUREMENT

1. contracting Plan

Two major actions are envisioned under the CMDP: the first consists of
a non-competitive assistance agreement with the Financial Executives
Institute of the Philippines (FINEX), and the second is the provision
of the Project's technical assistance (TA) contractor through the RFP
process.

a. cooperative Agreement with FINEX

USAIO has reviewed FINEX's general capability to carry out the required
activities and prepared appropriate recommendations for their selection
as the implementer of CHOP. USAID will negotiate with, and award a
cooperative agreement to FINEX for the implementation of the private
sector component of the CHOP. Upon signing of the CHOP project
agreement, FIN~X will provide a formal plan on how it intends to
implement the private sector component of the CHOP. The implementation
plan will also demonstrate, to USAIO's satiSfaction, the financial,
organizational, and management capabilities of FINEX to implement the
proposed cooperative agreement. The cooperative agreement shall
incorporate provisions for evaluation and audit.

b. Technical Assistance Contractor

USAIO will directly contract for the services of a U.S. firm to provide
the technical advisory and assistance services required for the
enhancement of the institutional capabilities of the SEC. USAID, in
conSUltation with the SEC Project Manager for the CMDP, shall be
responsible for preparing the scope of work. Full and open competition
will govern contractor selection and award. A notice of this proposed
contracting action will be pUblished in the U.S. Commerce Business
Daily (CaD) within three months after the project agreement is signed.
Offerors will be required to demonstrate their full understanding of
the Project, and their ability to work and interface with the
appropriate local institutions. both public and private. The technical
assistance contractor shall allo be required to coordinate and liaise
with FINEX on issues concerning the private sector component.
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p=o=~=emen~ of commoci~ies

USAID shall work with the SEC and the technical assistance contractor,
to develop a commodity procurement plan that details the types, number,
estimated cost, probable sources and origin, and intended users of
commodities to be procured under the project. This information shall
be the technical assistance contractor's basis for preparing the
necessary solicitation document or Invitation-for-Bids. The
procurement plan shall also take into account the authorized source and
origin of goods and services for this Project.

3. Gray Amendment Arrangements and Use of Historically Black
Colleges and Universities

Under the CHOP, USAID will procure the services of a technical
assistance (TA) contractor to provide the SEC with highly specialized
TA in addition to commodity procurement services and training
assistance. Since diverse services will be delivered under the
contract, the RFP wi~,l encourage interested firms to enter into a
consortium arrangement. USAID will require the TA contractor, as part
of its proposal, to present plans setting out how it intends to use the
services and resources of qualifi.ed Gray Amendment entities,
particularly small and disadvantaged firms.

In addition, the Contractor will be required to use the services of a
qualified Gray Amendment firm to procure commodities as a Procurement
services Agent (PSA) either through a subcontract or as party to a
consortium arrangement. The same will also hold true for the training
portion of the contract. Regardless of the arrangement, open
competition will be used to select the lead contractor, with the
exception that Gray Amendment fi~~s must be used as a PSA as well as
for training and possibly some or all of the technical assistance.
Also, USAID anticipates contracting with Gray Amendment firms for the
conduct of the mid-term and final evaluations.

Certain short-term training sessions will be held in the u.S. USAIO
will require that the TA contractor for SEC examine the 'opportunities
offered by historically black colleges and universities (HBCUs), where
appropriate.

An illustrative estimate of the level of effort, both expatriate and
domestic conSUltants, is provided as Figure V-1.

D. ENVIRONMENTAL CONCERNS

An Initial Environmental Examination (lEE) has authorized a Categorical
Exclusion under A.I.O. RegUlation 16, Section 216.2 (c) (2) (i), which
allows for such an exclusion lr1hen there is no significant impact on the
physical environment (see Ann,ex K) •

CMDP has the potential as a mechanism for encouraging environmentally
sound, corporate policies and operations. The market information
service element of CHOP may connect provision of information about
companies listed on the exchanges with the environmental practices and
policies that add to (or detr'act from) their value. This could
facilitate risk analysis by potential investors, enabling them to
differentiate between companies with potential environmental clean-up
liabilities and those that already have valuable, pollution-mitigating
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?~~:cies ~nd o?e~~~ions. Demons~~a~ed investor con:idence in com?ar.ies
~ha~ fall in the latter group should provide incen~ives for more
companies to clean up their acts, environmentally. Information outputs
from other USAID projects, such as the Industrial Environmental Project
(IEMP) or the Natural REsource~ Management Project (NRMP) could be
useful in providing the market information ser'ice with data from IEMP
environmental risk assessment of the Philippine's industries, from
pollution management appraisals of individual firms and by identifying
to investors opportunities for investment in environmental technology
transfer industries.
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ribur~ V-l

ILLUSTRATIVE ESTIMATES OF LEVEL OF EFFORT (Expatriate dnd Local Consultants)

PRIVATE SECTOR COMPONENT

TECHNICAL STUDIES
Development/Implementation of
Automated Trad~ng,Clearing

and Settlements System

Preliminary Systems Definition
Short-term specialist5:~ person-months
Expatriate/Local
-Securities industry/Capital market/
-Regulatory/Automation/Legal specialists

Consensus Building/Business Organization
Short-term specialists:l Person-months
Expatriate/Local
-Securities industry/Capital market/
Automation/Investment banking/finance/
Legal specialists

Svstem Implementation/Installation
Short-term specialists: ~ Person-months
Expatriate/Local
-Securities industry/Procurement/
Automation specialists

Technology Transfer and Assimilation
Short-term specialists: 11 Person-months
Expatriate/Local
-Training assistance
-Secu~ities industry/Capital market/
Automation specialists

TECHNICAL ASSISTANCE for Market and
Investor Information Services
Short-term specialists: 12 Person-months
Expatriate/Local
-Securities industry specialist
-Capital market specialists
-Automation specialists

COMMOPtIlEi
Expatriate/Local .
Short-term Procurement Services
Agents. 1 person months

TRAINING RESEARCH & EPUCATION
-Local, US and Third country courses
To be conducted on a 50-50 cost sharing
arrangement with private sector

-Curriculum Development
'To be contract~d out on a 50-50 cost
sharing arrangement with private s~ctor

(Estimated LOE: 12 person months)

paqe 44

PUBLIC SECTOR COMPONENT

3-txPATRIATE LONG-TERM ADVISERS
(108 person-months total)
-Capital Market~ Regulation
-Information Technology/Automation
-Organization Development/Training

TECHNICAL STUDIES
Short-term Expatriate/Local
Specialists

-Enhance SEC Institutional
Capability in Self-Regulated
Environment
Estimated LOE: ~ person months

-Regulatory Reform
o Inspections
o Legal/Administrative Appeal
o Enforcement
o Stock Exchange Operations
o Clearing and Settlements
Estimated LOE: ~ person months

COMMOpITIES
Expatriate/Local
Short-term Procurement Services
Agents. 1 person months

TRAINING & EDUCATION
-Local, US and third country courses
To be conducted for SEC staff by
external contractors.

-Curriculum Development
To be contracted out
(Estimated LOE: 12 person months)



PRIVATE SECTOR COMPONENT

FINEX-PROJECT MANAGEMENT ORGANIZATION

Project Implementation Committee
(5-7 "pro bono" advisory members)

EXPATRIATE AND LOCAL CONSULTANTS:·

Project Team(LOCAL STAFF)
(1) Executive Director
(1) Asst. Executive Director
(5) Project Staff
Estimated LOE: 400 person months

TECHNICAL STUDIES:
Development/Implementation
Automated Trading,Clearing
Settlements System

of
and

Phase l:Preliminary Systems
Definition

Phase 2:Consensus BUilding and
Business Organization

PHASE 3-System Installation

PHASE ~-Technology Transfer
and Assimilation

TECHNICAL ASSISTANCE
for Market and Investor
Information Services

COMMODITIES

TRAINING & EDUCATION
-Local, US and third
country courses

-Curriculum Development

Short-term consultants:~ Person-months
International/Expatriate/Local
-Securities industry/Capital market/
-Regulatory/Automation/Legal specialists

Short-term specialists: 1 Person-months
International/Expatriate/Local
-Securities industry/Capital market/
Automation/Investment banking/finance
Legal specialists

Short-term specialists: ~ Person-months
International/Expatriate/Local
-Securities industry/Procurement/
Automation specialists

Short-term specialists:ll Person-months
International/Expatriate/Local
-Training assistance
-Securities industry/Capital market/
Automation specialists

Short-term specialists: 12 Person-months
International/Expatriate/Local
-Securities industry/Capital market/
Automation specialists

International/Expatriat~/Local

Short-term Procurement Services
Agents. Total of 1 person months

To be conducted on u 50-50 cost sharing
arrangement with private sector participants

to be contracted out on a 50-50 cost sharing
arrangement with private sector
(Estimated LOE: ~ person months)
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PUBLIC SECTon COMPONENT

SEC-PROJECT MANAGEMENT ORGANIZATION Estimated LOE: 400 person months
(1) Project Manager (Full-Time)

in coordination with Directors/Staff 0:
·Office of the Executive Director
-Administrative and Finance Department
·Investments and Research Department

EXPATRIATE AND LOCAL CONSULTANTS:

..J

TECHNICAL ASSISTANCE

TECHNICAL STUDIES

-Enhance SEC Institutional Capability
in Self-Regulated Environment

-Regulatory Reform
o Inspections
o Legal/Administrative Appeal
o Enforcement
o Stock Exchange Operations
o Clearing and Settlements

COMMODITIES

TR}.!NING & EPUCATION
-Local, US and third
country courses

-Curriculum Development

3-LQNG TERM EXPATRIATE ADVISERS
(Estimated LOE: ~ person-months total)
-Capital Markets Regulation
'Information Technology/Automation
·Organization Development/Training

Short· term International/Expatriate
and Local Specialists

Estimated LOE: ~ person months

Estimated LOE: ~ person months

International/Expatriate/Local
Short-term Procurement Services
Agents. Total of 1 person months

To be conducted for SEC staff by
external contractors.
To be contracted out
Estimated LOE: 12 person months
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V. MONITORING PLAN AND PROJECT EVALUATION

A. PROJECT IMPACT

Performance indicators established for the CMDP will allow for
quantitative measurement of the project's progress toward meeting its
purpose. The established indicators are realistic expectations given
the activities envisioned. As part of its scope of work, the TA
Contractor for the Public Sector Component will collect baseline data
and maintain a database system, to be updated semiannually. Purpose
level indicators include:

o increase in the number of companies listed on the boards of
the exchanges by 50 percent;

o increase in the volume of trade ot securities issues by 100
percent;

o increase in the number of institutional investors engaged in
the securities market and the volume of their trading by 50
percent; and

o increase in the amount of total capitalization of the
securities market by 100 percent.

B. MONITORING PLAN

Implementation of the project through two distinct organizations
requires that separate monitoring procedures be established for each
implementor. USAID will take an active role in verifying the adequacy
of the monitoring and implementation plans and will ensure that there
is proper coordination between and among all implementors in this
regard.

1. Privato Sector Component/FINEZ Activiti••

Although a cooperative agreement allows latitude on the part of the
grantee, the nature of the activities FINEX will carry out demands a
high degree of USAID monitoring. For the project as a whole, USAID
will continue to attend the bi-monthly sessions of the capital Markets
Development Council to keep abreast of the refOI~ issues confronting
the government and the private sector. For FINEX activities, USAID will
serve as a member to the PIC, albeit in a non-voting capacity, to
assist in resolving potential conflicts and ensuring activities are
implemented on schedule and in accordance with project objectives and
AiD regulations. Since overall project performance data will be
collected by both the TA firm and the SEC, it will be required that
FINEX provide reports specifically related to its activities which will
include:

o a life-of-project work plan approved by USAID within six (6)
months after the award of the gr~nt;
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o annual work plans;

o quarterly performance reports, tracking progress of each
activity;

o minutes recorded after each meeting of the FINEX PIC,
including issues identified, problems encountered, and
decisions made:

o financial reports tracking USAID advances and FINEX
disbursements as they relate to the project's objectives:

o detailed reports assessing the degree to which the CMDC has
been instrumental in proposing and tracking reform in the
capital markets:

o a detailed assessment identifying the studies (policy
analyses, curriculum development) and their relevant impact:

o financial statements from the newly created Automated
Exchange Corporation: and

o financial statements concerning all USAID-financed, money
generating activities (i.e., training, challenge grant for an
automated exchange, and the investors' information services),
specifically the income earned and how those proceeds have
been spent.

2. Public Sector component (with th. SEC)

For SEC activities, monitoring will be accomplished by the technical
assistance contractor that will report directly to the USAID project
officer. The contractor will provide information related to the
project's progress toward meeting the performance indicators as
specified in the section above. This inclu~es collecting baseline
data, creating a relevant data base, and updating the data base
periodically (on a semi-annual basis). This data should reflect on the
impact of the project as a whole with particular a1:tention to the
pUblic sector component activities.

USAID will require the contractor to submit an init:ial work plan
covering the life of the project, as well as annually updated work
plans. At the end of each quarter, the contractor is expected to
report implementation progress for that quarter inc:luding inputs
required and outputs produced in narrative form or through the use of a
GANTT chart.

USAID will manage contractor performance by holding periodic meetings
with SEC management and the technical consultants a.ssigned to the
project and by making periodic site inspections at training facilities,
SEC SUb-offices, the SEC's Electronic Data Processing (EDP) office, and
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other facilities where activities are ta~ing place. USAID, in
conjunction with the SEC, will review and pl~ovide approval for: all
contractor implementation plans; the design of the data base tracking
the performance indicators; all commodities to be procured as well as
the procurement plan; SEC training participants and the related
training plan; the automation plan; and the establishment of SEC sub
offices. Moreover, it is important to assess the impact of the
technical assistance itself. The contractor will specifically report
all policy studies carried out for SEC management, the recommendations
recorded in each report, what actions the contractor and the SEC are
taking to implement the reforms; and conclude to what deqree the reform
was made (partial, complete, or in stages) and the impact of the
reform.

c. EVALUATION PLAN

Two project evaluations will be performed during the life of project, a
mid-term and a final end-of project evaluation. The mid-term,
evaluation is expected to take place in January 1995 and will coincide
with the completion of a number of project activities, as follows:

private Sector component/FlKEX Activiti.s. By the mid-term of
project, a majority of the project activities implemented through FINEX
should be well on their way to completion and the Mission should be in
a position to assess the initial indicators of financial viability and
sustainability, specifically concerning the automated market operations
system and the Market Information Services. The evaluation will assess
the overall performance of FINEX (including the PIC under its aegis)
and determine whether activities under the private sector component
should be continued as planned, modified or curtailed. Specifically,
the evaluation will:

o Assess the operations of FINEX in manaqing its component as
well as the performance of the project implementation
committee, and make appropriate recommendations;

o Analyze the actions taken by and the effectiveness of the
Automated Market operations and the Market Information
Services organizations set up through FINEX;

o Evaluate the training sessions arranged and implemented by
FINEX to asse~s their financial viability, as well as the
impact and relevance of their technical content;

o Review the policy reform process as advocated by FINEX to
determine the appropriateness of the forum used in getting
all parties involved in policy dialogue;

o Recomrnand alternatives for policy dialogue activities, as
appropriate;

o Utilize baseline data obtained from the TA contractor and the
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SEC and gather current data on performance indicators to
assess performance to date; consider the likelihood of the
project's meeting its purpose, and recommend organizational
changes to improve implementation during the remaining years
of the project; and,

o Recommend revised project performance targets, as
appropriate.

Public sect-or compopent activities implemented by the SEC through the
USAID-direc't contractor are expected to be in their early stages, by
the mid-term of the project. However, most of the commodities
envisioned under the project should be delivered and installed and the
new SEC sub-offices should have been opened by the date of the mid-term
evaluation. The evaluation will focus on:

o Making an interim assessment of the TA contractor's
performance relating to policy studies, policy change,
commodity procurement, local and third-country training, and
the establishment of fully operational sub-offices;

o Assessing SEC's progress taward redefining and fUlfilling its
reviaed mandate;

o Assessing the impact of the agenda, as developed by the CMDC,
on institutional change within the SEC;

o Preparing recommendations to improve implementation during
the remaining 32 months of implementation, and

o Revalidating design assumptions and suggest potential
improvements to the performance indicators, as appropriate.

The linJl Eyaluation, to be undertaken approximately two months before
the PACD will examine the e):tent to which the project has achiev~d its
purpose. The evaluation te~lm will collect and examine data Which
allows for measurement of the project purpose indicators (see Section
V.A). and determine the financial viability and general sustainability
of the securities market operation system, the market information
services, policy reform, hnd the training and research courses
implemented th~ouqh FINEX.

Wom'n In p.y.lopa.pt

The project evaluations will explicitly review the relative impact of
each component and sub·-component activity on the role of women in the
economic development ot the Philippines. Issues to be included in both
the mid-term and final evaluations' scopes of work are as follows:

1. How were the interests and role of ~omen (compared to men) taken
into account in each of the design, appraisal and implementation
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stages of the project evaluated?

2. In what ways did women (compared to men) participate in these
processes?

3. What were the effects, positive or negative of the project
concerning women's (compared to men) access to income, education
and training, and with respect to workloads, role in household and
community, and health conditions?

4. How were the interests and roles of women (compared to men) taken
into account in the evaluation stage?

5. How did women's integration irl AID activities affect the
sustainability of project outcomes and were outcomes more (or
less) sustained when women were taken into account in AID
activities?

6. Are the results achieved by the project equally sustainable
between men and women beneficiaries?
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VI. COST ESTIMATES AND FINANCIAL PLAN

A. PROJECT COSTS

The total cost of. all activities under the proposed CMDP is
approximately $27.75 million, $13.5 Million of which will be grant
funded in SAl funds over the five-year life of the project, as detailed
in Table 3. The GOP counterpart contribution will be $4.5 million
(including cash and "in-kind"), or 25 percent, of total project costs.
Private sector costs are expected to total $9.75 million (again,
i~cluding cash and "in-kind").

with provisions made for contingencies and inflation, the distribution
of USAlD's project costs over the project life are: Public Sel':tor
Component - (59 percent); Private Sector component - (37 percent) and
Monitoring, Evaluation and Audit - (4 percent). Planned obligations of
USAIO project funds are $10 million in FY 92, followed by $3.5 million
in FY 93 (See Table 4).

USAID project funds will be used to finance the following: technical
assistance in the form of technical studies, advisers and specialists;
"Challenge" grant funds to FINEX for the ANTCS system; commodities for
surveillance and aut~F.ated linkages to regional SEC offices; investor
information servi.c~.$ and access systems; policy reform and advocacy;
training, education and research: institution building for the Private
Sector implementor: institutional support to the SEC; and funds for
monitoring, evaluation and audit (see Table 5).

An estimated fifty-five (55) percent of the total USAlD ,project funds
($7.45 million) will ccver local costs, and the b~lance of 45 percent
(or $6.05 million) will cover foreign exchange costs (see Table 1,
Annex E). Tabla 2, Annex E, shows the projection of local and foreign
exchange costs by project element over the five-ye~r life of the
project.

B. METHODS OP IMPLEMENTATION AND PIK&HCING

Table 5 summarizes the methods of implementation and financing for the
Project. USAlD will make funds available to FlNEX through the Periodic
Advance method. FlNEX will be responsible for re-allocating and
monitoring USAlO grant funds to be made available for speci,fic project
activities.

For the Public Sector component, two methods of financing wiD. be
adopted. USAlD's direct payment method will be adopted for off-shore
procurement of commodities while a cost-reimbursement method will be
adopted for all other expenditures of the US-Direct Contractor.
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Table 3
Capital Markets Development Project
Illustrative Anancial Plan (U.S. $000)

II.•Qo

C"'\
II'l

-
AID GRANT COUNTERPART CONTRIBUTION---------- - - -- - - --- .... -- . - - - - _ .. - ---- -----

FY 1992 FUTURE YEARS
PROJECT ELEMENTS OBLIGATION ANTICIPAlED- TOTAL GOP PRIVATE SECTOR

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

PUBLIC SECTOR COMPONENT 5,932 2.075 8r~Q?_ ---~!§QQ_----f----

Technical specialists/advisers 2,198 768 2,966 38
Commodities 1,419 497 1,916 269
Information access 652 228 880
Policy reform 275 97 372 16
Training and education 602 210 812 230
Institutional support 786 275 1,061 -3,947

PRIVATE SECTOR COMPONENT 3,698 1,295 4,993 9!!50
f--~

Technical studies 317 111 428
Exchange Automation 741 259 1.000 9,000
Investor information services 643 226 869
Policy reform 228 80 308
Training, education, and research 1,245 436 1,681 750
Institution building 524 183 707

MONITORING, EVALUATION & AUDIl 370 130 500 0 0--

tal Planned Obligation 10,000 3,500 13,500 4,500 9,750To

2_

1.

3.

* Future obligations are subject to the availability of funds to A.I.D. for this purpose and mutual agreement of
the Parties to proceed

** $1.00 =P---
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Table 4
Capital Markets Development Project

Planned Yearly Obligations &Expenditures
(US$OOO)

~

"'"
t
~

--

FISCAL YEARS
GRAND

92 -I~~~~~_~~=r~~_~L_~? TOTAL---_._---- --------
LD

JING 13,500 13,500

..---- -------

I OBLIGATIONS 10,000 3,500 13,500

I EXPENDITURES 0 1,685 4,708 4,153 1,544 1,410 13,500

------

ED MORTGAGE
anned Obligations) 3,500 0 0 0 0 0

-----

3E/lOP 26% 0% 0% 0% 0% 0%

ED PIPELINE
ative ObligaUon- 10,000 11,815 7,107 2,954 1,410 0
ative Expenditures) --- ---'-_.,---- ..

IOBLIGATION
,

100% 88% 53% 22% 10% 0%

------ --- --_.------ ------ ,--------- -----. -. ------ --_.---

t~m~! QQ!:!W~M!!Q"L

I and cash outlays 1,101 4,581 4,369 4,049 150 14,250

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

Inkin

2,_-_~~r

PIPELINE

PROJEC
(Cumu

-Cumu

MORTGA

PLANNE

PLANNE

PROJEG
(LOP-PI
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Table 5
Capital Markets Development Project

Methods of Implementation and Financing
(US$OOO)

METHOD OF METHOD OF TOTAl
PROJECT ELEMENTS IMPLEMENTATION FINANCING COST I

(US$OOO)

1. PUBLIC SECTOn COMPONENT

Technical specialists/advisers AID - Direct Contract Cost Reimbursement 2,966
Commodities AID - Direct Contract Direct Payment! 1,916

Letter of Commitment
-- PSA

!
Subcontract

Information access AID - Direct Contract Cost Reimbursement 880
Policy reform AID - Direct Contract Cost Reimbursement 372
Training and education AID - Direct Contract Cost Reimbursement 812
Institutional support AID - Direct Contract Cost Reimbursemer,[ 1,061

2. PRIVATE SECTOR COMPONENT

Technical studies Cooperative Agreement Direct Payment 428
Challenge grant Cooperative Agreement Direct Payment 1,000
Investor information services Cooperative Agreement Direct Payment 869
Policy reform Cooperative Agreement Direct Payment 308
Training, education, and research Cooperative Agreement Direct Payment 1,681
Institution building Cooperative Agreement Direct Payment 707

3. MONITORING, EVALUATION & AUOr AID - Direct Contract IICC Direct Payment 500

Total USAID Cost 13,500
_. . ------ - -

11\
11\

i



Monitoring, Evaluation and Audit will be financed directly by USAID
through AID-Direct payment. Fund disbursement methods and financial
management systems for thesf! contracts and agreements will follow USAID
procedures.

C. FINANCIAL MONITORING

USAID will review the financial management systems, accounting records,
and reports of the project. Through those reviews USAID will
adequately be able to monitor financing activities of the project
including required counte~?art contribution: The Office of Financial
Management (OFM)-USAID/Philippines, is responsible for monitoring
project disbursements in order to ensure the propriety of transactions.
If necessary, the services of independent certified Public Accounting
(CPA) firms may be contracted by OFM to carry out financial monitoring
activities using project funds set aside for that purpose.

D. COUNTERPART CONTRIBUTION

The GOP, through the SEC" is expected to contribute the equivalent of
25 percent of the pUblic sector component. This contribution
represents the imputed cost of the following: office space; utilities;
'honorarium of resource speakers; and salaries of SEC department
personnel directly or indirectly involved in the project. The Private
Sector contribution will be phased over the LOP as indicated in Section
IIIB, on private sector inputs and activities.

B. RECURRENT COSTS - SUSTAINABILITY

Recent studies conducted by a CPA firm for the design of this project
determined that under the public sector component, SUfficient funds
will be made available ~1 the GOP at the time when they are needed to
cover necessary recurr6nt costs (e.g., salaries, utilities, office
space, maintenance and repairs). GOP is expected to cover these costs
during the life of the project and after A.I.D.'s contributions are
terminated. The GOP also will ensure that appropriation and allotment
is made through SEC to pay for taxes, duties and other expenses which
cannot be paid out to the grant funds or charged to countel~art

funding. To this end, the GOP will be asked to submit for legislative
approval a request for bUdget allocation and allotment to cover
continuation of activities starte~ under the project. This request
should be submitted for approval and appropriation upon execution of
program agreement to ensure that funds will be available to support SEC
reforms during and after the PACD.

As the SEC has traditionally provided certain information to the
public, it will continue to do so under the project. It is reasonable
to assume that the cost of providing that service will continue to
receive bUdget support from the GOP.

Under the private uector component, the project will be generating
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revenues under the "Seed capital Challenge" grant and market
information services and it is expected that these revenues will reduce
needed external support.

F. AUDITS

The project provides funds for potential non-federal audits (NFA) and
recipient contracted audits (RCA) of project activities following
guidelines from the AID Office of the Inspector General. Primary
responsibility for audits of AID-funded projects lies with the Regic,nal
Auditor's Office (RAO). However, RAO may contract non-federal
auditors. Recipient-contracted, financial audit may be implemented
under the Private Sector component of the project. Non·....f.deral audits
are carried out through contracts with independent auditors acceptable
to the A.I.D. Inspector General to perform annual financial aUdits, and
are financed through funds set aside within project activities •
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VII. SUMMARY OF ANALYSES

A. TECHNICAL ANALYSIS

The Philippine capital market is characterized by a cr~s~s of
confidence. The Philippines finds itself falling further behind other
Asian emerging markets. The long-term equity securities market is
stagnant, dampening capital expansion. There is a fundamental lack of
liquidity in the marketplace which is rooted in inefficient order
execution and high transaction costs due to current trading practices
based on antiquated processes and systems.'· This problem is seen as
having both supply-side and 'demand-side implications.

On the supply side, over 170 companies are listed (as of March 1992) on
the two stock Exchanges. Uowever, only 70 of the top 1,000
corporations are listed: and, only the securities of some 20 listed
companies are traded actively. This points to demand-side problems
that are manifest in the number of direct individual investors.

Less than one percent of the population, as compared to ten percent in
advanced economies, invest in securities. Demand has been seriously
hampered by: the lack of adequate investor information and transparency
of transactions: inadequate regulatory, monitoring and enforcement
measures Which provide protection against abuses; inadequate types and
denominations of financial instruments to meet differing needs of
s~vers and investors; the institutional weakness of securities market
institutions in the provision of professional client-services and
information; and, the lack of interest on the part of major
institutional investors, such as insura~ce'companies and pension funds,
to participate actively in the equities market.

The most feasible approach to dealing with these constraints, and
bolstering investor confidence, in the Philippine capital market
environment is to modernize equity and debt securities market
operations 9ystems. There are serious misconceptions on the part of the
exchanges and the regulatory agencies regarding such an automated
system: i.e., focus on the need for substantial investments in real
estate, an exchange trading floor, and computer hardware and software:
and, on the value of phy~icallY merging the current organizations and
systems of the two Exchanges.

Despite these concern., the Exchanges and the SEC have defined similar
objective. and development goals as discussed in Annex H. Due in larqe
part to the lack of state of the art information, progress in working
towards these objectives has been slow. The CMD Council, a private
sector-public sector policy dialogue and reform forum, has been
instrumental in bringing about consensus on the need to automate and
integrate market operations systems.

During the past five years, numerous studies have been conducted by
USAID, the ADB, and the World Bank, in order to analyze ahd prepare
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recommendations for improving various segments of the capital markets.
A few of these recommendations have been implemented leading to some
minor improvements, as can be observed in the market's 1992 activities.
Full implementation of these recommendations requires: commitment on
the part of the market's private and public sector participants:
development and enhancement of the expertise and professionalism in
both pUblic and private sector securities market institutions: training
in order to take advantage of advances in technology; acquisition of
capital equipment and information-technology sof.tware: and the
education of the general public through provision of investor
information services.

The approach of the project is to work primarily with the private
financial sector, through FINEX and, secondarily with ~ublic sector
regulator agencies (through the SEC) in implementing specific project
activities. The private sector component will be operationalized
through a cooperative grant agreement with FINEX, which will administer
and make available project assistance to groups in the business
community through sub-grants on a cost-sharing basis. The objectives of
FINEX, as described in its charter, are quite compatible with the
objectives of the Project.

Given the tangiblp. benefits to be derived from the project, the private
sector can readily contribute financial expertise and resources to
project activities. The specific cost-sharing and/or leveraging
mechanisms for funding of project activities have been developed and
tested in previous private enterprise projects in the Philippines,
demonstrating the private sector's willingness to commit and pool
resources, focused on achieving mutually beneficial sectoral
improvements. The provision of automated securities trading, clearing
and settlements, investor information, and training and education
services all with national outreach, directly benefits private sector
users, which would be willing to shoulder a greater part of the costs
required for success. This leveraging strategy assures cost
effectiven8sD and sustainability of the project's output~.

B. PINUCIAL ANALYSIS

In performing financial analyses, three potential revenue producing
areas were initially analyzed: the FINEX/Automated Trading, Clearing
and Settlements System: the FINEX/Investor Information System: and the
SEC/Information Access System. Annex E present~ the results of these
analyses •

On the private sector side, FINEX will be responsible for administering
"seed capital" amounting to a $1 million to challenge other potential
investors to establish a private-sector-owned and operated ANTCS
system. In determining the Financial Internal Rate of Return (FIRR)
for this "seed capital", the following scenarios were evaluated:

o Alternative A: the total cost would be comparable to that of a
customized "built from scratch" system development activity
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presently being started up with the MSE by a local vendor company;

o Alternative B: the total cost would be based on the purchase of an
existing market operations (trading, clearing and settlements)
system and its adaptation to the Philippine business environment.

Alternative B-'l: 100 percent of the commodities for the system
will be purchased in the U.S. with 100 percent equity
contribution:

Alternative B-~: the system will be purchased in the U.S. with 30
percent funding' from long-term debt and the balance from equity
contribution. Such a system will be more advanced and
sophis;;icated than Alternative A and most likely will not be
financed by long-term debt, for purposes of this narrative, only
Alternative B-1 will be discussed.

In determining the FIj~ for Alternative B-1, the cost of acquisition of
the hardware and soft\lare was estimated at $7,662,000 consisting of the
$1 million "seed capit',al" and the balance from investors'
contributions. Potential revenues or fees were projected based on
rental of the terminal~ to brokers-dealers: and the lease of
communication lines to other users to gain access to investor
information from the AN'TCS system.

The following sensitivity analysis shows that the FIRR ranges from
17.41 percent to 45 percent, depending on the number of terminals
rented each month and the rental fee charged for each terminal:

Automated Trading, Clearing and Settlements System
Internal Rate of Return

1,?15,000/month P20,000/month
t of terminals

250 17.41 percent 25.6S percent
300 22.40 " 32.20 "350 24.61 " 38.63 "400 32.20 " 45.00 "

To be financially viable, these scenarios must "hurdle" the 23 p.rcent
(estimated) interest rate on debt-financing. Although the cost of
equity financing has not be.n determined, this cost will most likely
reflect a lower hurdle rate, given the high cost of domestic debt. For
purposes of e.tablishing financia~ viability, a feasibility stUdy need
not be performed at this time since viabilj,ty can be determined from
available information. At a later dato, a more in-depth analysis will
be made to determine exact service fees.

The table shows the break-even point for the new system. At least 350
terminals would-have to be rented out at P15,000 a month or 250
terminals at P20,OOO a month. The rental fe~ of P20,OOO a month is
realistic since the MSE charges P15,000 a month for its terminals: The
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new automated system will be more advanced and sophisticated and a
higher rental rate can be commanded. The rental of 350 terminals is
not an insurmountable quantity since a sufficient number of users are
expected to take advantage of these services, perhaps renting two
terminals each. Furthermore, when the new automated trading, clearing,
and settlements system is operational, linked directly to it will be an
Investor Information Services system. On the basis of its estimated
capital outlay and incremental revenues and costs, the incremental FIRR
was calculated at 24.23 percent. In canclusion, this investment would
be attractive to potential investors since these revenue projections
are reasonable and conservative, making the potential for higher fees
achievable.

C. ECONOMIC ANALYSIS

with limited access to the ~tock market, many savers could not get
better returns for their financial investments while firms are starved
for badly needed long term funds. However, the depth and breadth of
the market recently has been increasing. Medium-term prospects appear
to be right. The previous administration implemented significant
sector reforms and more are expected to be implemented soon.
Additional reforms also have to be considered in the areas of
macroeconomic stability, the demand and the supply sides of the equity
market, and the debt securities market. CHOP addresses major current
concerns in the capital markets which should contribute to their rapid
development.

CHOP's approach appears appropriate and cost effective. Giving the
private sector the lead role provides for better introduction of
innovations and ensures flexibility in implementation. The private
sector is expected to contribute its talents and resources to the
project. The choice of the private sector. implementing organization is
appropriate given this institution's membership, demonstrated
experience and apparent motivation. The choice of SEC for the public
sector component is appropriate given its mandate for more effective
promotion and supervision of market activities.

using the Automated and Investor Information Systems' projected
revenues as benefits, a quantitative economic appraisal of the private
sector component is conducted corresponding to two alternative
automated systems. A separate economic appraisal of the private sector
component appears valid because the public sector component is expected
to enhance rather than reduce benefits generated by th~ former.

Alternative A is a customized "built from scratch" system development
activity presently being started up with the MSE by a local vendor
company; Alternative B is based on an oxisting system to be acquired
from the u.S., and adapted to the Philippine environment. The
calculated economic internal rate of return (EIRR) is 27.5 percent for
A and 22.5 percent for B. The EIRRs cannot be used in choosing between
the two alternatives because they are not directly comparable. The
sensitivity analyses suggest that the EIRR is more sensitive to changes
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in revenues than to changes in residual investment values. Using a
minimum benefits approach for th~ entire project, the calculated
required ~!Inual benefits over five years appear achievable in terms of
such indicators ~s increased income from financial savings and
additional foreign portfolio investment inflow.

Ris}:s to project viability can be contained through expected favorable
effects of initial CMDP implementation on the performance of the two
exchanges of their expected roles in the project; consideration of
alternative local training arrangements for overseas training to be
funded by the private sector; and conduct of full feasibility studies
on the automated systems. Improved macroecoftomic stability,
particularly containing toe national government's fiscal deficit, and
improved infrastructure, particularly in power and telecommunications,
will also reduce project risks.

~. SOCIAL SOUNDNESS ANALYSIS

The proposed project aims to transform the equity and debt securities
markets into a more viable mechanism for raising capital funds for
private enterprises. Through a more effective market mechanism, the
private sector will develop more confidence in the system, and thus
stimulate increased investment activities. As the capital market
develops, long-term capital formation objectives will be realized, thus
building the foundations for sustained economic development. This
process will be accompanied by significant changes in socio-cultural
relations in business institutions Which, if properly directed, should
be mutually reinforcing and supportive of further advancements in
economic welfare.

All existing participants in the capital market (i.e., the initial
project population) are the primary beneficiaries of the project. By
specializing in its primary function of overseeing the proper
operations of the capital market where market forces are allowed to
operate freely, government structures become more effective and
efficient. The primary benefits of a properly operating self
regulatory market structure are: that it makes maximum use of the
expertise of private sector participants; results in enhanced
compliance with established domestic and i.nternational standards;
minimi=~s GOP interference with market processes; and, minimizes public
sector exp~nse while permitting the GOP to assure that specific
investor protection and market standards are maintained. MeanWhile,
gains from market participation will tend to be distributed more
equitably as more transparent information becomes available in the
system. Innovations and improvements in trading systems in the stock
exchanges will allow more information to be disseminated. As
individuals become more informed, the price system likewise becomes
more informative and transparent. As this develops, income disparities
become narrower as market participation increases and broadens.
Although the very poor cannot be identified, at this stage as direct or
indirect beneficiaries, they are not be left out in the course of
social changes and economic growth stimulated by inputs from the
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project. As the entire economy benefits from sustained growth
influenced significantly by an active capital market, social
structures, values, and institutions will undergo changes.

Notwithstanding the scope of planned activities, the project is not
expected to cause radical ch3n~es in behavior and attitudes. Instead,
foundations for arriving at better and more intelligent business
decisions will be provided. Values and business ethics may likely be
slow to change, and may furnish resistance to innovation in subtle
ways. Nevertheless, some values change, and traditions may evolve,
become adopted to objective changes in social conditions, and even
decline. ThUS, for instance, the project cannot be expected to
dimininh desire for control of companies, or lead companies to broaden
their equity base, but with changes in the environment, businessmen
will make appropriate decisions. Such decisions will be enhanced by
demonstrations that the capital market can function better and be more
responsive to private sector capital requirements. It is likewise
important to note, that market participants can readily identify with
the project since it addresses their conscious and practical needs.
Some of the groundwork for needed changes have actually already been
started by the major market interests themselves, albeit at varying
degreeG of emphasis and progress. These positive attitUdes, if
continuously stimulated, will provide sustainability for the project.
In addition, the involvement of an institution which has been, and
continues to be committed to reforms in the capital market, will ensure
success for the project.

B. INSTITUTIONAL AND ADHINISTRA~IVE ASSBSSHBNT

The Public Sector component will be implemented by an AID-Direct
Contractor wherein the SEC will be the recipient of technical
assistance and studies for the improvement of the public sector part of
the Philippine capital market system. organizational limitations
within the SEC may constrain the effective implementation of the
Project if the SEC itself were tasked to implement it. Moreover, the
present SEC has inadequate experi~nce in the implementation of large
scale donor funded projects such as the CHOP.

An administrative assessment study performed by an outside, independent
CPA firm has examined organizational limitations within the SEC and
confirms the rationale for selecting a USAID-direct Contractor to
implement the Public Sector component of the Project. This TA
Contractor will provide the expatriate specialists that are needed for
the Project and will hire the required local consultants. In its
administration of the Project, in addition to the designation of a
Chief of Party, the Contractor will have to organize an Administrative
Unit to be headed by a Project Administration Officer and which will
include a procurement service agent, an Accounting Section to be
contracted from a professional firm, and an Administrative Support
Section. A Project Committee should also be organized within the SEC
to coordinate the work of the v~rious specialists and consultants. It

paq. &3

bo, •.. '



is expected that su,:h a committee will enhance the acceptability of the
recommendations of the specialists and consultants and help ensure the
sUbsequent implementation of the recommended changes. It is suggested
that the Project Co:mmittee be composed of the Commission §D~ for
more effectiveness.

In the implementation of the Private Sector component of the Project,
it is recommended that a separate Project Team be organized within
FINEX because of its present organizational limitations. As the Board
of Directors of FINEX does not have permanent tenure, it is recommended
that a FINEX Project Implementation Committee, consisting of as many as
seven members, be organized to oversee the work of the Project Team.
To provide a reason·able de~ree of permanence, it is further suggested
that at least two of the three members coming from FINEX be made
permanent members during the entire life of the project. To provide a
broader focus on the implementation of the Project, three of the seven
members should come from the MSE, MKSE and one alternating member from
the Bankers Association of the Phillp~ines and Investment Houses
Association of the Philippines. The other member should be the SEC
project manager for the public sector component, who will provide the
needed coordination between the project activities between the Public
and Private Sect~~ components.
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VIII.CONDITIONS AND COVENANTS

A. CONDITIONS PRECEDENT TO DISBURSEMENTS

Q~ursement for cOmmodities. Prior to disbursement under the Grant,
or to the issuance of commitment documents for automation equipment for
the SEC, the Grantee will, exc~pt as the Parties may otherwise agree in
\{riting, furnish to A.I.D., in form and substance satisfactory to
A.I.D., evidence of the establishment of a separ3te EDP division in the
SEC.

B. COVENANTS

Training Plan. The Grantee will provide an annual training plan, at
the beginning of each Project year, with the names and positions of SEC
employees who are pr.oposed for training, and the type of training
desired.

BUdget Support. The Grantee will provide regular budget support to the
SEC that is adequate to carry out the Project, including adequate
bUdget to strengthen the SEC's training and EDP divisions.
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--', ,-.--v .-
REPUBLIC OFtjif{E PHU';lPPIN~ n

NATIONAL ECONOMIC AND' OEVELOP~fEl'lT AUTHORITY
NEDA sa Pasig, Amber Avenue, Pasig, Metro Manila

SEP zj I.;s i;fj'92

•

MR. RICHARD JOHNSON
Acting Director
u.S. Agency for International
Ramen Magsaysay Center
Roxas Boulevard, Manila

& ..
Dear Acting Director Johnson:

" " nt:.. I,1, .• 'JU 't

U "' , " " nt..., ',I " .'.
", {" ,I' t; ..... "Deve opment

Cable Address: NEDAPHIL
P,O. Box 419. Greenhills
Tels. 631·09·45 to 64

SEP 28 1991

I'/e wish to convey the Philippine Government's request for
grant asslstance to finance the Capital I.~arkets Development
ProJect (C~.mp). The requested grant assistance amoun~s to US$
13.5 million. The Philippine Government, through the Securities
and Exchange Commission (SEC), envisions to provide US$ 2.088
mil 1ion .. i n- kin d" co IH I' i but ion s as coU IH e r pa I' t fun din g for t ne
;::>roject. The F!NEX will p,"ovide :;'0.75 million.

and

Very truly yours,

~ \~ ( .-JS
DANTE B. CAN LAS

Deputy Director-Gener~l

Office-In-Charge

Ti1e projec.t consists of two components, namely the (1)
?;J~11C Sact:r- :c:nponent; and (2) Private Sector Compen':11t. 7he
FubllC Sector Component will e~tend assistance to SEC, focusing
on 5.d.111nistrative and t"egulator-y reforms and improvements 1n
operational efficiency, technical staff capabilities, training
and ~r;ani~!tional development of the Commission. On the other
hano, the Private Sector Component, the assistance for which will
be axtended to the Financial Executives Institute of the
?hilippines (FWEX), will focus on the (a) conduct of capability
bUllding programs in policy design development and advocacy for
!he financial sector, (b) implementation of an Automated
Securities Trading, Clearing and Settlements System that will
link up both Makati and Manila Stock Exchanges, (c) development
and operationalization of an investor information providers, and
d) design and implementation of short-term fast-track training

n:;, .1.-iIW courses, workshops and seminars on capital markets development.
,:"l I

'-'··t' • The Investment Coordination Committee approved the project
=~~~-=I on its meeting of 16 September 1992 subject to the establishment
:~;~ ~'Of a coordinating committee for both public sector and private
n.::....., ' sector components, to be chaired by SEC, that, among other='.1; ~thi'''9S' wi 11 coordinate the implementat ion of the two components.
---.-.---.-.-,
.-'~~~.- We shall highly appreciat-a USAID's full suppert to tIle
t§~~; proposed project.

E±f: -~c] ,Thank you for your continued interest in the pursuit of our
l7\:.~ ~ ' nat10nal development goals.
n;"!:,,-. .. , ---_._- ... - .......•..----

\"~ ; .:::.C:.:·:::r "A.:·_D:jZ!~

tt,:·:;.:~"~,-~ :,' .:.'; 0:.:.,:: "_
........_---~ ....- - .... - .

cc: Chairman Rosario Lopez, S=C
Mr. Eduardo Alvarez, FINEX
Secretary Salvador Enriquez, DBM I

I
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ANNEX C

STATUTORY CHECKLIST



5C(2) - ASSISTANCE CHECKLIST

Listed below are statutory
criteria applicable to the
assistance resources themselves,
rather than to the eligibility of a
country to receive assistance. This
section is divided into three parts.
Part A includes criteria applicable
to both Development Assistance and
Economic Support Fund resources.
Part B includes criteria app1icable~

only to Dev~lopment A3sistance
reS/JUl~ces. Part C includes criteria
appli,:able only to Economic Support
Funds.

CROSS REFERENCE: IS COUNTRY CHECKLIST UP
TO DATE

A. CRITERIA APPLICABLE TO BOTH
DEVELOPMENT ASSISTANCE AND ECONOMIC
SUPPORT FUNDS

1. Host country Development
Efforts (FA~ Sec. 601(a»:
Information and conclusions on
whether assistance will encourage
efforts of the country to: (a)
increase the flow of international
trade; (b) foster private initiative
and competition; (c) encourage
development and use of cooperatives,
credit unions, and savings and loan
associations; (d) discourage
monopolistic practices; (e) improve
technical efficiency of industry,
agriculture, and commerce; and (f)
strengthen free.labor unions.

2. o.s. Private Tra4e an4
Investment (FAA Sec. 60l(b»:
Information and conclusions on how
assistance will encourage u.s.
private trade and investment abroad
and encourage private U.S.
participation in foreign assistance
programs (including use of private
trade channels and the s~rvices of
u.s. private enterprise) •

Yes.

a. The project intends to
make the Philippines a
more attractive place for
investment in ~he capital
markets.
b. Proj ect will increase
private sector
competition for equity
investments.
c. N/A
d. Project will assist in
effecting a more
transparent market,
thereby reducing
instances of insider
trading.
e. N/A.
f. N/A

U.S. firms will be
solicited to implement
the project. A more open
and competitive
environment should
encourage further U. s.
investment.

• •
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3. congressional Notification

a. General requirement
(F\' 1991 Appropriations Act Sees.
5~ and 591; FAA Sec. 634A): :f.f
money is to be obligated for an
activity not previously justified to
Congress, or for an amount in excess
of amount previously justified to
Congress, ha$ Congr~ss been properly
notified (unless the n<:>tification..
requ~rement has been waived because
of substantial risk to human health
or welfare)?

b. Notice of new account
obligation (FY 1991
Appropriations Act Sec. 514): If
funds are being obligated under an
appropriation account to which they
were not appropriated, has the
President consulted with and
provided a written justification to
the House and Senate Appropriations
committees and has such obligation
been sUbject to regular notification
procedures?

c. Cash transfers aneS nonproj act
sector assistance (FY 1991
Appropriations Act Sec~ 575(b)(3»:
If funds are to be made available in
the form of cash transfer or
nonproject sector assistance, has
the Congressional notice included a
detailed description of how the
tunds will be used, with a
discussion of u.s. interests to be
served and a description of any
econ.omic policy reforms to be
promoted?

4. Bngineering and Financial
Plans (FAA Sec. 611(a»: Prior to
an obligation in excess of $500,000,
will there be: (a) engineering,
financial or other plans necessary
to carry out the assistance; and (b)
a reasonably firm estimate of the
cost to the u.S. of the assistance?

•

Congress cleared
notification on 7/15/92.

N/A

N/A

A. Yes
B. Yes



...

5. Legislative Action (FAA
Sec. 611 (a) (2) : If legislative
action is required within a
recipient country with respect to an
obligation in excess of $500,000,
what is the basis for a reasonable
expectation that such action will be
completed in time to permit orderly
accomplishment of the purpose of the
assistance?

N/A

N/A

.:~

6. Water Resources (FAA Sec ...
611 (b); FY 1991 Appropriations Act
Sec. 501): If project is for water
or water-related land resource
construction, have benefits and
costs been computed to the exte'nt
practicable in accordance with the
principles, standards, and
procedures established pursuant to
the Water Resources Planning Act (42
U.S.C. 1962, et seg.)? (See A.I.D.
Handbook 3 for guidelines.)

7. Cash Transfer and Sector N/A
Assistance (FY 1991 Appropriations
Act Sec. 575(b»: Will cash
transfer or nonproject sector
assistance be maintained in a
separate account and not commingled
with other funds (unless such
requirements are w'aived by
Congressional notice for nonproject
sector assistance)?

..

8. capital Assistanc. {FAA Sec.
611\~»: If project is capital
assistance (~, construction), and
total u.S. assistance for it will
exceed $1 million, has the Mission
Director certified and Regional
Assistant Administrator taken into
consideration the country' s
capability to maintain and utilize
the project effectively?

9. MUltiple country
Objectives (FAA Sec. 601(a»:
Information and conclusions on
whether projects will encourage
efforts of the country to: (a)
increase the flow of international
trade; (1:» foster private initiative
and competition; (c) encourage

N/A

See A.l.(a)-(f) above.

-~=~:---._._-_.---- ---- -_._---
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development and use of coc,peratives,
credit unions, and savings and loan
as SOt I,aticms; (d) discourage
monopolistic practices; (e) improve
technical efficiency of industry,
agriculture and commerce; and (f)
strengthen free labor unions.

10. o.s. Private Trade (FAA
Sec. 601(b»: In1:orrnation and
conclusions on how project will
encourage U.S. private trade and
investment abroad and encourage
private U.S. participation in
foreign assistan,ce programs
(including use of private trade
channels and the s/arvices of U.S.
private enterprise).

11. Local currencies

a. Rf,cipie~t

contributions (F'AA Secs. 612 (b) ,
636(h»: Describe steps taken to
assure that, to the maximum extent
poss ible, thf! country is
contributing local currencies to
meet the cost I:Jf contractual and
other services, and foreign
currencies owned by the u.s. are
utilized in lieu of dollars.

b. u.s. -Owned Currency
(FAA Sec. 612(d»: Does the u.S.
own excess fo:ceign curre,1cy of the
country anti, if so, what
arrangements have been made for its
release?

c. Se~arat. Account (FY
1991 Appropriations Act Sec. 575).
If assistance is furnished to a
foreign government under
arrangements which result in the
generation of local currencies:

(1) Has A.I.D. (a)
required that local currencies be
deposited in a separate account
established by the recipient
government, (b) entered into an
agreement with tha'i: government
providing the amount of local
currencies to be generated and the

•
._--------

See A. 2, abovEI.

~.

The GOP will finance in
kind or in cash a minimum
of 25% of project costs
in the form of:
additional personnel to
staff satellite SEC
offices; new facilities;
commodities; and manpower
to carry out the project.

NJA

NJA

..

'~
I-
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terms a .d conditions und~1r which the
currencies so deposited may be
utilized, and (c) established by
agreement the responsibilities of
A.I.D. and that government to
monitor and account for deposits
into and disbursements from the
separate account?

(2) will such local
currencies, or an equivalent alRount
of local currencies, be used only to,·
cary out the purposes of the DA or
ESF chapters of the FAA (depending
on which chapter is the source of
the assistance) or for the
administrative requirements of the
united states Government?

(3) Has A.!. D. taken
all appropriate steps to ensure that
the equivalent of local currencies
disbursed from the separate account
are used for the agreed purposes?

(4) If assistance is
terminated to a country, will any
unencumbered balances of funds
remaining in a separate account be
disposed of for purposes agreed to
by the recipient government and the
United states Government?

12. Trade Restrictions
No.

a. Surplus Commodities
(FY 1991 Appropriations Act Sec.
521(a»: If assistance is for the
production of any commodity for
export, is the commodity likely to
be in surplus on world markets at
the time the resulting productive
capacity becomes operative, and is
such assistance likely to cause
substantial injury to u.S. producers
of the same, similar or competing
commodity?

b. Textiles (Lautenberq N/A
Amendment) (FY 1991 Appropriations
Act. Sec. 521(c»: Will the
assistance (except for programs in
Caribbean Basin Initiative countries

• •



Yes

under U.S. Tariff Schedule (section
807," which allows reduced tariffs
on articles assembled abroad from
U.S.-made components) be used
directly to procure feasibility
studies, prefeasibility studies, or
project. profiles of potential
investm~nt in, o~ to assist the
establishment of facilities
specifically designed for, the
manufacture for export to the United
States or to third country markets
in direct competitio:, with U.S.
exports, of textiJ~&, apparel,
footwear, handbags, flat goods (such
as wallets or coin purses worn on
the person), work gloves or leather
wearing ap!?arel?

13. Tropical Forests (FY 1991 N/A
Appropriations Act Sec. 533(c) (3»:
Will tunds be used for any program,
project or activity which would (a)
result in any significant lo£s of
tropical forests, or (b) involve
industrial timber extraction in
primary tropical forest areas?

14. Sahel Accountinq (FAA Sec. N/A
121(d»: It a Sahel project, has a
determination been made that the
host government has an adequate
system tor accounting for and
controlling receipt and expenditure
ot project funds (either dollars or
local currency generated therefrom)?

15. PVO Assistance

a. Au 4 i t. i n q aDd
reqistrat.ioD (IFY 1991 Appropriations
Act Sec. 537j; It assistance is
being made available to a PVO, has
that organization provided upon
timely request any document, file,
or record necessary to the aUditing
requirements of A.I.D., and is the
PVO registered with A.I.D.?

b. Fundiuq sources (FY 1991
Appropriations Act, Title II, under
heading "Private and Voluntary
Organizations"): If assistance is to
be made to a United States PVO

•

N/A

•



cooperative develop~ent (other than
a cooperative organization), does
it obtain at least 20% of its total
annual funding for interndtional
activities from sources other than
the United States Government?

16. proj ect A9'r~ementDocumentation
State Authorization Sec. 139 (as
interpreted by conference report)
Has confirmation of the date of
signing of the project agreement,"
inclUding the amount involved, been
cabied to state LIT and A.I.D. LEG
within 60 days of the agreement's
entry into force with respect to the
United states, and has the full text
of the agrsement been pouched to
those same o:fices? (Sse Handbook
3, Appendix 6G for agreements
covered by this pr.ovision).

17. Metric System (Omnibus Trade
and Competitiveness Act of 1988 Sec.
5164, as interpreted by conference
report, amending Metric Conversion
Act of 1975 Sec. 2, and as
implemented through A.I.D. policy):
Does the ;~~sistance activity use the
m~~ric system of measurement in its
procurements, grants, and other
business-related activities, except
to the extent that such use is
impractical or is likely to cause
significant inefficiencies or loss
of markets to tTntied States firms?
Are bulk purchases usually to be
made in metric, and are components,
sUbassomblies, and semi-fabricated
materials to be specified in metric
units wherl economically available
and technically adequate? Will
A.I.D. specifications use mp.tric
units of measure from the earliest
programmatic stages, and from the
earliest documentation of the
assistance processes (for example,
project papers) involving
quantifiable Ineasur~~ents (length,
area, volume, capacity, mass and
weight), through the implementation
stage?

Yes, it will be.

N/A

• •



18. Women in Development (FY 1991
Appropriations Act, Title II, under
heading "Women in Development"): Will
assistance b~ designed so that the
percentage of women participants will be
demonstrably increased?

19. Regional and Multilateral Assistance
(FAA Sec. 209): Is assistance more
efficiently and effectively provided
through regional or multilateral'~

organizations? If so, why is assistance
not so provided? Information and
conclusions on whether assistance will
encourage developing countries to
cooperate in regional development
programs.

Project will benefit both
men and women equally.

N/A

20.
Act,
OA, "

Abortions (FY 1991 Appropriations
Title II, under heading "Population,
and Sec. 525):

a. will assistance be
made available to any organization
or program which, as determined by
the President, supports or
participates in the management of a
program of coercive abortion or
involuntary sterilization?

N/A

No.

•

b. will any funds be No.
used to lobby for. abortion?

21. cooperatives (FAA Sec. Ill): will
assista~ce help develop cooperatives, N/A
especially by technical assistance, to
assist rural and urban poor to help
themselves toward a better life?

22. U.S.-Owned Foreign Currencies

a. Use of currencies (FAA
Secs. 612 (b) , 636 (h) ; FY 1991 N/A
Appropriations Act Sees. 507, 509):
Describe steps taken to assure that,
to the maximum extent possible,
foreign currencies owned by the u.S.
are utilized in lieu of dollars to
to meet the cost of contractual and
other services.



b. Release of. currencies (FAA Sec. Nih
612(d): 612(d»: Does the U.S. own
excess foreign currency of the
country and, if so, what
arrangements have been made for its
release?

23. Procurement

a. small business (FAA..
Sec. 602(a»: Are there
arrangements to permit u.s. small
business to participate equitably in
the furnishing of cornmodities and
services financed?

b. u.s. procurement (FAA Sec.
604(a): will all procurement be from
the U. S. except as otherwise
determined by the President or
determined under delegation from
him?

c. Marine insurance (FAA Sec.
604(4): If the cooperating country
discriminates against marine
insurance companies authorized to do
business in the U.S., will
commodities be insured in the United
States against marine risk with such
a cC::!Ipany?

d. Non-D. S. aqricul tural
procurement (FAA Sec. 604(e): If
non-U. S. procur·ement of agricultural
commodity or product thereof is to
be financed, is there provision
against such procurement when the
domestic price of such commodity is
less than parity? (Exception where
commodity financed could not
reasonably be procured in u.S.)

e. construction of
enqineerinq services (FAA Sec.
604 (g) : Will construction or
enqineering services be procured
frum firms of advanced developing
countries which are othorwise
eligible under Code 941 and which
have attained a competitive
capability in international markets

Yes, it is expected that
a Gray Amendment firm
specializing as a
Procurement services
Agent will be contracted.

All commodities envisaged
under the project are
expected to be purchased
from U. s. sources. If
there are exceptions
justification will be
documented in a waiver.

NIA

NIA

No.



such contract for the convenience
united States?

j. consulting services (FY 1991
Appropriations Act Sec. 524): If
assistance is for consulting service
through procurement contract
pursuant to 5 U.S.C. 3109, are
contract expenditures a matter of
pUblic record and available for
public inspection (unless otherwise
providt:!d by law or Executive Order?) ..

K. Metric conversion (Omnibus
Trade and Competitiveness Act of
1988, as interpreted by cO~1ference

report, amending Metric Conversion
Act of 1975 Sec. 2, and as
implemented through A.I.D. policy):
Does the assistance program use the
metric system of measurement in its
procurements, grants, and in its
procurements, grants and other
business-related activities, except
to the extent that such use is
impractical or it likely to cause
significant inefficiencies or loss
of markets to United states firms?
Are bulk purchases us\.',ally to be
made in metric, and are components,
sUbassemblies, and semi-fabricated
materials to be specified in metric
units when economically available
and technically adequate? Will
A.I.D. specifications use metric
units of meas~res from the earliest
pt'ogrammatic stages, and from the
earliest documentation of the
~s.i~tance processes (for example,
project papers) involving
quantifiable measurements (length,
~~ea, volume, capacity, mass ~nd

w~ight), through the implementation
c't.nge?

1. competitive selection
Proce4ure. (FAA Sec. COlee): Will
the a!Jsistance utilize competitive
selection procedures for the
aWAtding of contracts, except where
applicable procurement rules allow
otherwise?

Yes.

See Section A.17 above.

Yes.



in one of tl': eSE! areas? (Exception
is for those countries that receive
direct economic assistance under the
r'AA and permit United states firms
to compete for construction or
engineering servj ces financed from
assistance programs of these
countries.)

f. cargo prefex.nce shipping FAA
Sec.03): Is the shipping excluded
from compliance with the requirement"
in section 901 (b) of the Merchant
Marine Act of 1936, as amended, that
at least 50 percent of the gross
tonnage of commodities (computed
separately from dry bulk carriers,
dry cargo liners, and tankers)
financed shall be transported on
privately owned u.s. flag commercial
vessels to the extent such vessels
are available at fair and reasonable
rates?

g. Technical assistance (FAA
Sec. 621 (a» : If technical
assistance is financed, will such
assistance be furnished by private
enterprise on a contract basis to
the fullest extent practicable?
Will the facilities and resources of
other Federal agencies be utilized,
when they are particularly suitable,
not competitive with private
enterprise, and made availabl~

without undue interference with
domestic programs?

h. U. s. air carriers
(International Air Transportation
Fair competitive Practices Act,
1974) : If air transportation of
persons or property is financed on
grant basis, will U.S. carriers be
used to the extent such service is
available?

L Termination for conveJ,ience of
U.S. Government (FY 1991
Appropriations Act Sec/ 504): If th~

U.S • Government is a '?arty to is
contract for procurement,
does the contract contain a
provision authorizing termination of

No.

Yes.

Yes.

Yes.

Yes , it will.



N/A

24. Construction

a. capital project (FAA N/A
Sec. 601 (d) ) : If capital (.L.S:.,
construction) project, will u.S.
engineering and professional
servi',;es be us: ~d?

b. Construction contract N/A
(FAA Sec. 611(c)): If contracts for_
oonstruction are to be financed,
will they be lent on a competitive
basis to maximum extent practicable?

c. Large proj ecto,
congressional approval (FAA Sec.
620 (k) ) : If for construction of
productive enterprise, will
aggregate value of assistance to be
furnished ~y the u. S• not exceed
$100 million (except for productive
enterprise in Egypt that were
described in the congressional
Presentation), or does assistance
have the express approval of
Congress?

25.· u.s. Audit Rights (FAA Yes.
Sec. 301(d): If fund is
established solely by u.S.
contributions and administered by an
international organization, does
Comptroller General have audit
rights? organization, does
Comptroller General have audit
rig~lts?

26. C01~aDi.t Assistance (FAA Yes.
Sec. 620(h): Do arrangements exist
to insure that United states foreign
aid is not used in a manner which,
contrary to the best interests of
the United states, promotes or
a~sists the foreign aicl projects or
activities of the Communist-block
countries?

27. Narcotics

a. Cash reimbursements Yes.
(FAA Sec. 483): Will arrangements
preclude use of fin~ncinq to make



Yes.

payments, to persons whose illicit
drug crops are eradicated?

b. As,ifitance to
narcotics traffickers (FAA Sec. Yes.
487) : will arrangements take "all
reasonable steps" to preclude use of
financing to or through individuals
or entities which w-a know or have
reason to believe have either: (1)
been convicted of a violation of any~

law or regulation of the United
states or a foreign country relating
to narcotics (or other controlled
substances); or (2) been an illicit
trafficker in, or otherwise involved
in the illicit trafficking, of any
such controlled substance?

28. Expropriation aneS Land Reform
(FAA Sec. 620(g): will Yes.
assistance preclude use of financing
to compensate owners for
expropriated or nationalized
property, except to compensate
f"reign nationals in accordance with
a land reform program certified by
the President?

29. police aDeS Prisons (FAA
Sec. 660): Will assistance precluc1e Yes.
use of financing to provide
training, advice, or any financial
support for police, prisons, or
other law enforcement forces, except
for narcotics programs?

30. CIA Activities (FAA Sec.
662): will assistance preclUde use Yes.
of financing tor CIA activities?

31. Motor Vebicles (FAA Sec.
636(i): will assistance preclUde
use of financing for purchase, sale,
long-term lease, exchange or
guaranty of the sale of motor
vehicle manufactured outside U. S . ,
unless a waiver is obtained?

32. Military Personnel (FY
1991 Appropriations Act Sec. 503):
will assistance preclude use of
financing to pay pensions, .

Yes.



annuities, retirement pay, or
adjusted service compensation for
prior or current military personnel?

33. payment of U.N. Assessments (FY Yes.
1991 Appropriations Act Sec. 505):
will assistance preclude use of
financing to pay U.N. assessments,
arrearages or dues?

34. Mul, ilateral O-qanization
Lending (FY 1991 Apprq, ~·itions Act
Sec. 506): Will assist2ln.. e p:reclude
use of financing to carry aut
provisions of FAA sect.ion 209 (d)
(transfer \Jf FAA funds to
multilateral organizations for
lending)?

Ye~.

35. Export of Nuclear Yes.
Resources (FY 1991 Appropriations
Act Sec. 510): will assistance
preclude use of financing to finance
the export of nuclear equipment,
fuel, or technology?

36. Repression of Population Yes.
(FY 1991 Appropriations Act Sec.
511): will cssistance preclude use
of financing for the, purpose of
aiding the efforts of the government
of such country to repress the
leqitimate rights of the population
of such country contrary to the
Universal Declaration of Human
Rights?

37. Publicity or Propaganda No.
(FY 1991 Appropriations Act Sec.
516): Will assistance be used for
publicity or propaganda purposes
~I!signed to support or defeat
legislation pending before Congress,
to 11i!luence in any way the outcome
of a p~litical election in the
United Statbs, or for any publicity
or propaganda purposes not
authorized by Congress?

3B• Karine Insurance (FY 1991 Yes.
Appropriations Act Sec. 563): will
any A.I.D. contract and
solicitation, and suncontract
entered into under such contract,



•

•

include a clause requiring that u.s.
marine have a fair opportunity to
bid for ma~'ine insu.. ance when such
insurance is necessary or
appropriate?

39. Exchange tor Prohibi ted Act (FY No.
1991 Appropriations Act Sec. 569):
will any assistance be provided to
any foreign government (including
any instrumentality or agency
thereof), foreign person, or United-
Sta~es person on exchange for that
foreign government or person
undertaking ,ny action which i5, if
carried out by the United States
Government, a United states off~cial

or employee, expressly prohibite:i by
a provision of United States law?



•

•
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AIDAC

E.O. 12:356: N/A
TAGS:
SUBJECT: NI~ ACTIVITY DESCRIPTION fOR CAPITAL MARKETS
DEVELOPr,ENT PROJECT (492,0447)

1. AA/ASIA APP?OV!S TEE NEW ACTIVITY DESCRI~TION (NAD)
iOR T~E CAPITAL MARK~TS DEVELOPMENT P~QJECT (CMDP). TEE
MISSION DIR'ECT~P., U5AID/?3ILIP?INES, BAS AUl~~~:~~ !n
AP?ROVE SUESEQUiNT DOCU~!NTS FOR THIS ACTIVITY.

2. iE APPLAUD TEE MISSION'S INNOVATIVE APPROACH TO
ENGAGING PLAYERS WITB DIVERS! INTERESTS IN ACTIVITIES TO
INC~!AS~ INVESTOR CONFIDENCE IN PBILIPr!NES CAPITAL
MAP-!ETS.

3. ON TEE BASIS or TE! BUREAU REVIEw ~F ~~! NAD, WE
R:ECO~jM!ND TEAT YOU CONSID!R TEE FOLLOWING Id FINAL
PROJECT DESIGN.

- .. -- .. _ .. _-
• •

UNCLASSIFI~~ ST!TE 144294

!~AT MISSION FOp-vARD TB! INITlAL !NVIRON~ENT!L

=-__........... .....==..=--."., _..-"'--L =._.~=-=----:=.. -'-'-:__!.

A. LIN!ING CMDP AND MACROECONOMIC POLICY REFORM

PROGRESS OF TEE GOVrRNM!NT or PHILIPPINES (GOP) IN
~F.! ARE! OF ~ACP.O!CONOM!C POLICY REFORMS, PARTICULARLY IN
THE FINANCIAL MA!IETS SECTOR, ~ILL IMPACT UPON TEE SUCCESS
or CMDP. TEE PROJECT PAPER SHOUL~ CAPTURE THE

ELATIONSBI? BETWEEN MACP.O::CONOMIC POLICY ACTIVITIES
lSAID'S AND OTEER DONORS') AND CAFITAL MARKETS
V!LOPM!NT. DOCU~ENTATION or LESSSONS LEARN!D rRO~ TEIS
'JECT ABOUT TEE LIN~AGE BETAr.EN POLICT CHANGE AND

T.TAL MARKITS DEVELOPMENT CA~ INrORM FUTURE DESIGN OF
LAR PROJE~TS ELS!«BERE IN A.I.D •

PRIVATE SECTOR COMPONENT

1PPORT TEE PLANNED, FOURY!AR PROJECT LIFE
OF TEE USUAL FIVE-PLUS YEARS. ~E RECOMMEND TEAT
~ATE SECTOR COMPONENT BE GIVEN ONLY ONE OR TiO
?oIAL ANn T~!N DROPPED IF UNPRODUCTIVE. EITHER TBE
:ECTOR WILL BAVE PICfED UP TEI BALL IN THIS Tlr,I, .

iNG IS ~RON~. T3IS PROJECT APPROACH SHOULD ALSO
TED I~ TEE PROJECT PAPER.

~.-
~ ;
••• 4:,

~ ,

~.'J
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Response to NAD Approval Cable

1. Linking CMDP and Macroeconomic Pol icy Reform - PP should
incorporatp. the relationship between macroeconomic policy
activities (~SArD's as well as other donors) and capital markets
development.

MissioD RespoD~e: Capital markets development is dependent on a
favorable macroeconom;,c environment and cannot thus be treated in
isol..1tion. Any attempt to improve the capital' market while
opera~ing in generally hostile financial and macroeconomic cU,mates
would prove futile. The economic analy~is (Annex G) refers to a
larger economic study conducted for this project but not included
in the PP. This stUdy covers in detail the relationship between
capital markets developm~nt and the macroeconomic situation in the
Philippine context.

The capital market contributes to a rising standard of living
because of its close connection to the ~aving-investmentprocess,
which is vital for economic growtb. Sound policies are needed,
however, to encourage the development of the capital markets. For
instance, an unsound credit policy allowing for subsidies
encourages corporations to raise capital through borrowing rather
than raising funds through the capital markets, causing an
inefficiency in the use of financial resources.

The stUdy concludes that reforms in the Philippine financial sector
have been substantial sinc~ 1980. In the area of stabilization
measures, the deficit was trimmed down in 1991 to 2.8 percent of
GNP, well b~low the program target of 3.7 percent. The inflation
rate declined below 10 percent and the Treasury bill rate hovered
around 17 percent. The GOP also greatly exceeded the programed
international reserve amount of $ 3 billion. This was largely
obtained by decreasing pUblic spending rather than raising
revenues, ho~ever.

Over the past decade USAID and the World 5ank have been deeply
committed to atructurol retorms in the economy. The average
nominal tariff rate has been reduced from 50 percent to 20 percent.
The recent implementation of the Foreign Investment Act is a
welcome development that liberalizes entry of foreign investors in
the Phil ippine8. In general there are no restrictions on the
extent of foreign ownership of export-oriented enterprises, whereas
firms engaged in business for the domestic market may be owned up
to 100 percent ownership by foreigners, unless participation is
probibited or restricted by law.

In other areas of deregulation, the government has been backing out
of commercial banking. The foreign exchange market has recently
undergone deregulation. Exporters may n~w retain 40 percent of
their export proceeds. Privatization of government controlled
assets, after initially moving slowly, has generally proved
successful.

•



The study demonstrates that although more is needed in the way of
policy reform, a favorable economic policy environment now exists
in the Philippir/3s that will improve the chances of succ:ess in
reforming the capitell markets.

2. Private Sector Component - Recommend the private sector
component be given only one or two years' trial and then dropped if
unproductive.

Mi••ion'. R.spon•• : The Mission aqrees with adopting a trial
period for the private sector component. However, we feel that a
three-year period is more realistic given the complex nature of
certain project elements (for example, the automated exchange and
satting up an investors' information service) and the time required
to implement these activities fully. On page 13 of the PP, we have
incorporated the Bureau's advice by including a provision for a
trial period (years 'two through four) at tha end of which not only
will the operation of the activities be examined but also the
sustainability. Those elements that pro~a unproductive will be
dropped from further USAID support.

•
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FINANCIAL ANALYSIS
ANI)
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Annual Cash Flows (CF)

AN~YSES

A. FINANCIAL ANALYSIS

Financial viability studies were prepared by a Contractor for each
project element expected to generate revenue in order to determine
their sustainability after the life of the Project. These project
elements are the Information Access System at the Securities and
Exchange Commission under the Public Sector component and the
Automated Trading, Clearing and Settlements Systems for the stock
exchanges and the Market Information Services both to be
implemented by FINEX under the Private ~ector Component. In the
analysis of the viability of each of the .project elements, the
following general approach and procedures were taken:

1. Conc~ptualization of the overall framework of the services
being offered under each project element.

2. Preparation of cash flow projections for five years.

3. In preparing the cash flow proj ections, assumptions were
formulated based on:
o Capital outlays required to set up the system
o Operating revenues
o Operating expenses

4. Computed the internal rate of return (IRR) based on the annual
cash flows, using the following model :

., Funds Generated from Operations
Less Debt Service Requirements

Funds generated from operations were computed by deducting
operating expenses from gross revenues. Debt service requirements
refer to the annual payments of principal and interest. In
addition to the annual cash flows, the cash flow model also takes
into account the residual value of the assets at the end of the
projection period, as applicable. After determining the cash flows,
the Internal Rate of Return(IRR) is computed by obtaining the rate
at which the present value of annual cash flows will equal the
amount of investment. This is expressed in the following formula:

~ ~ ~
IRR •

where:

+
(l+IRR) 1

CF • Cash Flow
I • Invastment

+ I o • 0

The essential elements in computing the IRR are investments and
cash flows. Investments in this context refer to the equity
contribution of the stockholders. The viability analysis and
related detaile~ assumptions made and procedures adopted for each
relevant activity are discussed in the succeeding sections .

• •



Alternative B-2

Alternative B-1
,-

COMPONENT 1: PRIVATE SECTOR COMPONENT

A. Automated Trading, Clearing and Settlements System.

In determining the IRR for the automated trading, clearing and
settlements syste~s, two alterriative assumptions on the cost
of the system (software and hardware) and corresponding levels
of revenue were adopted. Alternative A uses cost estimates of
hardware and software based on the cost of an automated system
presently being considered by the Manila Stock Exchange.
Under this alternative, revenues are based on the planned
billing rate of MSE for the use o~terminals linked to the
system. The total capital outlay is assumed to be funded
entirely from equity contribution. Alternative B uses the
median of the lower and higher range of the cost of software
and the upper range for hardware cost provided by aU. S.
consulting firm. A higher billing rate was assumed for the
computation of revenue as this higher-priced system, it is
assumed, will be more advanced and sophisticated than the MSE
system. Under this alternative, two sets of computations of
the IRR we',.e made based on assumed sources of capital funding,
as follows:

assumes funding of capital outlays
entirely from equity contribution.

assumes 30' funding from long-term debt
and the balance from equity contribution.

Discussed below are various detailed assumptions relating to
capital outlays, revenues and expenses. Unless otherwise
specified, these assumptions equally apply to both
alternatives.

A.l COST OP HARDWARE AND SOPTWARE
As mentioned earlier, two alternative cost estimates were
obtained. .
A.l.1. Alternative A (syatem being developed for MSE) Total
cost of hardware and sof",ware is estimated at US$3.46 million
(P90 million), consisting of:

a. Automated trading, price inquiry,
and information system US$ 2,308,000

b. Automated clearing and settlements
system 1.154.000

Total

•

W 3:469. 009
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These costs are based on the actual cost of development of the
t.rading system for MSE by Equicom' Computer Center and the
contracted package cost for a clearing and settlements system
to be developed by a Japanese software company.

A.l.2 Alternative B (system to be acquired from the O.S.)

The cost of acquiring of software (licensed) from the United
States for the automated trading, clearing and settlements
sysltems would range from US$ 2.7 mil1.ion to $ 6.5 million and
the cost of the hardware would range from US$ 1.65 million to
US$ 2.05 million based on cost estimates provided by Phoenix
Associates, Inc. Under this alternative, the median for
software cost and the upper range for the hardware cost are
used in evaluating the viability of the Project.

A.2 Equity Contribution and Debt Financing

Equity contribution for Alternatives A and B-1 was computeli at
100 percent while that of Alternative B-2 was computed at 70
percent of total investment cost. The balance of the
investment cost of 30 percent for' Alternative B-2 is assumed
to be funded by debt. Total investment cost includes capital
outlay for other fixed assets and working capital requirements
in addition to the cost of hardware and software.

Capital Outlay for Other Pixed Assets

Cost of equipment, furniture, and fixtures necessary for the
operation, management, and maintenance of the fully automated
system were estimated based on current prices and assumptions
on the type of fixed assets required for the system. Total
cost is estimated at US$ 273,000 (P7,105,000).

A.2.2 Working Capital Requ~:cment

This is based on the total amount of operating expenses
incurred annually and is estimated at US$739,000 based on the
estimated total operating expenses for Year 1.

A.2.3 Long-Term Debt

As mentioned previously, 30 percent of the total capital
outlay under alternative B-2 will be financed through long
term debt. This is estimated at US$ 2,298,620. Interest
payments on the loan is computed at 23 percent over as-year
repayment period.

• •



A.3 POTENTIAL REVENUES OF THE AUTOMATED SYSTEMS - Revenues
were projected based on the following assumptions:

A.3.1 Rental of the terminals

Inquiry with the Manila Stock Exchange indicated that it would
be charging its brokers Pls,OOO per terminal per month. This
billing rate was adopted under Alternative A. For Alternative
B, however, a rate of P20,000 per terminal per month was
assumed based on the assumption that the automated systems to
be developed under the Proj ect wi,!l be more advanced and
sophis~icated than the MSE System. Using these billing rates
as the basis, and considering that there a~..e presently about
200 brokers from the two stock exchanges and assuming that two
terminals will be used by each broker, the fUlly automated
systems could generate P72 million or US$2.77 million annually
under Alternative A and P96 million annually or US$3'.69
million for Alternative B.

A.3.2 Lease of communication liner.

Communication lines can be linked to non-brokers (like
Reuters) to gain access to the automated systems. Again,
using the Manila Stock Exchange planned rate as basis, the
charge for this link is assumed to be $ 500 (P13,000) per
month or about P1S6,000 annually per non-broker client.
Conservatively, it is assumed that there will be an average of
100 non-broker clients for the duration of the projection
period. These may include Reuters, CISI, Central Bank, BAP
Information Credit, banks and other financial institutions,
news agencies, and financial analysts. Thus, this source of
revenue may generate for the company an average of P1S, 600,000
annually or US$600,000.

A.3.3 Clearing and settl.ments fee

Inquiries from banks reveal that they are charging P.90 per
transaction a day as clearing and settlements fee. using this
rate and assuming 2,000 transactions per day in Year 1 and 22
banking days per month, total revenue generated for Year 1
would be P475,200 'or U5$18,000. Assuming further that
transactions would increase by 1,000 annually, estimated
revenue would be as follows:

No. of Amount
I.ux Transactions US$

2 3,000 US$ 28,000.. 3 4,000 37,000
4 5,000 45,000
5 6,000 55,000

The revenues from clearing and settlements fee may appear to
be on the low side considering that the automated systems will



be much quicker and efficient than existing systems. For
purposes of this study, however, this rate was used for lack
0: a more objective basis at the present time.

A.4 PROJECTED OPERATING EXPENSES OF AUTOMATED SYSTEMS

The operating expenses of the automated systems are projected
based on the following assumptions:

A.4.1 General and Administrative ~enses

a. Corporate Executives Salaries

It is assumed that the new corporate vehicle will have the
following set of officers with the corresponding annual
salaries (amounts in thousands):

In
President/General Manager P
Treasurer
Controller/Finance Off.
EDP Manager/Operations

P

Pesos In
1,500
1,040

845
845

4,239

Dollars
$ 58

40
33
33

$ 164

b. Salaries 0f ~ank and File Personnel

The annual personnel salary cost is estimated as follows:

Administrative Off.
Accounting Manager
2 Technical assist.
3 Secretaries
2 Bookkeepers
Messenger/Driver

In Pesos In
P240,000

240,000
240,000
270,000
144,000

69.999
P, ]94,999

Dollars
$ 9,300

9,300
9,300

10,400
5,600
2,399

$ 46,290

c. In addition to the salaries of company personnel, the new
corporate vehicle will also hire the services of
technical specialists for the operation of the systems.
The appl±cable costs are estimated as follows:

Expatriate
Local

In Pesos In Dollars
lP,232,000 $ 432,000
1,2Q6.990 49.800

11,528.009 $ 481.809



7he expatriate techni~a! specialist will only be needed for
~he first two years of the estimated five-year life of the
system. Thus, the cost of the expatriate specialist will be
incurred in Years 1 and 2 only.

A.4.2 Other operating costs are f'.. ltimated as follows:

Office supplies and materials
Office rent
Wacer/Power/Comrnunication
Maintenance of the hardware
Janitorial services
Security services
Representation and travelling
Maintenance of office equipment
Maintenance of motor vehicle
Registration of motor vehicle

Equivalent in US Dollars

A.5 RESIDUAL VALUE

In Pesos.
P 250,000

200,000
300,000
150,000

60,000
100,000

90,000
30,000
50,000
20.000

P.259.000
S 47.000

Residual values represent the realizable value of the
automated systems at the end of the projection period. This
:i s computed at 50t of the original cost of software and
hardware plus the initiol working capital of $739,000, which
is assumed to remain intact at the end of Year 5. At the end
of Year 5, the automated trading, clearing and settlements
systems will have a residual value amounting to US$ 2,469,000
under Alternative A and $4,064,000 under Alternative B.

A.6 RESULTS or IO ANALYSIS

On the basis of the foregoing assumptions on capital outlays,
revenues and expenses, the IRR under each alternative will
range from 45 percent to 60 percent, as summarized below
(amounts in thousand US$). Supplement to this annex explores
ado:tional scenarios based on a sensitivity analysis.

Alternative
A B-1 B-2

Equit~' contribution ('.472) ($'.662) Ii. 363)
Annual Cash Flows
Year 1 2,648 3,571 2,751

2 2,658 3,581 2,761
3 3,099 4,022 3,202
4 3,108 4,031 3,211
5 5,586 8.194 7.284

IRR ( t) 59,77' 45.99' 52.58'
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A.7 CONCLUSIONS ON THE AUTOMATED MARKET OPERATIONS SYSTEM

As sho~n above, the !~R for the Proj~~t would be attractive to
potential investors considering tha~ the rate of return exceeds
the cost of debt which is estimate~ at 23 percent. The IRR will
range from 45 percent to 60 percent. The lowest rate represents
the return to investors using the cost estimates from the US and
assuming 100 percent equity funding. The middle rate uses the
same US cost estimates but assumes a debt mix of 30 percent.
The highest rate represents the return using the MSE cost
estimates and 100 percent equity capital contribution. It should
be noted that the system costs and annual cashflows as explained
above are based on broad estimates. To provide a more
c~nclusive indication of viability of the proposed autcr<lated
system, the preparation of a detailed feasibility study either
should be required prior to the completion of the final design
of the Project or as part of the project element relating to the
conduct of technical studies for the design and installation of
the automated systems. Another important issue to consider
which may impact on the project design is the automation of the
Manila Stock Exchange (MSE) by August 1992. It may be necessary
to establish whether the automated systems as envisioned in the
Project would merely provide improvement over the system
currently being installed at MSE or would replace it.

B.. ~T INFORMATION SER.VICE

As originally envisioned by in the project, FINEX will contract
the services of an information bure, u which will set up the
system for a fee. However, as explained in the Financial Plan,
it is assumed, for purposes of the viability analysis, that:

1. Funding will be given to FINEX in the form of a grant for
additional equity investment in the new corporate vehicle
which will own the automated trading, clearing and
settlements SyRtems.

2. The Market Information System will be linked to the automated
trading, clearing and settlements systems.

3. Only incremental costs and revenues will be considered in
determining the IRR, as it rray not be practicable to identify
and ~ivide the common costs between the two activities. In
any case,' the incremental cost/revenue basis may reasonably
provide an indication of the viability of this activity •
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On the basis of the estimated capital outlay and incremental
revenues and costs, the IRR over five years for the system is
co~p~ted at 24.23 perce~t, as shown below:

Capital Outlay
Annual Net Cash Inflow

Year 1
2
3
4
5

Internal Rate of Return

Amount
US$766,999

281,000
281,000
.281,000
281,000
281, 900
24,23'

The assumptions relating to the computation of the capital
outlays and annual cash flows arc discussed in the next section,

B.1 CAPITAL Ot1'1'LAy

This consists of the cost of acquiring the required computer
configuration, as follows:

In Pesels In DollarsDescription
1 communication server
2 mini-computers
Communication software
5 printers
50 communication lines
50 PC with modems
10 PC on a LAN
1 imaging system
1 disk subsystem
1 tape subsystem
Consumables (tapes, disks)

P 500,000
4,000,000
1,000,000

100,000
150,000

8,500,000
850,000

1,820,000
650,000
650,000

1. 040,000
18.220.000

US$ 19,230
153,850

38,460
3,850
5,770

326,900
32,700
70,000
25,000
25,000
40,000

US$700,760

The total capital outlay was estimated based on the assumption
that there will be 50 regular subscribers of information and 10
regular providers of raw data for manipula~ion, Included in the
50 regular subscribers are banks, investment houses, news
agencies, the Central Bank, BIR and the Department of Finance,
On the other hand, included in the 10 regular providers of raw
data are the SEC, the Automated Stock Market System, Centr~l

Bank, BIR, CISI, NSO, and other statistical information
providers.



B.2 ADDITIONAL OPERATING COSTS FOR THE I 'ARKET INFORMATION
SYSTEM

Annual incremental costs for the operation of the system are
estimated as follows:

In Pesos

Maintenance of the hardware
Power and communication
Supplies and materials

P 100,000
200,000
200.000

P SOO.OOO

The cost of obtaining market information is estimated at P10, 000
per month for every information-source entity. For purposes of
this study, it is assumed that there would be 10 providers for
which a total aunual cost of P1,200,000 would be incurred.

No provision for salaries of personnel was provided, on the
assumption that the personnel of the new corporate vehicle
handling the automated stocks exchange system will also handle
the operation of the investor information system.

B.3 PROJECTED REVEN1JE OP THE HARltET INPORKATZON SYSTEM

Revenue is estimated at P15,000-a-month per subscriber to the
investor information system. This is based on the monthly fee
that Manila Stock Exchange would be charging its brokers for the
use of the terminals in its new system. Thus, based on the
initial estimate of 50 regular subscribers, an annual gross
revenue of P9,000,000 is projected.

It is anticipated that potential revenues could be derived from
users of information who are not linked to the system as
subscribers. These are individuals or individual companies
which may directly obtain information from the system on an
infrequent basis for research and other uses. For purposes of
this study, the revenue derived from such sources has not been
considered as it may not pe practicable to do so within the
scope of this Study.

B.4 CONCLUSIONS ON '1'D MAJUtET INPOlUlATION SBRVICE

Overall, the IRR for the investor information system would be
high and attractive to any potential investor. This is computed
at 24 percent. This rate could possibly be higher considering
that potential revenues from individual users not linked to the
s}-·stem have not been considered. However, it should be
emphasized that this rate was derived based on incremental
revenues and expenses only. If this were a new venture
altogether and not linked with the automated system, additional
costs, particularly perRonnel costs, would be incurred, reducing
the resulting cashflows.



COMPONENT 2: PUBLIC SECTOR COMPONENT

A. Infnrmation Access System

The IRR for the informatir n accefS system for the SEC, and
consequf.;ntly its viability, was not determined for the following
reasons:

1. Under current SEC regUlations, information on companies
listed in the stock exchanges such as ~udited financial
statements are made available to the public at a minimal
fee (cost of reproduction). .. Informacion on unlisted
companies, when made available to the public, is also
charged with the same minimal fee.

2. Under the concept of an automated investor information
system (for the Private Sector), the SEC information
access system will be linked to the former as a source of
information. The SEC information access system may
possibly derive revenues from information provided to the
latter system, but such revenues may be minimal
considering the present SEC practice in this regard.
Also, there may be in effect a duplication of services
being offered by both the SEC and the private investor
information system if SEC also offers the same
information to the general public.

3. As the SEC has traditionally pro",rided certain information
to the public, it will continue to do so under an
automated system. It is reasonable to assume that the
cost of providing that service will continue tc receive
budget support from the GOP.

4. In all likelihood, the cost of maintaining public access
to the new system will be in excess of the revenue that
may be received from the public.

Thus, in view of the foregoing reasons, the viability of this
project element is not an issue, as it will continue to be
supported by the GOP.

A.l RBCORRBHT COST ANALYSIS

The Information Acc~ss System consists of the SEC's data base
relating to the registration and licensing of shares of. stock,
registration and issuance of commercial papers, investment
statistics and other relevant data which may be required by
prospective investors and the general public in setting up
businesses or evaluating investment opportunities. As mentioned
above, revenues that may be derived from such a system have not
been quantified, as information is provided to the public at a
minimal fee that covers the cost of reproduction. In lieu of
the IU which calls for the determination of revenues, the
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4.000
USSS1.590

5,500
8,000
8,000

recurrent c0sts were determined for this project element .
.a_-:nual recurrent costs are estimated at US$51, 500. These
consist of costs di!"ectly associate:d with the system operation
and upkeep of related facilities which are estimated as follows:

Amount
Salaries of EDP Personnel US$26,000
Imputed Cost of Space Utilized

by the System
Cost of Utilities
Cost of Supplies
Repairs and Maintenance of

Computer Hardware
Total

A.l.l Salaries of EDP Personnel

It is estimated that the E .C will maintain a complement of 10
personnel with corresponding monthly salaries as follows:

No. of .
Personnel Amount

System Analyst 1 P 10,000
Programmer 2 14,000
Data Controller 3 12,000
Data Entry Operator 3 12,000
Clerk .1 4.000

Total ..J..O. P 52.000

The above monthly salary costs are based on current salary rates
contained in the SEC Budget. On an annual basis, these costs
amount to US$26,000 (P676,000).

A.l.2 ~ute4 Cost of Office Space

The total area allotted for the BOP Center is assumed at 80 sq.
m. at a rental cost of P150!sq. m. monthly. Thus, the total
cost is estimated at P12, 000 monthly or P144, 000 annually
(equivalent to about US$5,500).

f'



A.l.3 Utilities, Supplies and Repairs and Maintenance

These are estimated based on SEC's budgeted costs for the EDP
unit as follows:

Rounded
Monthly Annual Off To

Utilities US$ 642 US$7,704 US$ a, 000
Supplies 142 7,704 a,ooo
Repairs and 319 3,828 4,QQQ
Maintenance

Totals ysS 1,603 USS9 ,23Q~ USS?O,OOO
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Capital Markets Development Project
Automated Trading, Clearing and Settlements System
Internal Rate of Return (IRR)
(Sensitivity Anatysis)

Rent per month = P15,OOO
No. of Terminals A B-1 B-2

1. 250 35.88% 17.41% 15.60%
2. 300 43.91 % 22.40% 22.20%
3. 350 48.81 % 24.61 % 25.17%
4. 400 59.78% 32.20% 35.29%

Rent per month = P20,OOO
No. ofTerminals A B-1 B-2

5. 250 49.22% 25.69% 26.57%
6 300 59.78% 32.20% 35.29%
7. 350 70.25% 38.63% 43.96%
8. 400 78.91 % 45.00% 52.59%

~



~

Capital·Markets Development Project
Automated Trading, Clearing and Settlements System
Internal Rate of Return (IRA)

Sensitivity Analysis 1 - 250 terminals at P15,OOO/mo/terminal

Terminal Rental 1,730.769 1.730,769 1,730.769 1,730,769 l,73O,76S
Other Revenues 618,000 628,000 637,000 646,000 655,000
Total Revenues 2,348,769 2,358,769 2,367,769 2,376)69-~385)5~f

Expenses 739,000 739.000 307,000 3~7,0-2.0__~Q?,00Q..

Netcashflow 1,609.769 1,619."169 2.060,769 2.069.769 2,078,.zp9

Terminal Rental 1,730,769 1,730,769 1,730,769 1,730,769 1,730,769
Other Revenues 618,000 628,000 637,000 646,000 655,000
Total Revenues 2,348,769 2,358,769 2,367,769 2,37E5,7u9--2,3es:769

Expenses 739,000 739,000 307,000 30~qQq_ ~~~O~

Netcashflow 1,609.769 1,619.769 ?,060,769 2.069,~~9 ~~7.~9

YR5YR4YR3YRl YR2
IRA

(4.472.000)
1.609,769
1,619,769
2,060.769
2,069,769
4.547.769

I 35.88%1

IAA
(7,662.000)
1,609,769
1.619,769
2,060,769
2.069.769
6.142.769

I 17.41%1

IRR
(5.363.000) Terminal Rental 1.730.769 1.730,769 1.;'30.769 1,730,769 1,730,769

789.769 Other Revenue 618,000 628,0(0 637.000 646,000 655,000
799.769 Total Revenues 2,348,769 2,358.769 2,367.769 2,376,769 2,385,769

1.240.769 Expenses 739,000 739,000 307,000 307,000 307,000
1,249,769 1,609,769 1,619,769 2.060,769 2,069,769 2,078,769
5,322,769 debt service -820000 -820000 -820000 -820000 -820000

I 15.60%1 net cashflow 7a9.769 799,769 1.240.769 1.249.i69~25e~j~~f

Net Cash Flow
o

1,609,769
1,619,769
2,060,769
2,069,769
6,142.769

IRR

Net Cash Flow
o

1,609,769
1,619,769
2,060,769
2,069,769
4,547,769

IRR

Net Cash Flow
o

789,769
799,769

1,240,769
1,249,769
5,322,769

IRR

Alternative A
Investment
(4,472,000)

YRl
YR2
YR3
YR4
YR5

Alternative B-1
Investment
(7,662,000)

YRl
YR2
YA3
YA4
YR:;

Alternative B-2
Investment
(5,363,000)

YRl
YR2
YA3
YR4
YA5

•
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Capital Markets Development Project
Automated Trading. Clearing and Settlements System
Internal Rate of Return (IRR)

Sensitivity Analysis 2 - 300 terminals at P15.ooo/moAerminai

AltemaUve A YRl YR2 YR3 YR4 YRS
Investment Net Cash Flow IRR
(4.412,000) 0 (4,472.000) Terminal Rental 2,076,923 2,076,923 2,076,923 2,076,923 2,076,923

YAl 1,955,923 1,955,923 OtherRevenues 618,000 628,000 637,000 646,000 655,000
YR2 1,965,923 1,965,923 Total Revenues 2,694,923 2,704,923 2,713,923 2,722.~23 2,731,923
YR3 2,406;923 2,406,923 Expenses 739,000 739,000 307,000 307,000 307,000
YR4 2,415,923 2,415,923 Net cashflow 1,955,923 1,965,923 2,406,923 ~1~,92~ 2,424,-923
~ ~~~ ~~~ -

IRR I 43.91 %I
Alternative B-1

Investment Net Cash Flow IRR
(7,662,000) 0 (7,662,000) Terminal Rental 2,076,923 2,076,923 2,076.923 2,076,923 2,076,923

YAl 1,955,923 1,955,923 Other Revenues 618,000 628,000 637,000 646,000 655,000
YR2 1,965,923 1,965,923 Total Revenues 2,694,923 2,704,923 2,713,923 2,722,923 2,731,923-
YR3 2,406,923 2,406,923 Expenses 739,000 739,000 307.000 307,000 307,~90

YR4 2,415,923 2,415,923 Net cashflow 1,955,923 1,965,923 2,406,923 2,415,923 2~~23

YA5 6,488,923 6.488.923
IRR I 22.40%I

Alternative B-2
Investment Net Cash Flow IRR
(5,363,000) 0 (5,363,000) Terminal Rental 2,076.923 2,076,923 2,076,923 2,076,923 2,076,923

YRl 1,135,923 1,135,923 Other Revenue 618,000 628,000 637.000 646,000 655,000
YR2 1,145,923 1,145,923 To<al Revenues 2,694,923 2,704,923 2,713,923 2,722,923 2,731,923
YR3 1,586,923 1,586,923 Expenses 739,000 739,000 307,000 307,000 307,~Q!!-

YR4 1,595,923 1,595,923 1,955,923 1,965,923 2,406,92a 2,415,923 2,424,923
YA5 5,668,923 5,668,923 debt service (820,000) (820,000) (820,000) (820,OOO.l-.@20,QQQl

IAA I 22.20%I net cashflow 1,135,923 1,145,923 1.586,923 1,595,923 1,604,9.23

..

I'
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capital Markets Development Project
Automated Trading, Clearing and Settlements System .
Internal Rate of Return (IRA)

Sens.~~ity Analysis 3 - 350 terminals at P15,OOO/mo"erminal

Alternative A YAl YA2 YA3 YR4 YRS
Investment Net Cash Flow IRA
(4,472,000) 0 (4,472,000) Terminal Rental 2,423,077 2,423,077 2,423,077 1,730,769 1,730,769

YRl 2,302,017 2,302,017 Other Revenues 618,000 628,000 637,000 646,000 655,000
YR2 2,312,017 2,312,017 Total Revenues 3,041,077 3,051,077 3,060,077 2,376,769 2,385,769
YAa 2,753.017 2,753,017 Expenses 739,000 739,000 307,cnO 307,000 307,000
YA4 2,069,769 2,069,769 Net cashflow 2,302,077 2,312.077 2,753,On 2,069,769 2,078,"(§9
YR5 4,547,769 4,547,769

IAA , 48.81%1

Alternative B-1
Investment Net Cash Flow IRR
(7,662,000) ° (7,662,000) Terminal Rental 2,423,077 2,423,077 2,423,077 1,730,769 1,730,769

YAl 2,302,017 2,302,077 Other Revenues 618,000 628,000 637,000 646,000 655,000
YA2 2,312,017 2,312,077 Total Revenues 3,041,077 3,051,077 3,060,077 2,376,769 2,385)69
YA3 2,753,017 2,753,077 Expenses 739,000 739,000 307,000 307,000 307,000
YR4 2,069,769 2,069,769 Net cashflo_w _ 2.302,077 ~~2.077 2.753.077 2,069,769 2,078,769
YR5 6,142,769 6,142,769

IRR I 24.61%1

Alternative B-2
Investment Net Cash Flow IRR
(5,363,000) 0 (5,363,000) Terminal Rental 2,423,077 2,423,017 2,423,077 1,730,769 1,730,769

YRl 1,482,077 1,482,077 Other Revenue 618,000 628,000 637,000 646,000 655,000
YR2 1,492,077 1,492,077 Total Revenues 3,041,077 3,051,077 3,060,077 2,376,769 2,385,769
YR3 1,933,077 1,933,077 Expenses 739,000 739,000 307,000 307,000 307,000
YR4 1,249,769 1,249,769 2,302,077 2,312,077 2,753,077 2,069,769 2,078,769
YR!j 5,322,769 5,322,769 debt seNice (820,000) (820,000) (820,000) (820,OOQL. {820,09.Ql

IRA I 25.17%\ net cashflow 1,482,017 1,492,077 1,933,077 1,249,769 1,258!7~
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Capital Markets Development Project
Automated Trading, Clearing and Settlements System
Internal Rate of Return (IRR)

: Sensitivity Analysis 4 - 400 terminals at P15,ooo/rno"erminal

Alternative A YRl YR2 YR3 YR4 VR5
Investment Net Cash Flow IRR
(4,472,000) 0 (4,472,000) Teminal Rental 2,769,231 2,769,231 2,769,231 2,769,231 2,769,231

YRl 2,648,231 2,648,231 Other Revenues 618,000 628,000 637,000 646,000 655,000
YR2 2,658,231 2,658,231 Tmal Revenues 3,387,231 3,397,231 3,406,231 3,415,231 3,424,2ST
YR3 3,099,231 3,099,231 Expenses 739,000 739,000 307,000 307,000 307,000
YR4 3,108,231 3,108,231 Net cashflow 2,648,231 2,658,231 3,099,231 3,1 08,231 3,l17~?3T

YR5 5,586,231 5,586,231
IRA ~9.78%1

Alternative B-1
Investment Net Cash Flow IRR
(7,662,000) 0 (7,662,000) Terminal Rental 2,769,231 2,769,231 2,769,231 2,769,231 2,769,231

YRl 2,648,231 2,648,231 Other Revenues 618,000 628,000 637,000 646,000 655,000
YR2 2,658,231 2,658,231 Total Revenues 3,387,231 3,397,231 3,406,231 3,415,231 3,424,23T
YR3 3,099,231 3,099,231 Expenses 739,000 739,000 307,000 307,000 307,000
YR4 3,108,231 3,108,231 Net cashflow 2,648,231 2,658,231 3,099,231 3,108,231 3,117,~31

YR5 7,181,231 7,181,231
IRR I 32.20~

Alternative B-2
Investment Net Cash Flow IRR
(5,363,000) 0 (5,363,000) TerminaJ Rental 2,769,231 2,769,231 2,769,231 2,769,231 2,769,231

YRl 1,828,231 1,828,231 Other Revenue 618,000 628,000 637,000 646,000 655,09~

YR2 1,838,231 1,838,231 Total Revenues 3,387,231 3,397,231 3,406,231 3,415,231 3,424,231
YR3 2,279,231 2,279,231 Expenses 739,000 739,000 307,000 307,000 307,000
YR4 2,288,231 2,288,231 2,648,231 2,658,231 3,099,231 3,108,231 3,117,23T
YRS 6,361,231 6,361,231 debt service ~820:000) ~820,OOO) ~820,ooo) ~820,OQQLi~2(l,0Q.Ql

IRR I 35.29%1 net cashflow 1 828 231 1 838,231 2 279,231 2 288,231 2,297,231



B. PRIVATE SECTOR COMPONENT

1. IMPLEMENTATION VEHICLE

In selecting a Project Implementor for the Private Sector component
of the Project, the Financial Executives Institute of the
Philippines (FINEX) was preferred over other financial
organizations which had also been considered by USAID, such as the
Bankers Association of the Philippines (RAP), and the Investment
Houses Association of the Philippines (IRAP). This preference is
based on the consideration that the membership of FlNEX extends to
the entire financial community and not just confined to specialized
activities like commercial banking or investment houses. Moreover,
FINEX chairs the Capital Markets Development Council.

A review of the organization and financial system of FINEX is
presented in Appendix B to this report. (Appendix B is not
included in this am~ex but a copy is maintained in the official
project file.)

The Study Team assessed that FlNEX possessed several advantages as
the potential 1.mplementing agency. Foremost of these advantages is
that this non-government organization has a membership' roster of
over 500 individuals, representing for the most part the chief
financial officers of leading corporations in the Philippines and
ranking officers of major financial institutions. FlNEX is a
highly respected institution in the country and possesses a high
level ot credibility in the business community. Of equal
importance, FlNEX has spearheaded in recent years the movement
~oward the development ot capital markets in the country. FlNEX,
in 1991, to~ed a Capital Markets Development Committee which was
the catalyst in the later establishment (in November 1991) of the
Capital Markets Development Council, a forum consisting of very
senior executives in both the public and private sectors involved
in developing the Philippine Capital Markets.

FIlJEX, however, is not without its disadvantages as the Private
Sector component's implementing agency. The Institute is a
professional association of financial executives and, as such, it
is a volunteer organization. Its set of officers generally changes
every year, and therefore the Institute does not have permanent
personnel. Its primary source of revenue is dues collected from
its members, and its major disbursements are for salaries of its
secretariat, and cost of membership programs, meetings and

_. fellowships.·· As' an organization," the experience of FINEX in
big-scale undertakings is limited.

In its present form, the F1.NEX organization is not capable of
administering a project of the magnitude of CMDP. However, with
proper.design and staffing by qualified personnel, the creation of
a separate Proje~t Team to act as the administrative vehicle for
the Private Sector component would overcome current deficiencies in
the FINEX organization to implement the Project. Similarly, the
existing contracting c&pability and disbursement capability of

• •



FINEX were assessed to be limited in terms of implementing a
proj ect of this nature. Specifi.c recommendations for strengthening

. these capabilities are pres~nted in later sections of this Report.

2. FINEX OR FINEX FOUNDATION

The issue of selecting between FINEX and the FINEX Foundation as
the implementing agency was also evaluated. The FINEX Foundation
serves as the research arm of FINEX and is involved in providing
grants for scientific research and development work. The
Foundation's funds are provided by FINEX. Also, the Foundation's
members are selected from the members of 'the FINEX organization.

Based on the Study Team's review, ~here were no significant
differences between FINEX and the FINEX Foundation that would favor
the selection of 'the Foundation as the proposed Project's
implementing agency. On the contrary, the following disadvantages
were identified:

o FINEX has a larger membership body than the Foundation.

o The FINEX Board meets more regularly than does the Foundation
Beard; and,

o FINEX has an established source of revenue (membership dues,
etc.) in contrast to the Foundation which obtains its funds
from FINEX itself.

With these disadvantages, it is preferable to use FINEX itself as
the implementing agency rather than the FINEX Foundation.

A first step in the use of FINEX as the project's implementing
agency is the registration ot FINEX as a Private Voluntary
Organization (PVO) with USAID. At present, FINEX is not a
registered PVO with USAID, and it is necessary that it register in
order for it to qualify for project funding as PVO.

3 • IMPLEMENTATION ORGANIZATIONAL STRUCTtJRB

As explained earlier, FINEX itself does not have the organizati~nal

machinery to implement a project of the magnitude of the ~roject.

It is therefore neces.ary to create a suitable organization for
this purpo... The important features of this organizational

. structure are discussed.in the succeeding subsections.

a. FINEX Project Implementation committee

As mentioned earlier, it is recommended that a separate project
Team be created to.administer and manage the implementation of the
project's Private Sector component. In the organization of the
project Team, the non-permanent nature of the tenure of the FINBX
Board of Directors should be given consideration.

• •



Capital Markets Development Project
A~ornated1raorl9, Clearing and Settlements System
Internal Rate of Return (IRR)

• Sensitivity Analysis 5 - 250 terminals at P20,ooo/mo/lerminal

YAl YA2 YA3 YA4 YA5

Terminal Rental 2,307,692 2,307,692 2,307,692 2,307,692 2,307,692
Other Revenues 618,000 528,000 637,000 646,000 655,000
Total Revenues 2,925,692 2,935,6d~ 2,944,692 2,953,692 2:962,692

ExpenS&3 739,000 739,000 307,000 307,~ 307,~OO

Net cashflow 2.1~6~ _2.196,692 2.6E§92_ 2,646.692 2.655-L~92

2,307,692
655,000

2,962,692
307,000

2,655,6-92

Terminal Rental 2,307,692 2,307,692 2,307,692 2,307,692
Other Revenues 618,000 628,000 637,000 646,000
Total Revenues 2,925,692 2,935,6!)2 2,944,692 2,953,692

Expenses 739,000 739,000 307,000 307,000
Net cashflow 2,186,692 2,196,692 2,637,692_ 2.64§.692

IRA
(4,472,000)
2,186,692
2,196,692
2.637,692
2,646,692
5,124,692

I 49·22%1

IRA
(7,662,000)
2,186,692
2,196,692
2,637,692
2,646,692
6,719,692

I 25.690/0]

IRR
(5,363,000) Terminal Rental 2,307,692 2,307,692 2,307,692 2,307',692 2,307,692
1,366,692 Other Revenue 618,000 628,000 637,000 646,000 655,000
1,376,692 Total Revenues 2,925,692 2,935,692 2,944,692 2,953,692-2,962,692
1,817,692 Expenses 739,000 739,000 307,000 307,0_~ 307,00Q.
1,826,692 2,166,692 2,196,692 2,637,692 2,646,692 2,655,692
5,899,692 debt service -820000 OOסס82- -820000 -820000 -820000

I 26.57%1 netcashflow 1,366,692 1,376,692 1,817,692 1.826.692 1.835)6~2

Net Cash Flow
o

1,366,692
1,376,692
1,817,692
1,826,692
5,899,692

IRR

Net Cash Flow
o

2,186,692
2,196,692
2,637,692
2,646,692
6,719,692

IRR

Net Cash flow
o

2,l86,69'l
2,196,692
2,637,692
2,646,692
5,124,692

IRR

Alternative B-2
Investment
(5,363,000)

YRl
YR2
YA3
YR4
YR5

Alternative B-1
Investment
(7,662,000)

YRl
YR2
YR3
YR4
YR5

Alternative A
Investment
(4,472,000)

YRl
YR2
YR3
YR4
YR5

----~;j



Capital Markets Development Project
Automated Trading, Crearing and Settlements System
Internal Rate of Return (IRR)

Sensitivity Analysis 6 - 300 terminals at P20,OOO/mo/lerminal

Alternative A VAl YR2 YR3 YR4 YRS
Investment Net Cash Flow IRR
(4,472,000) 0 (4,472,000) Terminal Rental 2,769,231 2,769,231 2,769,231 2,769,231 2,769,231

• YRl 2,648,231 2,648,231 Other Revenues 618,000 628,000 637,000 646,000 655,000
YA2 2,658,231 2,658,231 Total Revenues 3,a87,23l 3,397,231 3,406,~31 3.415,231--3~42(23f
YA3 3,099,231 3,099.231 Expenses 739,000 739,000 307,000 307,000 307,000
YA4 3,108,231 3,108.231 Net cashflow 2,648.231 2.658.231 3.099.231 3, fc~·g3T-;r117;~.3I
YA5 5.586,231 5,586.231

IRR I 59,78%1

• Alternative B-1
Investment Net Cash Flow IRR
(7,662,000) 0 (7,662,000) Terminal Rental 2,769,231 2,769,231 2,769,231 2,769,231 2,769,231 .

YAl 2,648,231 2,648,231 Other Revenues 618,000 628,000 637,000 646,000 655,000
YR2 2,658,231 2,658.231 Total Revenues 3,387,231 3,397,231 3,406,231 3,415,2313-:-42~231
YA3 3,099.231 3,099.231 Expenses 739,000 739,000 307,000 307,000 307,000
YA4 3,108.231 3,108,231 Net cashflow 2,648,231 2,658.231 3.099,231 3,100,231 ~j17:2~(
YA5 7.181.231 7,181,231

IAR I 32.20%1

~
./-

Alternative B-2
Investment
(5,363,000)

YAl
YA2
YR3
YR4
YR5

Net Cash Flow
o

1,828,231
1,838,231
2,279,231
2,288,231
6,361,231

IRR

IRR
(5,363,000) Terminal Rental 2,769,231 2,769,231 2,769,231 2,769,231 2,769,231
1,828,231 Other Revenue 618,000 628,000 637,000 646,000 65J,OOO
1,838,231 Total Revenues 3,387,231 3,397,231 3,406,231 3,415,231 3,424,231
2,279,231 _ Expenses 739,000 739,000 307,000 307.~9_0_1.Q7,qq9_

2,288,231 2,648,231 2,658,231 3,099,231 3,108,231 3,117,231
6,361,231 debt service (820,000) (820,000) (820,000) i8~Q.!go_C?L .{8~q,OqQ1

I 35.29% 1 net cashflow 1,828,231 1,838,231 2,279,231 2~~2~1_ 2~7L~~L



Capital Markets Development Project
Automated Trading, Clearing and Settlements System
Internal Rate of Return (IRR)

Sensitivity Analysis 7 - 350 terminals at P20,OOO/moJ1erminal

Alternative A YRl YR2 YR3 YR4 YA5
Investment Net Cash Flow IRR
(4,472,000) 0 (4,472,000) Terminal Rental 3,230,769 3,230,769 3,230,769 3,230,769 3,230,769

VRl 3,109,769 3,109,769 Other Revenues 618,000 628,000 637,000 646,000 655,000
VR2 3,119,.769 3,119,769 Total Revenues 3,848,769 3,858,769 3,867,769 3,876:769-- 3~885:769-
VR3 3,560,769 3,560,769 Expenses 739,000 739,000 307,000 307,000 307,000
VR4 3,569,769 3,569,769 Net cashflow 3,109,769 3,119,769 3,560,769 3,569,7.~-= gL5n3~7?~_
VR5 6,047,769 6,047,769

IRR I 70.25%1

•
Alternative B-1

Investment Net Cash Flow IRR
(7,662,000) 0 (7,662,000) Terminal Rental 3,230,769 3,22("769 3,230,769 3,230,769 3,230,769

YRl 3,109,769 3,109,769 Other Revenues 618,000 628,000 637,000 646,000 655,000
YA2 3,119,769 3,119,769 Total Revenues 3,848,769 3,858,769 3,867,769 3,876,769 3,885,769

• YR3 3,5oo,76J 3,560,769 Expenses 739,000 739,000 307,000 307,000 307,000
VR4 3,569,769 3,569,769 Net cashflow 3,109,769 3,119,769 3,560,769 3,569.7693,578~j~9

VAS 7,642,769 7,642,769
IRR I 38.63%1

------y

Alternative B-2
Investment
(5,363,000)

VRl
VR2
VR3
VA4
VR5

Net Cash Flow
o

2,289,769
2,299,769
2,740,769
2,749,769
6,822,769

IRR

IRR
(5,363,000) Terminal Rental 3,230,769 3,230,769 3,230,769 3,230,769 3,230,769
2,289,769 Other Revenue 618,000 628,000 637,000 646,000 655,000
2,299,769 Total Revenues 3,848,769 3,858,769 3,867,769 3,876~769·-:fEf85.769

2,740,769 Expenses 739,000 739,000 307,000 307,Q09__~9!,P~Q_

2,749,769 3,109,769 3,119,769 3,560,769 3,569,769 3,578.769
6,822,769 . debt service (820,000) (820,000) (820,000) ~20,~.Q0LJ~20.009)

I 43.96%1 netcashflow 2,289,769 2,299,769 2,740,769 2,7~769 2~l69



Capital Markets Development Project
Automated Trading, Clearing and Settlements System
Internal Rate of Return (IRR)

Sensitivity Analysis 8 - 400 terminals at P20,ooO/mo"erminal

,v

~J
"-

Alternative A YRl YR2 YR3 YR4 YR5
Investment Net Cash Flow IRR
(4,472,000) 0 (4,472,000) Terminal Rental 3,692,308 3,692,308 3,692,308 3,:32,308 3,692,308

YAl 3,571,308 3,571,308 Other Revenues 618,000 628,000 637,000 646,000 655,000
YR2 3,581,3re 3,581,308 Total Revenues 4,310,308 4,320,308 4,329,308 4,338,300--.t,34j~30i3"

YA3" 4,022,308 4,022,308 Expenses 739,000 739,000 307,000 307,000 307,000
YR4 4,031,308 4,031,308 Net cashflow 3,571,308 3,581,308 4,022,308 4,031~3P~ __ i(H~~3_6J3_
YR5 6,509,308 6,509,308

IRR I 78.91%1

Alternative B-1
Investment Net Cash Flow IRA
(7,662,000) 0 (7,662,000) Terminal Rental 3,692,308 3,692,308 3,692,308 3,692,308 3,692,308

YAl 3,571,308 3,571,308 Other Revenues 618,000 628,000 637,000 646,000 655,000
YR2 3,581,306 3,581,308 Total Revenues 4,310,308 4,320,308 4,329,308 4,3"38,308-{347~308·

YA3 4,022,306 4,022,308 Expenses 739,000 739,000 307,000 307,000 307,000
YA4 4,031,308 4,031,308 Net cashflow 3,571,308 3,581 ,3OC 4,022,308 4,031,398 4,9~ti",-~g[

• YA5 8,104,308 8,104,308
iRA I 45.00%1

Alternative B-2
Investment Net Cash Flow IAA

• YAl
(5,363,000) 0 (5,363,000) Terminal Rental 3,692,308 3,692,308 3,692,308 3,692,308 3,692,308

2,751,308 2,751,308 Other Revenue 618,000 628,000 637,000 646,000 655,000
YR2

'-

2,761,308 Tetal Revenues 4,310,308 4,320,308 4,329,308 4,33f(300~47,3082,761,308
YR3 3,202,308 3,202,308 Expenses 739,000 739,000 307,000 307,000 307,000
YA4 3,211,308 3,211,308 3,571,308 3,581,308 4,022,308 4,031,308 4,040:308
YR5 7,284,308 7,284,308 debt seMce ~820:000) ~820,000) ~820,OOO) ~820,009L"~20,Q9Ql

IRR I 52.59%1 net cashflow 2751 308 2761,308 3202,308 3 211 ,~~ 3,220L3p8



Capital Markets Development Project
Summary Cost Estimates and Financial Plan

(US$OOO)

~

Table 1. Annex E

~/
r
~

•

•

USAID GRANT
' --=.-

------------
TOTAL TOTAL

PROJECT ELEMENTS LC fX USAID GOP

-- FINEX

1. PUBLIC SECTOR COMPONENT 3,157 4,850 8,007 4,50~_

Technical specialists/advisers 790 2,176 2,966 38
Commodities 437 1,479 1,916 269
Information access 0 880 880
Policy reform 372 0 372 16
Training and education 497 315 812 230
Institutional support 1,061 0 1,061 3,947

f----

2. PRIVATE SECTOR COMPONENT 4,093 900 4,993 9,i50

Technical studies 8 420 428
Challenge grant 1,000 0 1,000 9,000
Investor information semC8S 869 0 869 •
Policy reform 308 0 308
Training, education, and research 1,201 480 1,681 750
Institution b(jldng 707 0 707

3. MONITORING, EVALUATION & AUOIl 200 300 500 0

Total 7,450 6,050 13,500 14,250

-., TOTAL
lOP

COSTS

12,507

14,743

500

27.750



I
Capital Markets Development Project

Projection of expenditures
Br Fiscal Year and by Project Element

(US$OOO)

Table 2. Annex E

•

/ ./
\,)\

USAlD G!fANT=-'o - --
Pf1I3 1-"I1M rns ._-t:,!96 FY97

TOTAL TOTAL
PROJECT B.EMENTS LC FX LC FX LC FX LC FX lC FX LC FX USAID GOP

_. . - -I-. - - - . - -

1. PUBUC SECTOR COMPONENT 284 383 1,219 1.1ii 693 2:271 524 543 437 540 3.157 __4.~~ __ a,out - ·~,500

TechnJcaI spedalistsiadvisers 47 195 129 537 ~:8 544 185 400 231 500 790 2,176 2.966 38
Cc:Immodtills 0 0 437 58 0 1,421 0 0 0 0 437 1,479 1,916 269
~IICCeSS 0 176 0 484 0 220 0 0 0 0 0 880 aeo
Poley IWIonn 5 0 15 0 93 0 115 0 144 0 372 0 372 16
TrM*1g Ind educatim 20 12 55 34 137 86 223 143 62 40 497 315 812 230
ttedklaoNl support 212 0 583 0 265 0 1 0 0 0 1,061 0 1,061 3,947

2. PfiYATE SECTOR COMPONENl 585 453 2.104 172 932 107 281 U6 211 72 4.093 f--~ ~-~.9~~ -~9.?~

TechnlcalltUdln 2 333 6 76 0 12 0
~ f

0 0 a 420 428
a1aIInge grant 0 0 1,000 0 0 0 0 0 0 1.000 0 1,000 9,000
m-tor Infonnatlon seMces J 0 216 0 651 0 0 0 0 0 869 0 869
Poley nIIonn 77 0 61 0 62 0 62 0 46 0 306 0 306
TrUti'1g. education, end research 263 120 690 96 90 96 90 96 68 72 1,201 480 1,681 750
lnatilution buidlng 223 0 129 0 129 0 129 0 97 0 707 0 707

3. MONrTOfING. EVALUATION 0 0 100 0 0 150 100 0 0 150 200 300 ·--500 - _. - ti

and AUDIT f--- -- - _.- .- -- .-

Total 8411 838 3423 1285 1625 2.528 1105 6311 648 762 '7450 6050 13500 14250_.- _.-

TOTAl1
lOP

COSTS

12,507

5.Al03

soo

t~H)



ANNEX F

SOCXAL SOUNDNESS ANALYSIS



•

D.SCCIAL scm: l;ESS ANALYSIS

Background

The Philippine capital market, although fairly well established,
has not been an effective and efficient mechanism for raising
corporate funds. The securities market segment lacks both depth
and breadth a j suffers from liquidity problems, thus,
constraining its growth and efficiency. Though stock market
activity has increased significantly over the past years, trading
breadth ;8 still lacking with heavy concentration of trading in a
relative~y few issues. The limited supp!y of equity issues on the
other hand, results from several critical factors including cheaper
alternative fund sources, reluctance of family-owned corporations
to dilute ownership and control, along with the associated aversion
to disclose company information. Demand for securities remains
limited because of the lack of investor confidence in the system.
The public appears generally uninformed about securities
investments and appears wary of past episodes of speculation and
abuses due to il ider trading. Moreover, there is a perceived
dearth of profe&~iona~ money managers who can attract funds for
management and investment in equities. At the operational level
the primary problem faced by the stclck exchanges is the lack of
liquidity. Volumes traded remain low because of inefficiencies in
order execution, excessive turn-around time, high transactions
costs, lack of safe and efficiently managed securities accounts
available with brokers and the public's distrust in brokers'
behavior.

The proposed project attempts to respond to the need to develop
the securities markets into a more viable mechanism for raising
capital funds for private enterprise. At a more specific level,
the project aims to improve the quality and transparency of
information available to the investing public and other capital
market participants in order to instill renewed investor confidence
in the business environment. Expected project activities include:
advocacy program for financial policy reform through a non
governmen organization (NGO), technical studies leading to
automation of stock market trading, clearing, settlements and
investor information system, enhancement of professional, in-house
training and automation capability within tp~ Securities and
Exchange Commibsion (SEC), administrative reforms in SEC's rules
and administrati~e mechanisms in relation to its regulatory
functions, and provision of training, education and investor
information services. These activities involve various degrees of
organizational and financial innovations which have important
sociocultural implications with respect to implementation as well
as eventual success of the project.

The Social Context

In order to have an understanding of the socia-cultural
environment within which the project elements will operate, the
major stakeholders in the development of the capital market must
first be identified.



•

Structurally, the securities segment of the Philippine capital
marke~ is compri ~d of tr.e following:

1) A regulatory agency which is empowered by law to oversee the
securities industry and to protect the investor;

2) A professional securities industry which includes brokers,
securities affiliates of commercial banks, universal banks
and investment houses (institutional investors);

3) Stock exchanges;
4) Clearing and registration facilities; and
5) Professional industry associatio~~.

In addition to these groups, the investing public who may not be
formally affiliated with institutional investors should be
included. Each of these entities or groups has its own interests
or agenda which may parallel or conflict with one another, and
which may be affected by innovations in the system. The focal
point in the system are the two operating exchanges, the Makati and
the Manila Exchanges. The two exchanges are independent of each
other but trade and list the same securities. The Manila Exchange
is the larger and more active of the two. Each stock exchange has
membership seats which are owned and held by members, with each
member, whether individual or corporate, entitled to one seat ..

Market regulatory functions are performed by the SEC. Under its
legal mandate, the SEC monitors the operation of the stock
exchanges, the over-the-counter market and all fiar.3 and
individuals engaged in the securities industry to insure compliance
with the securities law. The SEC is also primarily responsible for
preventing exploitation of the public by unscrupulous traders. The
SEC has likewise been given quasi-judicial powers, enabling it to
mediate corporate disputes. In addition to these functions, the
Commission also acts as the registrar of companies to enforce the
companies law and keep public records of all company information.

There are about seventy (70) brokers/dealers, although the bulk of
the trading volume is accounted for by fewer than 25 brokers.
Securities brokers/dealers are in general small enterprises, with
many of them operating as individual proprietorshipe. Meanwhile,
all stockbroker/members of the exchanges are also licensed dealers.
The brokers/dealers are organized into the Philippine Association
of Securities Brokers and Dealers, Inc. (PASBDI). The association
represents the brokerage industry in matters affecting members'
interests.

Clearing of securities transactions is done through two different
banks: the Equitable Bank Corporation for the Manila exchange and
the Rizal Commercial Bank Corporation for the Makati exchange.
There are a number of firms, including accounting firms and banks,
which act as transfer agents for issuance of certificates to new
owners and cancellation of certificates sold. Since the clearing
and settlement system is not fUlly automated, the system is subject
to overload and delay during periods of heavy volume of
transactions .
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Characteristics of Groups and their Attitudes toward Change and
Innovation

A. The Stock Exchanaes

The exchanges have previously been operated more like "clubs" ~han

as independent professionally-managed businesses. The predomiuant
mode of operations and leal'ning has been through handing down of
"understandings" and traditional patterns of work from person to
person and generation to generation. This has created the
perception of a II closed II sYf;tem that has remained impervious to
change. Also, the prevalence of ethnic networks and family fi~s

has slowed the emergence of systematic professional development and
training initiatives . Apparently, the system still l~erves the
interests of "club" members SI:> that it is no~l for th'.:.:l to favor
existing arrangements over new approaches or major system changes.

The distribution of power among the market players has likewise
tended to inhibit reforms. Leadership roles are concentrated among
a small number of dominant groups on one hand, whereas minority
power is distributed among many smaller groups, on the other.
These groups seem to have an info~l ag~eement that leaders can
follow their own plans as long as smaller groups are not threatened
by them.

The~e characteristics can be serious potential obstacles to
introduction of improvements and innovations into the system.
However, earlier reviews indicate that the exchanges are in fact
open to refo~s. The major forces behind the exchanges have been
considering serious changes that will improve the efficiency of the
exchanges. Among the changes envisioned by these sectors include
automation, unification/integration of the exchanges, linkages with
SEC information systems, revision of listing rules and more
productive contact with the government and the investing public.
In line with these planned changes, the exchanges appear to be
already in various stages of studying and acting on the various
components of the change process.

However, the two exchanges have expressed disi.nclinat.~,on to merge,
particularly if the merger were to be decreed l~y the SEC. But both
eXChanges, as well as the SEC, agree on the need for automation and
modernization, and that some integration between the two exchanges
is necessary.

In May 1992, the preliminary legal docnments for the establishment
of a Philippine Stock Exchange (PSE) were finalized and signed by
the Presidents of both the Makati and Manila Stock Exchanges
agreeing to an eventual merger in cooperation with the SEC.
Although the agreement to merge and even collapse operations into
the new Philippine Stock Exchange exists, a significant amount of
study on operationalizing such an activi:y still has to be carried
out. The SEC has taken on the responsibility for conducting this
study.

It may be noted that the Manila exchange has already installed a
computerized Real-Time Reporting System which provides its members
and subs~ribers information on movements in the trading floor and



ready ,access to other market information. Although the system is
still :~imited, this is a concrete indication of their"readiness to
adopt modern automated systems.

B. !~.D~lrers IDea' ers

The brc,kerage group is regarded with some prejudice by the
investing public, mainly because of past scandals and losses caused
by undue speculation. In addition, few brokerage firms have
rese::".rcr.. capabilities such that their market opinions are less
professionally developed tran in more advanced markets. The lack
of resea.rch induces the sm::...ll circle sy:ldrome \I,hich often leads to
insider trading.

The broke'rs/dealers group are among the primary beneficiaries, even
if they cmly provide critical support. The brokers/dealers stand
as primary beneficiaries of the investors' information system which
will be developed with project funds. Fortunately, there appears
to be no significant negative reactions toward proposed project
activitie:s from the individual brokers/dealers themselves. Their
support i:s critical in building a stronger foundation for public
sector-pr:tvate sector cooperation and interaction in the capital
markets system.

C. Familv Businesses

The preva:Lence of family owned companies in the Philippines,
especially among the Chinese business community has been associated
with diffil::ulties in reforming the capital market. Drawing from a
1966 study of Filipino entrepreneurs prepared by John Carroll, the
family firm, as found in the Philippines, is basically
characteri:~ed by the premium placed on control of the firm.
Carroll observed that control of the maj or decisions of the
enterprise is desired by practically all entrepreneurs in order to
protect their investments, and probably also as one of the
psychological rewards of entrepreneurship itself. Majority of
entrepreneu.rs attempt to control policy by means of maj ority
ownership :Ln the enterprise, ei ther in their own names or as
representatives of unified groups.

From the pElrspect i ve of owners, there are obvious disadvantages
when one loses control of a family firm. Examples abound in the
histories of Philippine corporations which tend to validate this
perception. There are also examples of family firms that have lost
their businesses because of maintair.\ing absolute control. A
popular case was that of the Palanca family which controlled the La
Tondena, Inc., a firm engaged in production and distribution of
local and imported liquor. In this case, loss of control of the
firm resulted from executive irresponsibility which led to
inadequate checks on management decisions.

Related to the problem of control is the issue of disclosure.
Studies show that one of the many reasons why owners of family
firms prefer not to open ownership to the public is the requirement
to disclose substantial information on the company's operational
and financial procedures. By going public, the company would be



ope~ing itself to a variety of perceived disadvantages.

There are also other major reasons why businessmen resist
disclosing information about their activities. In general
Philippine businessmen lack trust in gov~:.:.-~unent and its agencies.
For instance, the government does not provide the necessary support
and stimulus for the growth of industry and is perceived as
primarily interested in getting what it can from the private sector
without adequate compensation. The private sector also probably
doubts the capacity of government to apply consistent rules and
policies toward business. These perceptions appear to have been
developed and reinforced by experiences under the Marcos regime.
These attitudes may have changed to a limited degree during the
AO'Uino administration but oositive action will still c...:oend on
concrete measures by the new government in terms of private sector
support.

D. The Securities and Exchange COmmissiQn (SEC)

The SEC has encountered many prQblems in the implementatiQn of its
numerous responsibilities. The SEC'S mandate is brQad and very
technical in nature. Unfortunately, hQwever, it does not have full
access to all the resources needed to implement its ~ndate. The
Commission is undermanned, Qwing mainly to civil service
restrictions which pose seriQus disincentives to attracting and
retaining talented persQnnel. ResQurces fQr training, staff
plar~ing, and team building have been seriously reduced, leaving
professionals and staff \llith little opportunity to develop Qr
fulfill the Commission's mandate. In addition, other activities Qf
the SEC such as making evaluatiQns about the sou~dness Qf
investments, the suitability and pricing of new issues and listing
and delisting Qf stocks seem inapprQpriate.

The Qbjectives of the present SEC management toward developing the
capital markets generally cQincide with those in the exchanges and
other securities industry participants. However, the SEC is
constrained by the lack of resources for manpower development, as
well as up-tQ-date infQrmation about automation options, system
capabilities and aSSQciated costs. The SEC also has inadequate
inforrration Qn the type of infrastructure and levels of financing
appropriate fQr achieving its cQmputerization requirements,
although based Qn expert evaluatiQn, the SEC'S technology
environment is fairly advanced and in line with current trends.
TherefQre, aside from cost cQnsiderations, it is important that
project inputs build Qn existing capabilities in Qrder tQ minimize
changes in Qrganizational structures as well as the need :EQr
technology assimilation and acculturation to the new system.



Spread of Project Benefits and Diffusion of Innovation

The primary benefits of a properly operating self-regulatory
structure are that it makes maximum use of the expertise of private
sector participants, re~ults in enhanced compliance with
established standards, minimizes government interference with
market processes, and mini~Llizes government expense while permitting
the government to ensure that certain investor protection and
market operatic :andards are maintained. Thus, with a properly
oper~ting self-regulatory structure, all existing participants in
the capital market (i.e. the initial project population) obviously
become the primary beneficiaries of the projec:. Government
s:ructures will become more effective and efficient by specializing
in its primary function of ovelseeing the proper operation8 of the
capital markets. The private sector will develop more confidence
in the system, thus stimulating more investment activities. J...s .the
capital market flourishes, long-term capital formation objectives
are realized, thus building strong foundations for sustained
economic development. This process is normally accompanied by
significant changes in the social and cultural relations and
institutions which should be mu:ually reinforcing and supportive of
further advancements in economic welfare.

At the other end of the social and economic spectrum are the very
poor which cannot be realistically identified as direct or indirect
beneficiaries of this type of project. It is recognized that the
impact of many proj ects has tended to benefit the well off
disproportionately. This is particularly true for the proposed
project inasmuch as the major actors are those who hold capital C~

.have access to sources of investible funds. Unless the very poor
become employed by industries which directly benefit from an
expanded and a better functioning capital market through equity
capital infusion, it seems hard to predict the extent of
participation or the degree to which the benefitS from the project
reach the very poor. Again, given the nature of the project, the
very poor will not have the desire or capacity to participate.
However, this should not imply that the very poor will be totally
left out in the course of social and economic changes stimulated by
inputs from the project. As the entire economy benefits from
sustained growth influenced significantly by an active capital
market, social structures, values and institutions will undergo
substantial changes.

Beyond the initial project population, the spread of the technical
and institutional innovations .. will be limited only by the
reluctance of some existing as well as prospective market
participants to assimilate the values and practices encouraged by
the innovations. Thus, persuasive communication programs should
support project implementation in order to stimulate awareness,
interest and adoption. The acceptance and adoption of the
individual comprising the defined social system results from the
favorable effect of persuasive communication on such individuc.:.s
with given attitude sets or predisposition states.

It is recognized that traditionally- oriented businessmen will
continue to resist changes unless their own business concerns
undergo drastic changes in philosophy, perhaps brought about by



transfer of control to another generation of more broad-minded
entrepreneurs, even if they still have the same family
affiliations. Yoshihara (1985) observed posited that younger and
bet ter educated entrepreneurs are gradually taking over enterprises
of elder blood relatives, partiCUlarly among the Chinese
businesses. Though a significant number of first generation
Chinese wer u: lble to attend pursue higher education, second and
third generation Chinese are now much better educated. This is a
positive trend inasmuch as higher education gives new ideas and
contributes to social integration.

The spread of project benefits can also be analyzed formally in
te~s of market processes which generate, develop, and disseminate
information. Individual participants invest on obtaining
information, thus creating two types of participants - the info~ed

participant who have access to information, and the uninfo~ed

ones who only observe the prices of commodities or stocks. Some of
the information held by the info~ed participants may be revealed
through the market decisions of the fo~er. However, not all
info~ation will be publicly relayed to the uninfo~ed traders
because information-efficient markets are difficult, if not
impossible, to achieve in the real world. Thus, uninformed
participants purchase/sell stocks solely on the basis of observed
prices whereas the informedparticipants include both their
information set and the observed prices in their purchasing/selling
decisions.

Generally, the informedparticipants should gain more from trading
than the uninformed. However, gains from market participation will
tend to be distributed relatively more'fairly as the price system
becomes more informative. More information is observed and
disseminated since variations in the information content of prices
of issues will be reflected on the pattern of demand. As this
develops, income disparities become narrower as market
parti=ipation becomes broader.

Improvements in the quality of information held by informed
participants will change their demand patterns, making ~rices vary
more according to the amount of information. This likewise makes
the price system more informative. However, the proportion of
uninformed relative to informed participants may either increase or
decrease since although the value of being informed increases due
to the increased quality of the information set, the value of being
uninformed also increases as the price system becomes more
informative. If the information is noisy or erroneous, meaning
less transparent information, the uninformed participants will be
clearly disadvantaged.

Sustainability

While the proposed elements of the public sector component are
expected to improve the capability of the SEC to enforce its
regulatory mandate, SEC'S long term commitment to the project is
still a potential issue for consideration. Although the present
political environment within and around the SEC is favorable to
project activities, there could be a possible lack' of
implementation continuity; Changes in SEC management according to
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~;:e c::ar:ges in the political :eadership have the potential to
j=o~a~dize activities c~e~ the longer term. However, changes in
:ea::ership sr.ould not be considered merely as constraints but
should also be viewed as dynamic, infusing new ideas and thrusts
·....hich could be sur:~)ortive of proj ect goals. Hhat should be
required to ensure c~ntinuity of project activities after the life
of p~oject is a dynamic organization committed to capital market
development that plays a strong advocacy role.

The involvement of an institution committed to the i~orovement in
the capital markets will provide the impetus for sustaining the
activities begun under this project.' The Capital Markets
Development Council (CMDC) is an institution ~1ich has been on the
forefront of inducing much needed reforms in the capital markets.
Based on the design of the project, the CMDC will provide
coordination between the public sector and private sector
components of the project. The CMDC has a vantage position in
terms of coordination be~ause of the high-level representation of
major entities involved in capital markets development from both
government and private sectors. As envisioned under this project,
the CMDC would be a forum for policy reviews, studies and
reco~~endations pertaining to the development of the capital
markets.

A program of consensus building regarding the advantages of
automation and modern exchange practices should be an integral part
of the project to insure its continued support and success. With
the CMDC providing the lead, this process should emphasize the
importance of making the market participants realize that they are
implementing their own project, and that the project meets their
conscious needs. Thus, the consensus building process should also
provide broker-dealers with a picture of modern financial marketing
techniques and business practices, showing how the proposed system
will help them increase their business and profits.

Gender Issues

Although Filipino women share ess~ntially the same burden of women
allover the world, particularly with respect to differential
access to opportunities and services among men and women, there
have been positive indications of an improving situation for women
in the country. In the recent past, women have figured prominently
in political, social, and economic affairs and gradually, they have
been entering new fields. Government and nongovernment
organizations have taken significant efforts to accelerate women's
development.

Recently, improvements in legal conditions have underscored the
role of women as full and equal partners of mon in development and
nation building. In particular, Republic Act 7192 ("Women in
Development and Nation Building Act") ensures the fundamental
equality of men and women before the law. This a.ct is of
particular relevance to this project since it requires ·all
government agencies to ensure that women benefit equally and
participate directly in development programs and projects,
especially those funded through Official development assistance
(ODA). This act also requires that a substantial portion of ODA
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re~eived fro~ foreign governments and multilateral agencies be set
asid~ and utilized for programs and activities for women.

Although men still dominate empl· yment in financing, insurance,
real estate and business services, employment of women in these
sectors has been increasing over the recent years. Women have
likewise assumed important positions with major decision making
responsibilities in corporate organizations (A basic example of
this is the present Chairperson of the SEC, who is a woman, who is
recognized internationally as championing capital markets
development in the Philippines). In vi~w of such inroads into
e:.:ploym~I1t and management opportunities '"in the financial sector,
access of women to opportunities offered by the project should not
be a r,'8.j or concern. Innovations due to the proj ect, such as
automation, are considered to be gender neutral such that, women
will be able to compete effectively with their male counterparts
for job opportunities offered as a result of the new technology.
Thus, the project can become a genuine contribution to efforts at
removing perceived as ~ell as actual biases against women in the
workplace.

To further enhance equal access to the positive aspects of the new
technology, information campaigns, for instance, should stress past
experiences wherein women have been effective users and agents of
changes in technology. The public advocacy program should document
evidence of successful entry and participation of women into the
trading and brokerage business and disseminating such information
to the entire financial sector. In addition, the advocacy program
should be accompanied by a vigorous campaign against cuI tural
biases which continue to limit access to resources for women and
hinder their full participation in national development.

Peasibili ty of Planned Change and Social Desirabili ty of the
Project

Analyses of various social organizations and social processes often
place great emphasis on the integrative function of values. This
emphasis is valid if it is on the functional importance of ultimate
explanations and justifications for specific beliefs, rules and
patterns of action. However, the emphasis is less valid if such
values are regarded as immutable, and therefore as permanent
sources of differences in social systems or at least as tremendous
barr::'"rs to the acceptance of any such social novelty. precisely
because of their pervasive, integrative function, values are likely
to be slow to change, and to furnish resistance to innovation in
subtle ways. Nevertheless, some values change, and "traditions"
may evolve, become adopted to objective changes in social
conditions and even decline.

Tradition per se is not regarded as a factor inimical to change or
economic innovations although it may be argued that traditionalism
is always adverse to change and innovation. If a traditionalist
ideology is prevalent, traditional norms will enhance the
reactionary tendencies prevailing and will constitute an additional
obstacle to growth. But if modernization is the prevailing
ideology, traditionally held norms may provide stability in a
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situation of constant and rapid change. They may tend to carve out
areas of social action in which known and well-understood behavior
ca:te~~s prevail, and they may in this way provide'a feeling of
security in a situation where there are strong negative forces.

The "club" mentCllity among rr.ernbers of the exchanges is a tradition
that could prove difficult to change especially if the system
serves their interest. On the other hand, these individuals are
aware of their needs and the practical benefits to be derived from
the project. Knowledge of the practical benefits is an important
motivation for the acceptance of change. If such benefits are not
immediately apparent to market partici·pants, change is still
possible when other agents, particularly the small minority groups
in the exchanges, emulate the dominant groups which tend to support
change and innovation. Meanwhile, the e~~hasis on family control
of companies as a major obstacle to dpveloping the capital markets
in the Philippines is an inaccurate and static view of the
individual goals of entrepreneurs. This view does not allow for
the changing demands on firms as economies grow and social systems
modernize. Business enterprises exist to make profits, or
conversely, to minimize losses. The successful entrepreneur must
therefore possess the necessary inputs, including information in
order to make appropriate decisions. Given the available
information, if they perceive that conditions are appropriate for
expansion, then a decision to expand will be made. This appears to
be the area wherein the project will be of greatest benefit. By
laying the foundations for a functioning capital market, 'the
proj~ct provides entrepreneurs with additional resources to make
better decisions. The project will not cause radical changes in
behavior and attitudes, it will not diminish desire for control of
companies, but it will provide foundations for arriving at more
intelligent decisions. In the process, entrepreneurs discover that
to increase profits, expansion of business and the concomitant
dilution cf control is timely and necessary, then, appropriate
decisions will be made.
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ECONOMIC ANALYSIS

This economic analysis uses in large part the results of a more
extensive analysis prepared by Dr. Mario Lamberte for USAID. It
includes a lit:erature survey: a brief assessment of the current
Philippine capital markets situation: th~ status of reform in the
sector and a reform agenda for the new administration: the economic
rationale of the CMOP: a cost-effectiveness analysis: a
quantitative benefit-cost analysis of CHOP; and recommendations to
contain identified risks to project economic viability.

Literature survey ,~..

Capital markets development cannot be treated in isolation of the
broader issues in economic development, in gene~al, and financial
markets development, in particular. Reforms in the financial
sector have been substantial since 1980. These included, among
others, tha liberalization of interest rates, reduction of credit
subsidies to priority sectors, privatization of government-owned
banks, and relaxation of foreign exchange regulations.

The literature \Jn Philippine capital markets is mostly descriptive,
very few studies are analytical. It has been observed that the
equity market is highly sensitive to political and economic
developments in the country. It shrank during periods of political
and economic instability and expanded during relative political and
economic stability. The very high means, variances and the
systematic risk of each security in the stock market reflect the
highly volatile Philippine market.

Among financial instruments examined during the period November
1986 to March 1992, common stocks obtained the highest after-tax,
real rates of return (21.5 percent), distantly followed by Trensury
bills (4.1 percent), time deposits (2.0 percent), and savings
deposits (-5.6 percent). Indeed, limited access to the stock
market means that many savers have high opportunity cost for their
financial investments, while firms are starved of badly needed long
term funds. Also, in the absence of a de~ocratic system of stocks
allocation, opportunities for good deals go first to those few with
market power.

capital Market. situatioD aDd prospect.

There has been a noticeable change in the character of the equity
market in the most recent past. J~irst, there is an improvement in
the quality of new listings as more issues come from the commercial
group. Investors subscribe to these issues not for speCUlative
purposes. Second, there is now more representation from sectors
not traditionally listed. And third, the peso value of the recent
issues has been very large, thtlreby increasing the depth and
breadth of the market.

The overall mejium term prospects of the market seem to be bright,
and could even be brighter if the necessal~ policy and requlatory
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reforms are in place and if efficient systems are installed. The
economy is expected to pick up toward the second half of 1992 and,
with proper macroeconomic management, the growth momentum can be
sustained. With large corporations expect.ed to expand their
operations and given that many of them arl' approaching their
debt-to-equity ceilings as well as the single borrower's limit with
banks, they will soon be forced to look for alternative sources of
funds for their expansion projects. The oversubscription of the
latest issues further boosts the capital market and improves access
of small investors to the market. The very recent entry of foreign
brokers can bring in more foreign investment into the local
securities market. Lastly, the formation in late 1991 of the
Capital Market Development Council (CMDC) augurs well for the
development of the capital markets.

Sector Reform statu. and Agonda

There were three major policy reforms during the previous
administration that have a direct bearing on capital markets
development. First, the double taxation of dividend income was
eliminated through the abolition of the tax on intercorporate
dividends and gradual phase out of the tax on shareholder's
dividend income. Second, the Securities and Exchange commission
(SEC) formally signed on October 31, 1989 the rules and regulations
governing investment companies signaling the revival of mutual
funds. Third, rules and regulations covering foreign investments
in CB-approved securities have been relaxed, substantially reducing
the period for the settlement of transactions related to foreign
investment in CB-approved securities to three to four days from
four to six months. The rules and regulations covering "warrants"
and "asset-backed" securities recently issued by SEC could further
boost the development of the. capital markets.

More reforms are expected to be implemented in the near term. The
member agencies and institutions of the CMDC signed in May 1992 an
agreement to implement the recommendations of the various
sub-committees of the Council that are within the powers of the
concerned agencies and institutions. The private sector also has
done its share by agreeing to revise some of the procedures and
practices that breed inefficiency at the expense of the investing
pUblic.

Among the reforms recommended to expand the size and enhance the
efficiency of the capital markets, a number has not yet been
incorporated into the recent agreement among member-institutions of
the CMDC. The macroeconomic environment must be conducive to the
development of capital markets. Macroeconomic policies must be
fine-tuned to achieve economic stability in the shortest time
possible and to allow resources to move from inefficient to
efficient sectors. There are areas where reforms need to be
reviewed in light of the recent developments in neighboring
countries such as in tariff and foreign exch~nge reform. There
also are areas where reforms are needed to improve resource
mobilization by the National Government. There is a need to

•



•

strengthen and harmonize the SEC's regulatory and promotional
function.

For the supply side of the equity market, the following reforms may
be considered: a privatization program A lA PNB Le., through
pUblic offering, for other government-owned corporations;
mandating pUblic offering of at least 30 percent of total
outstanding shares after five years of operation of industries
providing important services to the general pUblic, such as banks
and the media; and tax incentives for corporations that go pUblic.

For the demand side of the equity market, ,the following reforms ar~

suggested: channeling the large pool of savings deposits held by
small depositors to the equity market through a fair distribution
system; and changing policy to encourage the contractual savings of
the national security system, the private pension system and the
insurance system to shift fro~ investments in short term securities
to the equity market.

with regard to the debt securities market, the following changes
are recommended: revision of the documentary stamp tax (OST) to
remove its discriminatory effect agai.nst long-term debt securities;
strengthening of the Credit Infol~ation Bureau to provide a
credible rating system for long term debt securities to prospective
investors on a regular basis and at lower cost; and policy changes
to encourage contractual savings institutions to also invest in
long term debt securities.

Economic Rationale of the CHDP

The current optimism after a generally orderly transition is well
reflected in the stock market and oversubscription of newly listed
shares. However, the structural weaknesses of the securities market
may soon be felt and constrain further growth of the market. In
the first place, the system for collecting, processing, and quickly
disseminating information needed by investors and other market
participants still leaves much to be desired. The same is true
with trading, clearing, and settlement system. The lack of better
systems in these areas does not only engender inefficiency but also
makes the confidence in the market now being shown very fragile.
The current systems are open to abuse, and any rumor about misdeed
by one market participant could drive investors away from the
securities market.

The SEC recently agreed to implement the recommendation of the CMDC
that it will focus its "oversight" function and encourage
self-regulation by private sector capital market institutions.
SEC, however, requires substantial improvement in its monitoring
capability, which would include restructuring its organization,
reallocating its resources, upgrading staff skills, and acquiring
appropriate information systems and data processing equipment.,

The reforms initiated by the GOP in some areas of the economy, such
as trade, foreign investment, foreign exchange market and the

'Vr"J)
\



banking system, facilitate reforms in other areas including the
capital market. This opportunity should be exploited by
encouraging the GOP to come up with its vision and program for the
development of the capital market. A program of activities leading
to this end is certainly desirable since the development of the
capital markets contributes to growth and stability of the economy.
The SEC could take a lead role in this area.

In capital markets development, the private sector plays a greater
role. Having been in the market for a long time, the private
sector knows better what policies, rules and regulations and
government administrative arrangements have distortionary impacts
on or constrain the growth of the capital markets. The sector can
therefore be an articulate and effective pressure group for policy
reforms. Under a more liberal environment, its role as a pressure
group for reforms is even greater. This is because as the private
sector operates under this new environment, it begins to identify
new policies and regulations that can further promote capital
markets development. Its constant pressure on policy makers and
regulators will put the latter more in step with market
development.

Once restrictive policies and regulations are removed,
microeconomic inefficiency becomes more glaring. This is one big
challenge to private sector market participants. For instance,
current trading, clearing and settlement systems are antiquated.
Also, investors' confidence in the securities market is low, which
is due partly to absence of quality information needed to make
investment decisions, and partly due to the lack of transparency of
the operations of the securities market institutions. Their
ir.efficiency will become more acute once trading volume further
increases and becomes a drag to the growth of ,the capital markets.

The private sector, partiCUlarly securities market institutions,
must constantly adjust to the changing demands and must adopt new
but appropriate technology to enhance the working of the capital
markets. Some of their activities could be coordinated to effect
smooth functioning of the market without necessarily undermining
competition, or could be jointly done to achieve economies of
scale. For example, a center may be set up to provide research and
statistical information to the general public. The private sector
also may conduct training programs to upgrade skills of market
participants. A central stock depository system is another case in
point. These can be done by the private sector on a
self-sustaining basis.

The major elements of the CMDP address the concerns listed above.
The primary focus on the private sector fits well into the recent
developments in the capital markets. The private sector-led CMDC
is now taking the initiative in reforming the capital markets, and
the needs the Council has identified for the rapid development of
the capital markets match well with the major components ot the
CMDP.
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cost Effectiveness Analysis

The CMDP approach is to work primarily with the private financial
sector and seconda:rily with pUblic sector regulatory agencies
(through the SEC) iI', improving the C]uality and transparency of
investor information available to the public and other capital
market participants.

The approach appears to be appropriate and cost effective for a
number of reasons. First, it recognizes the fact that capital
market development is primarily a concern of the private sector and
having the private sector take the lead in introducing innovations
in the sector increases the chances for project success. It is
superior to an approach that put primary focus on the government
sector because the private sector is less constrained by
bureaucracy. Flexibility is badly needed by the executing agency
given that innovations take place rapidly in the financial markets.

Second, the selection of the implementation vehicle, i.e., FINEX,
gives CMDP a broader appeal to the financial community whose
support is badly needed for the success of the project. FINEX
membership includes leading financial executives and practically
all financial institutions in the country. Other possible private
institutions, such as the Bankers' Association of the Philippines
and the Investment Houses' Association of the Philippines, do not
have this important feature. Also, FINEX has shown a keen interest
in the development of the capital markets when it formed the
Capital Markets Development Committee, the predecessor of the CMDC.
Given the many fora FINEX has conducted in the past, it is very
familiar with the policy, regulatory and institutional issues
related to capital markets development. It can therefore be said
to have already incurred sunk costs on this project. ,INEX needs
little additional cost in achieving its objectives through the
project compared with other possible private institutions.

Third, given the tangible benefits it can derive from the project,
the ~rivate sector will readily contribute their talents and money
to CMDP. The automation of the trading, clearing and settlements
system directly benefits from the private sector, and therefore, it
will be willing to shoulder a greater part, if not all, of the
cost. This in itself ensures cost-effectiveness of 'the project.

Finally, the selection of SEC as the public sector recipient of the
CHOP assistance is most fitting. Its leadership has already
recognized the improved role SEC can play in the development of the
capital markets. SEC has already initiated a program tor
Philippine capital markets develop1l1~nt including automation of many
of its activities that can tran~form it into a more effective
promotional and supervisory body.

Quantitative Benefit-Cost ADalysis

The economic benefits of the CHOP are diffuse. Capital markets
development will result in an increased proportion of long term
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capital financing relative to the current predominance of
short-term loan-financed investment. This will result also in an
expansion of the securities market as well as reduced financial
leverage, and therefore, reduced financial risks for firms that
take advantage of equity financing. At the same time, there will
be added savings incentives and increased financing for risky and
long-term investments through increased diversity of available
instruments in the financial market. Firms as well as financial
intermediaries would be better able to match their investment and
financing alternatives. The end result would be increased incomes
to society through higher levels of and more efficient investment.

,~..

An analysis tracing these expected reSUlts, however, does not lend
easily to quantification. For purposes of demonstrating the
economic desirability of CHOP, the economic appraisal consists of
(a) standard benefit-cost analysis of the private sector component
using as benefits proj~cted revenues from the financial analysis
for the Automated Trading, Clearing and Settlements System (or
Automation System for short), and the Investor Information System:
and (b) an alternative economic rate of return analysis using the
minimum benefits approach for the entire project.

Economic Appraisal of Private S.~tor Component

This economic appraisal takes off from the financial analysis of
the Automation System and the Investor Information System. The
various elements of the Private Sector Component are going to be
funded out of the USAIO grant and contribution of the private
sector. Although foreign currencies mainly come from the USAIO
grant, some would have to come from the private sector to finance
some activities that need toreign exchange. In adjusting financial
values to economic values, the toreign exchange component of eacl.
project element was converted into local currency using the shadow
exchange rate, Which carries a 20 percent premium over the
prevailing ~xchange rate, as prescribed by NEOA. The people to be
employed directly by the project mostly will be highly skilled, and
therefore, it is assumed that they will be paid competitive wages.
Thus, there is no need to make adjustments for the shadow wage
rate. The monitoring, evaluation and audit costs were distributed
across the project elements on a pro-rata basis.

The economic benefits of the project are expressed in terms of the
revenues trom the Automation System and the Investor Information
system. For the Automation System, benefits in the form of
revenues consist ot rental of terminals, lease of co~unication

lines, and clearing and settlements fees. For the investor
intormation services, additional benefits may be expected in terms
ot the revenues from fees of subscribers of the syst(!m. It can be
assumed that all these charges reflect the economic vi!l1ues of these
services; hence there is no need to make price adju!;tments.

A separate economic appraisal of the Private Sector I:omponent is a
valid approach. Impl~mentationof the Public Sector Component will
enhance rather than reduce the benefits generated by the Private
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Sector component. The economic appraisal must be applied to the
entire Private Sector Component because each element contributes
directly and indirectly to the costs and benefits of the component.
For instance, the technical studies by themselves do not generate
direct benefits, but they are considered crucial in determining the
final design, business organization plan and implementation plan
for an automated system, all of which are necessary for the
success of the automation elemel'lt. without the other elements, the
actual revenues from the revenue-generating elements could be
substantially lower than what were provided in the financial
projections. Taking together all the project elements of the
Private Sector Component, economic internal rates of return (EIRR)
were calculated corresponding to the two alternative automation
systems. Alternative A will use a system being developed for the
Manila Stock Exchange; and Alternative B will use a system to be
acquired from the U.S.

The results are as follows:

Alternative A Alternative B
Net Inflow (Outflow) Net Inflow (Outflow)
<in thousand 1992 USS) <in thousand 1992 USS)

o
1
2
3
4
5

Economic Internal
Rate of Return
(percent)

(5908)
1666

935
2588
2689
6001

27.5

(10196)
2589
1858
3511
3612
9068

22.5

As in the financial analysis, Alternative B gives a lower EIRR than
Alternative A. This is due to two factors: one is that it
involves higher investment cost, and the other is that the software
and hardware for the Automation System are all imported. Without
a full teasibility study, the technical details of the two
alternative systems are limited. What is certain is that the
system in Alternative B is more advanced and sophisticated than
that under Alternative A. This may imply that the system under
Alternative A becomes obsolete much faster than the system under
Alternative B, and hence, the former becomes more costly than the
latter it a longer time horizon were considered. Given the
available information, it seems that the two alternative systems
are not directly comparable. Therefore, the calculated EIRRS could
not be used in determining which alternative to choose. In the
sensitivity analysis, four cases are considered. Case 1 assumes
that the residual value of the project at the end of the five-year
projection period is only 40 percent (instead of 50 percent) of
fixed assets and 50 percent (instead of 100 percent) of the working
capital ot the automated system. Case 2 assumes that the residual
value is 20 percent of fixed assets and 50 percent ot the working
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capital of the automation element. Case 3 assumes that the
revenues (i.e., total benefits) of the automation element is 10
percent lower than the base case. Finally, Case 4 assumes that the
revenues of the automated system is 20 percent lower than the base
case.

Under Alternative A, the calculated EIRR drops by 1.5 percentage
points in Case 1 and by 3 percentage points in Case 2. Case 3
shows that a 10 percent decline in revenues reduces the calculated
EIRR by 4.3 percentage points. In Case 4, a 20 percent reduction
in revenues leads to a decline of the EIRR to 16 percent, which is
only 1 percentage point above the 15 percant social discount rate
prescribed by NEOA. Under Alternative B, Case 1 gives a 2
percentage-point reduction in the EIRR, while Case 2 yields a 4.2
percentage point reduction. The calculated EIRRfor Case 3 drops
by 4.7 percentage points. In Case 4, the EIRR declines to 13.3
percent, which already falls below NEOA's 15 percent social
discount rate.

These results generally suggest that the EIRR is more sensitive to
the revenues of the Automated System than to the assumed residual
values of the investment at the end of the five year projection
period. Therefore, greater effort should be exerted in ensuring
that the projected revenues will be realized by the Private Sector
Component.

Alternative Economic Rate of Return ADa1yaia of CMDP

The economic viability of the entire CHOP (all components) was
assessed using the required minimum benefits approach. The total
economic cost of CHOP amounts to $26.8 million under Alternative A,
and $31.1 million under Alternative B. Given the NEOA-prescribed
social discount rate of 15 percent, CHOP must achieve an annual
economic return valued at $8 million pesos under Alternative A and
$9.3 million under Alternative B for five years. The likelihood of
attaining the minimum benefits is demonstrated in terms of two
indicators: (1) increased income from financial savings since the
rate of return on stocks is found to be the highest among financial
assets: and (2) additional foreign portfolio investment inflow.
The results show that the required annual benefits of CHOP
represent only 33-38 percent, depending on the alternative
Automated System used, of the increase in income of savers arising
from reallocating one percent "f their total savings and time
deposits to stocks in 1992. In other words, a much smaller amount
of reallocation of savings is necessary to justify the economic
cost of CHOP. In 1991, portfolio investment inflow amounted to
U.5.$227 million. Assuming an incremental capital output ratio of
4.6, the additional generated income from this foreign investment
inflow is calculated at $49.3 million. The required minimum annual
benefits represent only 16.2 percent under Alternative A and 18.8
percent ul,der Alternative B of increased income from the 1991
portfolio investment inflow. Thus, only a small increase in
portfolio investment is required to justify the economic cost of
the project. This is not impossible given an efficient stock

• •



market system.

containing Project Risks

The formation of a corporate vehicle is crucial to the viability of
the CMDP since it will be responsible for putting up a bigger share
of the capital outlay and will own :md operate the Automation
System and the Investor Information System. Many are looking
forward to the participation of the two exchanges, However, this
may not come too easily considering the existing rivalry of the two
exchanges. The mechanism for their participation must therefore be
given primary consideration at this early stage. The results of
the first few activities of the CMDP and those of the current
technical assistance provided by ADB would hopefully provide
sufficient motivation to the two exchanges to come to work together
for the project.

Another risk to the project is the commitment of the private sector
to shoulder part of the cost of training, especially those that
have to be conducted in the U.S. or third countries. The amount of
contribution to be shared by the private sector is quite
substantial. Perhaps, some of those out-of-country training
programs could be done in the Philippines without losing much of
the training content. This alternative will be examined more
seriously during CMDP implementation.

The results of the sensitivity analysis show that the economic
viability of the CMDP crucially depends on the projected revenues
of the Automated System. However, conduct of a market study is not
possible at this time. The full feasibility studies during the
CMDP implementation should pay special attention to the market
aspects of the project to validate the projected revenues.

There are other factors that increase the project risk. One is the
currently large fiscal deficit. Without effective fiscal
discipline, interest rates will remain high and volatile, and
crowding out the private sector continues to occur. All these
undermine the development of the capital markets. This problem can
be partly addressed by improving the government's tax collection
system and through better pricing policies for the goods and
services provided by government-owned corporations.

A related i ••ue has to do with the infrastructure bottlenecks faced
by the economy. Business expansion and entry of new firms will be
deterred by inadequate infrastructure facilities, partiCUlarly
power and telecommunications. Innovative schemes in the financing
of key infrastructure projects, such the build-operate-transfer
(BOT) scheme, should be given emphasis com :tdering the expected
uncomfortable financial position of the government in the next few
years.
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B. TECP.:NICAL ANALYSIS

1. Capital Markets Business Environment

The development of Philippine c~pital mark~t has been the subject
of renewed interest by the Government of the Philippines(GOP), as
well as by the USAID, the Asian Development Bank and the World
Bank. Continued development of the Philippines' ~apital market is
considered of extreme importance in view of the market's vital
role and impact on capital formation, continued economic growth,
domestic resource mObilization, attraction of foreign investments,
and improvement in the levels of national employment, incomes and
standard of living. The globalization of capital markets, the
liberalization of financial sectors in many countries, and the
competition for capital funds have made it difficult to attract
domestic and foreign investment, unless a stable and competitive
business environment is offered.

The stagnation of the Philippine long term securities market in
recent years stands in sharp contrast to the strong growth of
emerging markets in the Asia-Pacific region and worldwide. In the
IFC publication, Emerging Markets Factbook 1991, the Philippine
capital markets ranked second-to-last in market performance in the
world, though some improvement in the capital market activities is
underway in 1992.

In the 1980s, the GOP's investment financing policies of selective
credit allocation of subsidized medium-to-long term investment
credit, the promotion of short-term oriented macro-economic fiscal
management policies, and the Central Bank's utilization of short
term debt-financing as an investment alternative, encouraged the
corporate sector to become highly dependent on debt financing .and
l~ss inclined to undertake equity financing. These have retarded
growth in the securities markets for long term equity and debt
instruments as a means to finance capital expansion. Although
businesses can use short - term debt successfully to generate returns
after financial charges, over reliance on bank debt also leads to
disproportionate capital structures, high debt-to-equity ratios
which constrain further expansion, and increased vulnerability to
economic downturns, and political or social instability. These
financial policies fostered the growth and exponsion of the banking
system but hampered development of the secu;,:,i ties (stocks and
bonds) market. Businesses with term financing ~eeds not operating
in GOP priority sectors and without the appropriate political
affiliations had to resort to short-term commercial debt to finance
growth.

The GOP now estimates that $7.5 billion will have to invested
annually in the economy in order to achieve its full objective of
full employment by 1997. To meet this goal, it will be necessary
to raise investment rates from 1St of GDP to 22-25t of GDP, which
requires substantial increases in domestic savings, as well as
foreign capital inflows.
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A developed capital market to mobilize domestic resources and
foreign savings is important in encouraging domestic savings
mobilization by offering investors a variety of investment
opportunities and to assure that the flows of net savings are
directed to more efficient enterprises. The project's objective is
to improve the regulatory and institutional environment for capital
markets in order to mobilize the development of long term capital
more effectively and encourage an increase in the supply of equity
securities and debt offerings, create a more transparent, accurate
and efficiently functioning securities trading, clearing
settlements and investor information system. This is expected to
result in: increased mobilization of savings due to the expected
diversification of financial instruments and reduction of
investment risk; reduced vulnerability of business enterprises
through a reduction in financial leverage or risk to economic
downturns; and, the expansion of business activity and increased
corporate incomes as a result of increased financial resources
flowing into the business sector.

The lack of a clear policy for capital markets development and the
legisJative/statutory, regulating, procedural and operational
impediments and deficiencies have also directly stunted the growth
in the supply and demand for long term securities. Insufficient
investment in human capital, technical enhancements, organizational
capabilities exists within capital market institutions, basically
due to the underdevelopment of a responsive and transparent capital
market environment which can take advantage of new products 'and
skil~.s. As such, a significant number of highly skilled financial
manas'.!rs and technicians in the Philippine are lured by more
satisfying employment in other Asian countries with more advanced
capital markets and more progressive business environments.

The Securities and Exchange Commission(SEC)

Since its establishment in 1936, the responsibilities and powers of
the SEC have expanded considerably. The SEC currently exercises
jurisdiction, supervision and control over all corporate bodies,
partnerships and associations and is responsible for the
enforcement of a number of laws, including the Corporation Code
(1980), the Revised Securities Act (1982), the Investment Company
Act (1960), the Finance Company Act (1969), and Presidential Decree
902A (prosecution of corporate cases.)

The SEC is, in actuality, a "corporate, law authority" as it deals
with more than 200,000 corporations, partnerships and associations,
including over 170 companies which have gone public and are listed
on the exchanges. Listed companies are, therefore, a fraction of
the SEC's portfolio. Only one department (out of a total of nine),
the Brokers & Exchanges Department, deals exclusively with
securities's market, institutions, and j nstruments. The other eight
departments deal with all of the 200, ,'00 corporations (of which
only about 35,000 are in active operation), including all of the
publicly-listed companies. It is, therefore, conceivable that any
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investment made in improving the SEC's efficiency and
professionalism would be applied to all departments and that the
securities' market, institutions, and instruments capability would
benefit proportionately. One of the fundamental issues regarding
the enhancement of the SEC's operational efficiency is its
structural framework which is to be addressed by the Asian
Development Bank's technical assistance study on II Institutional
Strengthening of the SEC, II The ADB study will be completed before
the end of 1992 from which USAID could draw findings for fine
tuning its own approach and determining more specific targets in
order that technical assistance provided by donors focus on those
activities that deal exclusively with ,·the securities' market,
institutions and instruments.

The SEC'S current responsibilities far exceeds its ability' to
implement them. The Commissioll, which was initially entrusted to
administer and enforce provisions related to public offerings of
securities and trading securities in the secondary market,
currently administers and implements 20 different laws and
presidential decrees. The discrepancy between the SEC's human
resource ~nd technical skill levels and its mandated
responsibilities is considerable. In the area of securities' market
regulations, overlap and dupl ication of rules, regulations and
procedures are prevalent. The SEC lacks the information technology
capability necessary to monitor the capital market and keep the
Commission's management, as well as the market participants,
informed. The private sector investor's concern over the
Commission's ability to perform it's mandate due to structural
deficiencies will be addressed by USAID's project.

The Stock Exchanges

The Manila and Makati Stock Exchanges, operate under systems and
procedures totally inadequate to handle a high volume of stock
trading and to ensure that the rights of investors are protected
adequately. At present, it takes an average of approximately fi-fty
days -- from the date of trade to the date of receipt of physical
certificate -- to clear a domestic stock trade on these exchanges.
One main bottleneck is in the transfer agent's capability to
process and release new stock certificates to the stock clearing
house. Furthermore, there is no central depository system to ho~d

the securities after they have been cleared. Neither of the
exchanges have an efficient automated reporting system to
disseminate price and transaction information from the floor of the
exchanges to the brokerage community and investing public, both
domestic and foreign. The exchanges employ a double auction m~thod

of transaction trading, done through the "open cry-out" system with
bid and prices posted manually on a board on the floor of the
exchange. Settlement and clearing procedures are conducted
independently for each exchange, are paper-based and only partially
automated, utilizing an antiquated batch processing system.
Inefficiencies in the settlement process are a major factor holding
back the development of the securities market, and contributing to
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the market being unable to com~ete for either local and foreign
investment. Both exchanges are separately evaluating the
feasibility of computerization, and a local vendor-firm is in the
process of preparing a computerized trading system program for the
~anila Exchange, without considering integrated clearing and
settlements, and with no funding plan.

In May 1992, the preliminary legal documents for the establishment
of a Philippine Stock Exchange (PSE) were finalized and signed by
the Presidents of both the Makati and Manila Stock Exchanges
agreeing to an eventual merger in cooperation with the SEC.
Although the agreement to merge and even ~ollapse operations into
the new Philippine Stock Exchange exists, a significant amount of
study on operationalizing such an activity still has to be carried
out. The SEC has taken on the responsibility for conducting this
study.

The basic advantage of moving blto an integrated and automated
market operations system is to enable the Philippine market to come
on stream with other modern international capital markets,
utilizing international trading, clearing and settlerr.::mt standards.
This will lead to transparency of market operations intended to
attract foreign and domestic investors.

(At the end of this Technical Analysis Annex is a more detailed
discussion on the Existing Market Operations in the Philippines and
t;e Proposed Automated Market Operations Systems.)

2 • AREAS OF REFORM

The Philippine capital market is characterized by a crisis of
confidence whereby the Philippines finds itself falling further
behind other Asian emerging markets that at one time looked to its
stock markets for leadership and' example. Stagnation of the long
term equity securities market has been attributed to the lack of
supply of high grade investable securities and the limited number
of investors participating in the securities market. On the supply
side, there are only 165 companies listed (as of March 1992) on the
two stock exchanges; only 70 of the top 1000 corporations are
listed, and the securities of only some 20 listed companies are
actively traded. Closely held corporations avoid going public and
listing because of: fear of loss of family contrOl; hesitancy to
disclose fUlly operational activities to the public; availability
of cheaper alternative sources of funds for business expansion in
the form of short-term debt; higher financial cost to raise funds
in the securities market; and, the lack of sufficient incentives
for going public and listing on the exchanges. On the demand side,
the number of direct individual investors is less than one percent
of the population, as compared to ten percent in advanced
economies.

The demand for securities, as an alternative avenue for saving 'and
investment, has been seriously hampered by the lack of confidence
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in the stock market attributed to the following: the lack of
adequate investor information and transparency of transactions; the
scandals and irregularities of the past have made it difficult to
regain the confidence of the general public in the securities
market; the lack of regulatory, monitoring and enforcement measures
which would provide protection against abuses; inadequate types and
denominations of financial instruments that can meet the differing
needs of savers/investors; the institutional weakness of securities
market institutions in the provision of professional client
services and information; and, the lack of interest on the part of
potentially major institutional investors, such as insurance
companies and pension funds, .to parti~ipate, actively, in the
securities market.

As such, a fundamental lack of liquidity in the marketplace is
rooted in inefficient order execution and high transaction costs
due to current trading practices based on antiquated processes and
systems which represent a major fac::tor holding back the further
development of the marketplace. The most logical approach in
dealing with these inefficiencies which deter investor confidence
is to migrate to an automated system. There are serious
misconceptions on the part of the exchanges and the regulatory
agencies regarding the costs associated with automating the
securities trading system. These misconceptions include: the need
for substantial investments in real estate and computer hardw~re/

software; the need for an exchange trading floor; the value of an
"open cry-out" system; and, the value of physically merging the
current organizations and systems of the two exchanges.

Despite these concerns, the exchanges and the SEC have defined
similar objectives and development goals: a unified national
securities tra.ding market; automated trading, clearing, sett1ements
and central depositary systems; professionalized stock exchange
management; amd strengthened SEC capability to effectively
regulate, as well as manage the developmental aspects. Due in large
part to the la,ck of hard, state of the art information, generated
by an independent outside party, progress in working towards these
objectives has been slow. The Capital Markets Development Council
organized in October 1991 as a collaborative private sector-public
sector policy diaJogue and reform activity, has been slowly
breaking down the barriers to communication between the regulatory
agencies and the private sector capital markats participants.

During the past five years numerous studies have been conducted/
funded by official -donor agencies inclu'Jing USAID, the Asian
Development Bank, and the World Bank, in order to determine the
cause-and-effect of the stagnation of the capital markets, and to
prepare recommendation for improving various segments of 'the
capital market. These studies comprise a staggering amount of
information regarding the present status of the Philippines'
capital market, problems that impedes the growth and
recommendations for impr.oveme::t. A fe~, of these reconmendations
have been implemented, leading to some minor improvement in the
capital market performance, as can be observed in the market's 1992
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activities. However, implementation of most of the recommendations
requires: (1) commitment on the part of the market's private and
uublic sector participants, (2) development and enhancement of
expertise and professionalism in both public and private sector
securities market institutions, (3) training in technical areas in
order to take advantage of advances in technology, (4) capital
equipment and information-technology software, and (5) education of
the general public, basically through provision of investor
information.

3. Private Sector-led Approach to Pinancial Sector Development,.'
The approach of the project is to work primarily with the private
financial sector and, secondarily with public sector regulator
agencies (through the Securities and Exchange Commission) in
implementing specific project activities. The private sector
component will be operationalized through a cooperative grant
agreement with the Financial Executives Institute of the
Philippines (FINEX), which will administer and make available
project assistance to groups in the business community through sub
grants on a cost-sharing basis. FINEX is a private sector non
stock, non-profit national organization whose members, include
leading financial executives in the present government, the Chief
Executive Officers of leading domestic and multinational
corporations, and the senior executives of the major financial
institutions in the Philippines. These members provide their time
and efforts to the organization on a voluntary basis. The
obj ect i ves of FINEX, as described in its charter, are quite
compatible with the objectives of the Project. FINEX demonstrated
it's commitment to the development process in 1990 when it formed
the Capital Markets Development Committee and later in 1991, took
the lead in establishing the Capital Markets Development Council,
which is a collaborative private-public sector policy dialogue body
comprised of senior-level government and private sector leaders
committed to reforming the Philippines' capital market. Substantive
policy reform activities conducted by FINEX in the past
demonstrates organizational familiarity. with the policy, regulatory
and institutional issues at hand As such, FINEX has already
incurred nsunk cost n on this project. Technical assistance,
commodities and institution support provided in the project are
structured to build on FINEX' s base to enlarge their physi'cal
presence nationwide in support of advocacy that will lead to policy
reform. The identification and selection of FINEX, as the Private
Sector Proj ect Implementor, provides a broader appeal to the
financial community, whose. support is commitment required for the
success of the project.

The selection of the Securities and the Exchange Commission(SEC),
as the target of GOP project assistance is most fitting,
considering the institutional development role and the mandate
which the Commission is expected to fulfill. The project seeks to
develop the organizational and institutional capability of the SEC
to transition from a purely supervision and regulation role to that
of sectoral development and regulatory oversight. Technical
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assistance in the areas of: professionalization, automation and
information technology, regulation, organizational development and
training will be provided to meet this objective. The move towards
self-regulation of capital markets institutions can only be
achieved with the commitment of the private sector. The GOP has
likewise recognized the need for private sector leadership of this
sectoral reform process, as evidenced in the Capital ~rket

Development Council, which has FINEX as the Council's Chairman
organization, and with the Central Bank and the Securities and
Exchange Commission as joint co-chair organizations.

This private sector-led approach to fin~cial sector development
has been as determined as appropriate, cost effective, and
sustainable. The approach recogr.izes and builds on the fact that
developing the capital markets is primarily the concern of the
private sector and empowering the private sector to take the lead
responsibility for introducing innovations increases chances for
success of the project. Given the fact that innovations rapidly
take place in the financial markets, this implementation strategy
is superior to a government sector approach, as the private
sector, not being constrained by bureaucracy, would have the
flexibility, adaptability and responsiveness required of the
executing agency.

Given the tangible benefits to be derived from the project, the
private sector can readily contribute financial expertise and
resources to project activities. The specific cost-sharing and/or
leveraging mechanisms for funding of project activities have been
developed and tested in previous privette enterprise projects in .the
Philippines, demonstrating the private sector's willingness to
cormnit and pool resources, focused on achieving mutually beneficial
sectoral improvements. The provision of automated securities
trading, clearing and settlements, investor inforrna~ion, and
training and education services all with national outreach,
directly benefits private sector users, which would be willing to
shoulder a greater part of the costs required for success. This
leveraging strategy assures cost-effectiveness and sustainability
of the project's outputs.

A. The PiuaDcial Executives Institute of the Philippines(PINEX)

FINEX was established in January 15, 1968, has over 600 member
companies nationwide, and is a leading member of the International
Association of Financial Executives Institutes. The membership
includes the entire financial' community, mainly chief executive
officers and chief financial officers,. securities brokers/dealers,
bankers and investment bankers, insurance companies, etc., both
local and international. Under the umbrella of FINEX are the other
key financial sector associations namely: The Bankers Association
of the Philippines (BAP), Investment Houses Association of the
Philippines (IHAP)i Philippine Association of Securities Bro~ers
and Dealers(PASBD); The Philippine Institute of Certified Public
Accountants (PICPA)i and others. Their credibility in the entire
business community is quite high such that, The Capital Markets
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Development Counc:'l, has elected FINEX as chairman of the Cound 1.

B. The Capital Markets Development Council

The Capital Markets Development Council (CMDC) was formed in
October 16, 1991, 1991 after nearly five years of dialogue on its
mandate. As such, the activities covered in our proposed project
which have been studied lJy USAID since 1986, are a spontaneous
response to the creation of the CMDC and are development needs
identified and requested by the private sector. FlNEX, a non
governmental organization (NGOl recognized by both the GOP and the
private sector as the leader in capital markets reform, permanently
heads the Council. The co-chair is shared by the public sector
represented by the Securities and Exchange Commission(SEC) and the
Central Bank (CB). Here, the GOP has likewise recognized the need
for private sector leadership of this reform process. The Council
is comprised of: senior GOP officials (including the Secretary of
the Department of Finance, the Chairperson of the Securities and
Exchange Commission, The Governor of the Central Bank, the heads of
the Bureau of Internal Revenue and the National Economic
Development Authority) as well as senior executives . from the
private sector representing the securities brokers/dealers,
bankers, investment houses, finance companies, the corporate legal
sector, and the academe. Since its creation, the council(and it's
technical committees) meet fortnightly and has come to agreement on
an agenda for sectoral reform. Among the more important items
tagged for immediate implementation are: reduction of
administrative orders and policies proven as impediments to
development; professionalization of all market participants;
improved automation; and the creation of an investor information
data base corporation. The Council has also served as the vehicle
to bring together the two stock exchanges which have recognized the
need for closer coordination through automation. With this
private/public partnership for capital markets reform, the
prospects of success in the identified areas are higher than at any
other time. Project assistance is designed to target development
in transactional areas, such as training and technical assistance,
which can quickly be applied. Although GOP policies and deep
rooted private sector rivalries and attitudes have added to the
problem, the CMDC represents a medium for change. The project's
private/public sec~:or activity is designed to assist and accelerate
the process of change, build consensus and consolidate efforts to
ensure that a single and efficient process emerges. In order to
balance developmental efforts, the private sector component will
provide the ~carrot." ° for reform.through self-regulation, with .the
public sector reform, acting as the "stick", for enhanced
surveillance and monitoring.

4. Donor Coordination/Stratified Approach to Sectoral Refor.m.

The World Bank (WB) and the Asian Development l;.~.nk (ADS), are both
actively involved in capital markets deo"elopment in the
Philippines. Their activities are complimentary to USAID's Capital
Market Development project and while the USAID project is
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independent of the ADB and ~m projects, it can draw benefits from
them. USAID has maintained regular and continuing donor
coordination dialogue with both ADB and the WB. All three donor
agencies are coordinating their respective capital market projects
and do not envision any duplication of efforts.

Donor coordination efforts have led to a "stratified approach" to
achieving policy reform in the financial sector. The World Bank
will take a macro reform approach to restructure the Central Bank
into an independent monetary authority. This will break the link
with deficit financing of the treasury as a result of the GOP's
subsidies. As a result, the CB will move away from a fixation on
short· term oriented public sector debt and concentrate on long term
monetary policy rather than on fiscal policy. Over the long-term
this will lead to declining peso interest rates which will make
equity investments more attractive and fuel increased activity for
the private sector stock exchanges. The ADB has $1.5 Million in
technical assistance and a planned $100 million sectoral program
loan for the GOP to reform/restructure the SEC from a jUdicial body
into a service organization to promote, as well as, regulate the
capital markets. This effort will require legislative changes
championed by the Office of the President to which the SEC reports
to, and the Department of Finance which will be funded under the
ADB project.

USAID's project will benefit from the policy reforms gained in the
above two activities with an estimated $300M effort over several
years in phases envisioned for the policy reforms in this area.
For a smaller amount of $13.5 million over 5 years with a private
sector· led effort, USAID's project can position and lobby for the
reforms to be approved by the GOP as well as manage implementation
towe.rds success.

The Asian Development Bank has three on-going technical assistance
study projects for the Philippine capital market as follows:

A. Instt tutional Strengthening of the Securities & Exchange
Commission. Under this technical assistance, consultants will
prepare studies covering: the powers and jurisdiction of SEC;
Policies, regulations and rules pertaining to registration,
disclosures,underwriting, pricing of securities, financial
reporting, trading of securities, code of conduct of securities
market institutions, etc; and, organizational structures, systems
and procedures, including staffing and training arran~Jements,

operational procedures systems I status of computerization, and
recommended actions for streamlining and strengthening SEC'S
organizational structure.

B. Stockmarket Development. Ur-der this technical assistance, ADB
consultants will conduct studi~s and prepare reports, including
recommendations, on the following six major issues related to the
Makati and Manila Stock Exchanges: 1) Feasibility analysis on the
unification of Manila and Makati stock exchanges; 2) Feasi.bility
study for the automation of the two exchanges with detailecl plans
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f~r the education and training of staff, participants and
investors; 3) Feasibility cnalysis for a "Central Depository and
Clearing Systern ll

; 4) Professionalization of the exchanges
governance and management; 5) Listing rules and company disclosure
requi::ements; 6) Organizati<m of an Investors I Protection Fund,
including the examination of the scope, structure, mandate,
management and operations of the fund.

C. Development of Long-Term Bond Market. Long-term maturity
instruments, particularly Government bonds, are often the bell
weathE!r issues of the debt market which sets interest rates for 'all
other debt securities. ADB consultant's will examine and make
recom.~ndations for the creation and maintenance of a corporate
bond market with a range of maturities. They will also examine the
feasilJ..lity of an asset securitization program for mortgage and
other consumers loans.

In addition to the above TA proj ects, the ADB also has, under
study, an sectoral adjustment loan program similar to that of the
World Bank, anticipated to be in an amount of US$lOO million, and
expected to be approved during the first quarter of 1993. It is
also anticipated that the loan will be made in tranches, subjected
to conditions related to capital market development.

The World Bank sectoral adjustment loan prograrn is targeted for the
improvement of the capital markets environment.. It is anticipated
that an initial $200 Million loan would be approved during the
first quarter of 1993 which will be used to cl~ar the Philippine
Central Bank's balance sheet from national government debt. This
loan would be released in tranches, possibly \tJ'ith conditionalities
related to policy and sectoral reforms le~.ding to operational
improvements in the capital markets and of the securities market.
The GOP, more than ever before, will have to finance budget
dE:~ficits by raising funds in the securities market rather than
bo.:rowing from the Central Bank. There is no grant money or
technical assistance in the WB project, though a comprehensive
study of the Philippine capital market was conducted by the Bank's
staff and a two-volume report was prepared in February of 1992.
The Bank's conditions for the loan would be drawn. from the
rec';;"!'.-".endations presented in this report.

All of the WS/ADS projects are either direct loans to the GOP or
technical assistance for the conduct of studies and preparation of
recommendations. They are not involved in the actual
implementation process of sectoral and policy reform, which is the
cornerstone and "main focus of 'USAID's project. Furthermore,
USAID's project could benefit, considerably, from the reports and
findings generated by the ADS technical assistance projects, as
well as from the conditionalities of the World Bank/ADB sectoral
adjustment loan programs.

\~\

-'



Existing Market Operations in the Philippines

a. Trade Execution

securities trading on the exchanges is ~till primarily a manual
procedure based upon an "open cry-out" system. A great deal of
time is spent in the execution of a single trade. Further.more,
there is good reason for prospective inveEltors to question if
trades are executed at the "best possible" price in light of these
manual proceduI'es. As such, the system'lacks the precision and
transparency that the investing public expects in order to have
full confidence in the system. Trading is dependent on both buying
and selling brokers negotiating the trades and manually recording
them. A q~ote board is used which lists both buyers/sellers and
bid/ask prices. When t.he buyer and seller reach agreement on
price, the execution is manually recorded on the quote board and
the selling broker prepares a sales contract which indicates the
names of the selling and buying brokers and the quantity and price
for each share. Sales contracts are then signed by both brokers,
given to the trade recording clerks of the exchange which inputs
the transaction directly into an exchange's computer-assisted
system. The Purchase and Sales report is prepared and mad~

available after the close of the trading floor. Brokers, then have
24 hours to review these reports and submit any necessary
corrections to the exchange. Two(2) days after the transact~on,

Clearing Reports are prepared for the brokers and one (1) day later,
the exchange sends these reports to the Clearing House, along with
a diskette record of transactions for semi-automated processing.

b. Clearing and Settlements.

The Clearing House which uses the data diskette provided by the
exchange to update and produce an internal transaction report on
their own personal computer system. This internally produced
report is compared with the report produced by an exchange, and if
the review is favorable, then the Clearing House generates check
payments and prepares advices and summary tickets, which are given
to the brokers four.to five (4-5) work days after the transaction
for all required deliveries. This system is volume sensitive and
clerical intensive. Volume ·,pswings rarely corne with advance
notice such that delays for timely settlement become very costlyfor
all parties. Five' (5) WO~t days after the date of transaction, a
debit advice is issued to brokers with Net Due Clearing balances.
The Clearing House requests payment from these brokers usually in
the form of a "sarne day funds" instrument such as a cashier's
check and an Official Receipt is issued each broker for all
payments received. Only after Net Due balances are settled can the
Clearing House· release payments to brokers. Br.okers 'are
responsible for the delivery of certificates of ownership to the
Clearing House before checks are released to them. These
certificates must be accompanied by a Delivery Letter, &S well as
the appropriate Transfer Instruction and a Summary of Transactions •
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The Clearing House then tr~scribes all this data for entry into
its PC-based system and has four(4) additional days to process the
data. Activity conducted during this period consists of balancing
issuances against cancellation on a per issue basis and the
oreparation of t~ansfer transmittal letters to authorized transfer
acents, of which there are approximately forty in operation. The
Transfer Agent has fifteen (15) days to process specific
transactions. Part of this fifteen-day pericd is utilized by
corporate registrars who, upon receipt of the newly issued
certificates prepared by the Transfer Agent, record them in the
books of the corporation. When the Transfer Agent receives the
returned certificates from the Regist~ar, the Transfer Agent
prepares a Billing Statement which is sent to the Clearing House to
record the necessary amounts owed for documentary stamp tax and
transfer fees. The Clearing House requires another tw~(2) days to
perform clerical tasks necessary to communicate and collect these
charges to the brokers and pay the Transfer Agents. When the
Transfer Agent receives the payment he releases the certificates to
the Clearing House.

Approximately twenty-seven(27) days after the initial transaction,
the Clearing House processes the new certificates received from
Transfer Agents attaching delivery letters, release and billing
forms. Two (2) days later, the brokers review the certificates
received from the Clearing House, verify their records, and release
these to the customer. Problems with lost certificates sometimes
occur in the shipment to and from the Clearing House, the Transfer
Agent, the Registrar and the broker. The paperwork required to keep
up with all transactions neceesitates broker/dealers having their
own back office system support.

Finally, it should b~ mentioned that the estimated turnaround time
(of about.29-30 working days from date of transaction) for these
activities to be completed is not always met in today's low volume
environment, and that the transfer cycle could easily extend to 40
50 days for some issues dependent on the state of the certificate
records of the Transfer Agents, Corporate Registrars and
Broker/Dealers.

'l'ABLE__= Summary of Blapsed time f(~r Present 'l'rading, Clearing and
Settlement Practices

•

Trade(T)

T+l(day)
T+2
T+4

T+5
T+9-24

T+27

T+29-30

Completed Buy and Sell; Purchase and Sales Report
prepared/sent to Broker
Report reviewed by broker
Report prepared/sent to Clearing House,
Advice/Summary Tickets given to Brokers; Debit advice to
brokers with Net Clearing Balances.
Payment made to Clearing House by Broker.
Clearing House to Transfer ~gent to Corporate Registrars
an~ back to Clearing House.
Clearing House processes new certificates for release to
Brokers.
Review by Brokers; Release of certificates to clients.



Proposed Automation of Market Operations in the Philippines

Emerging markets are r~?idly gaining in sophistication. Numerous
markets are in the process of implementing more effective
regulatory environn.~nts, enhanced market information systems,
advanced trading systems, and centralized, streamlined clearing and
settlement procedures. Efficient ~arkets cannot function without
credible information that is disseminated quickly to users. Anew,
revitalized securities market operation structure supported by a
fully automated single national trading;~ clearing and settlement
(back-office) system is critical for the Philippines to achieve
strong economic development through its capital markets. A unified
market operations system need not require physical unification of
the two exchanges, as automated trading and data communication
systems would link exchanges, regardless of location. Presently,
clearing and settlement facilities are partially automated. Some of
the larger broker-dealers have, on their own, automated some back
room services and operations. The present syst~ms in use are
decades benind the times, both in technology and in terms of market
practices.

a. Automated Trade Executic-:'l

Implementation of a modern market operations system would
dramatically reduce the management needs for the operational side
of the exchanges. Ideally, the proposed system would have buil t - in
surveillance capabilities, and by re-ens"ineering trading processes,
rather than by merely automating current manual, certificate-based
operations, the need for inspection of broker/dealers would also be
r~duced. Such a system would have the following advantages:

•
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Achieves for an investor the guaranteed lowe~t best possible
price in a completely fair market regardless of place. of
execution;
Enhances the ability for increased volumes to be processed
according to agreed upon trading rules;
Helps ensure uniformity in reporting and permits a single
focus tor regulation enforcement;
Avoids the need to dismantle and reorganize the current
exchanges and the resulting time loss and associated risks;
Permits flexibility in policy changes (such as rescinding the
dual listing requirement by permitting trades to be executed
only by brokers of certain exchanges);
Allows the creation of additional exchanges in the future
regardless of location, such as in the regions.
Permits listi1".g requirements to vary by exchange, thereby
accommodating or encouraging exchange specialization by
industry or location.
Allows management of Customer Orders on an Automated Basis,
e.g. allows the broker to verify customer credit and track the
order until it is executed or canceled. This means that no
client's order is forgotten, and broker/dealers are protected
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against credit risks;
o Allows for transparency in the assessment of charges. When

the trade is executed, the syst 'm automatically calculates the
broker's commission, debits the investor's account, and
credits the broker's account with the custodian for the amount
of the commission.

Execution and priority of clients orders under the current system
is inefficient and subject to inaccuracies and misuse that are hard
to detect when the market becomes bUsy., The current system is
appropriate only for a low-volume inacti~e market. Confidence in
the fairness of the tracting syster,~ is essential for market
expansion. Orders must be executed on the basis of price-time
priority. Automated trading ensures a fair market, since no order
is forgotten and price-time priority is rigorously observed.
Through automated trading, brokers are able to guarantee clients
that the system is rigorously fair.

b_ Automated Clearing and Settlem~nt

A critical aspect of efficient securities market operations is
automated clearing and settlement. Settlement is the exchange of
securities (in the form of stock certificates of ownership) for
money, in the performance of the trading contract. Settlement is
by book-entry. Securities accounts with the centralized securities
custodian are maintained by computer which is linked to the
automated trading system. Once a trade is matched electronically,
information such as the custody account of the buyer and seller,
the price, and other details are electronically reflected in the
accounts of the buyer and seller, which are debited and credited
for cash and securities_ Th~ next day, investors receive written
confirmation of the transaction from the custodian. In all
developed m3rkets, brokers are obliged to settle promptly, whether
or not they receive the money or securities from their clients.
Mogern markets use central book-entry settlement which means that
shares and money are exchanged by accounting entries in a spe~ial

centralized depository institution which eliminates the risk of
counterfeit certificates or.bad checks. Fully automated settlement
means that transactions are completely settled electronically
within 2-3 days after execution, without effort on the part of the
broker. Automated settlement increases brokers' profits, and
expands the market by improving the quality of service to
investors.

c. Automated Production of Customer Statements and Confirmations.

Rules issued by the regulatory body and exchange management
typically require that ,broker-dealers keep updated and correct
records of customer transactions and issue confirmations and
receipts to document movement in a client's account. This
accounting responsibility is shared by brokers throughout the world
and when done by manual method9, creates cost that often absorb an
estimated forty percent of commission income. To handle such

•
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TABLE_ Comparison of elapsed times for Trading, Clearing and
Settlement Practices

where T- represents the date of transaction or trade
T+l= represents 1 working day after transaction

Processes

Completed Buy and Sell;
Purchase and Sales Report
prepared/sent to Broker

Report reviewed by broker

Report prepared/sent
to Clearing House

Advice/Summary Tickets sent
to Brokers; Debit advice to
brokers with Net Clearing
Balances.

Payment made to Clearing
House by Broker.

Clea~ing Housa ~o Transfer Agent
to Corporate Registrars and back
to Clearing House.

Clearing House to Centralized
Securities Custodian(Transfer
Agents/Corporate Registrars)
Investors receive written
confirmation of transaction.

Clearing H~use processes new
certificates for release to
Brokers

Review by Brokers; Release of
··certificates to clients.

Custodian processes certificates
for direct release to clients

Present
Manual
System
,..
T

T+l

T+2

T+4

T+S

T+9-26

T+27

T+29-30

Proposed
Automc.ted
System

T

T

T

T

T+l

T+1-2

T+2-3

• •



"back-room" work manually requires a permanent staff of
accountants, bookkeepers, and clerks which represents a fixed
overhead expense that cuts into broker's profits every time trading
volume declines. By automating such bookkeeping functions as the
production of statements and confirmations, brokers are able to
efficiently handle increased volume at less cost (perhaps as low as
twenty percent of commission income).

d. Automated Market and Price Information.

Investors need to know as much as possible about market movements
in order to make sound decisions. Price'· information is the prime
ingredient in creating market interest. By automating price
information, it can be transmitted rapidly to brokers' offices and
to the press, both within a domestic market and throughout 'the
world. Automated trading provides investors with detailed
information on all offers to purchase of sell a security, which
helps them determine a market strategy. Automated price
information is the basic marketing tool of a modern stock exchange.

TABLE___ Summary of Elapsed time for Automated Trading, Clearing
nnd Settlement

Trade (T) Completed Buy and Sell, Report reviewed by broker, Report
prepared/sent to Clearing House; Debit advice to brokers;
Payment made to Clearing B.ouse by Broker

T+1 Clearing House to Centralized Securities Custodian
(Transfer Agents/Corporate Registrars) and back to
Clearing House; Inve.tors receive written confirmation of
transaction•

. '

T+2 -3 Custodian processes new certificates for release to
clients.

4. Confo~itv to Ipt,;p,tiQnal MArket Stapdard.

Modern securities market operations in developed and emerging
markets base their systems on recommendations on clearance,
settlement and securities custodianship as developed by the Group
of Thirty (G-30) in 1990. The Group of Thirty, composed of
international bourses/exchanges, markets leaders, securities
settlement firms~ and market institutions, developed these
recommendations 'as the framework for ~'lementing efficient
clearance, settlement and custodianship for improving international
cross-border securities portfolio transactic.ms, soon after the
October 1990 world-wide market collapse. These recomendations have
since evolved into international market standards which enwle
emerging markets to attract and retain internation&l and
professional investors into their respective ~\rkets.



5. Structure of Securities Instruments and Custodianship

One essential feature of modern securities markPot operations is
the revised structure of stock certificates and the fungibility of
Hecuriti~s. Securities are said to be "fungible" when all
securities or stock certificates of the same type an~ class are
interchangeable for the purpose of settling transactions. This
means that the serial number of a share is irrelevant for the
purpose of settlement. Fungibility is simply a market custom or
practice, such that when investors and brokers agree that they are
trading the "rights to a certain number of shares" of a given type
or class, but not the actual shares wit~~spccific serial numbers,
fungibility is created.

"Collective ~ custody" through a centralized securities
depository is a capital market technique used in developed and
emerging markets to achieve "fungibility" &1d to make book-entry
settlement practical. Shares are classified to be in "collective
safe custody" when shares of many investors are deposited with a
single custodian, with instructions that such share be held
collectively. Shareholders give up their right to receive an
equivalent number of shares in the collective pool. When the
shareholder withdraws the shares from "collective safe custody," he
will probabl}r receive a certificate with a different serial number
from that which he deposited, but he will have the sarne number of
shares of identical type and class. Developed and emerging markets
have opted to classify, where appropriate with the legal
infrastructure, securities either as "immobilized or
dematerialized" . Immobilization is simply the process where a
specified number of securities certificates are deposited with the
custodian for ease of transfer. In this process, physical
certificates may still exist. Dematerialization is the process
where the issuer structures the r~cords of ownership of securities
in the custodian's computer ~ecords and no actual physical
certificates of ownership are ever issued or required, except for
verfication statements issued by the custodian.

The organization of a Centralized Securities Depositary is
advantageous to an investor for the following reasons: safekeeping
of physical securities; efficient book-entry and physical movement
of securities; substitution of ownership into book-entry records;
ease of linkage with other depositories. For the issuer,
advantages are ease in: administration of the collection and
disbursement of-dividends and earnings; the initiation ot ownership
,transfer of. registered securities; .. administration of ownership
records. To achieve such a facility, integrated with the automated
trading, clearing' and settlements system requires a significant
amount of planning and re-structuring of market operations, as well
as specific sections in the Securities Act. The establishment and
resolution of a revised legal infrastructure will focus on the
substitution of ownership through "fungible securities" either in
"immobilized" or "dematerial.'.zed" forms, as well as legal issues on
authenticity and acceptability of such ownership records for normal
business transactions.
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c.

E. INSTITUTIONAL AND ADMINISTRATIVE ASSESSMENT

A. PUBLIC SECTOR COMPONENT

1. Administrative Assessment of the SEC

A separate report on the administrative assessment of SEC is shown
in Appendix__ . In summary, the following are the observations
relevant to the proposed Project.

a. Organization. In general, a Study Team commissioned by USAIO
found the SEC's organization satisfactory. From interviews,
the SEC explained that, although its current organization is
able to execute its functions adequately, additional staff,
equipment, and manpower training would be beneficial toward
ensuring SEC's ability to serve its objectives in a more
efficient and effective manner. With the exception of
additional staff, these are precisely the areas, particularly
in SEC's role in the development of the Philippine Capital
Markets, where the Project is aiming to provide significant
improvements.

b. Contracting Capability. SEC's experience in contracting for
goods and se:r:vices is limited. To date, the extent of ·the
SEC's contracting capability has been confined to the
procurement of office equipment, furniture and fixtures, and
office sup~lies. In this regard, SEC follows procurement
guidelines prescribed by the Government of the' Philippines
(GOP). It has a committee on Bids and Awards comprising, at
a minimum, three Department Directors and a representative
from the Commission on Audit.

From interviews, it was explained that the engagement of
consultancy services do not necessarily undergo competitive
contracting procedures. On occasion, consultants would be
engaged upon recommendation by the proponent SEC Director and
approval of the Commission en bane. The assessment of the

. SEC's contracting capability is generally satisfactory but its
capability is considered limited in relation to the
requirements of the Project.

Project Implementation Unit Within SEC. The organization of
the SEC .is prescribed.by.Presidential.Oecree (PO) No. 902A,
amended by PO No. 1653. Adhering to these GOP guidelines, the

. SEC may not create additional depa.rtments, divisions, or units
without an Act of Congress.

•

At present, SEC has no organizational unit to act as a
possible project Management Organization (PMO) to implement
the Proj ect. This organizational constraint is highlighted by
the proposed creation in 1992 of three new SEC departments:
a Capital Markets Department, a Management Information
Services Oepartment, and a Commodity Futures Operating
Department. In 1992, SEC proposed the creation of these three
new departments, for which the Department of Budget and•



Management has approved funding allocations (additional
staffing and operating budgets). The actual creation and
operation of these three departments, however, was hal ted
after subsequent review by the GOP. It was argued by the GOP
that, without an Act of Congress, SEC may not alter its
organizational structure.

Based on this prior experience, it is possible that a new
organizational unit to act as a PMO for the Project may
encounter the same organizational constraint that was
experienced in the 1992 attempt to create new departments.
Therefore, it is recommended that an ad hoc project team be
formed within the SEC, which will report directly to the
Commissioner. A counterpart project manager should also be
appointed. Although members of the project team will continue
to hold their present positions,. they will nevertheless be
seconded to the project team as required.

Another organizational concern in using the SEC as the
Project's administrative vehicle is the issue of possible lack
of implementation continuity. As the SEC's Chairman,
Associate Commissioners, and Executive Director are appointed
by the Office of the President, there is a potential for
implementation discontinuity throughout the life of the
Project. Between 1986 and 1992, for example, there have been
three different occupants of the Office of the SEC Chai~.

The turnover of these senior SEC personnel, along with
potential changes in focus, may affect the implementation of
the proposed P~oject.

The Study Team thus assesses these factors as major
organizational constraints in the possible selection of the
SEC as the administrative vehicle to implement the Public
Sector component of the Project.

d. Financial Monitoring and Reporting Systems. Presented in
Appendix A to this Report (not included in this Annex but
maintained in the official project file) are the funding,
bUdget, cash disbursem~nts, and cash receipts processes
~racticed by the SEC. As described therein, the financial
systems being employed by the SEC are in accordance with
procedures prescribed by the GOP.

The SBC's bUdgetary process includes: submission of budget to
. the Departn'.~nt· of Budget, endorsement by the Office of the
President, and approval by Congress. The allocation of funds
is the responsibility of the Bureau of Treasury; GOP funds are
withdrawn by the SEC through a bank account at Land Bank,
Buendia Branch. Receipts collected by the SEC are deposited
in a separate bank account at the Philippine National Bank,
Ortigas Branch, which is under the control of the GOP. The
SEC however, cannot withdraw funds from this bank account .

..
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In general, the Study Team' s asse~;sment of the SEC's funding,
budgeting, cash disbursements, and cash receipts processes is
satisfactory- However, it should be noted that in the event the
SEC is made the administrativE'~ vehicle for the Public Sector
component, USAID funds will undergo GOP budgetary and funding
processes as illustrated above and described further in Appendix__

Under the GOP disbursement process, USAID funds would enter
initially into the Philippine Treasury, which in turn will
allocate/fund the programed monies to the SEC. Moreover, the GOP
would have to prefund the Project expenses for the chosen
disbursement period (say quarterly) to place the proposed Project
disbursements in line with GOP disbursing procedures. Using the
SEC as the administrative vehicle rather than an AID-Direct
Contractor would result in a more complicated funding mechanism.

In sum, the SEC itself may not be the appropriate vehicle to
implement the Project for t~e following reasons:

a. The regulatory entity that the project seeks to improve
is the S.1~C itself, which may be constrained not to pursue
thn Project vigorously out of deference to certain
established practices and because of possible
organizatiunal limitations.

b. Because of the nature of its operations, the experience
of the SEC in the procurement of goods and contracting
for services is rather limited. In this regard, the .SEC
does not provide any advantage.

c. Creating an implementation unit within the SEC may entail
bureaucratic problems. Although it is possible that
these problems may be hurdled, the Proj ect may be
delayed.

continuity of
changes in the
the life of the

There is a risk of breaking the
implementation as a result of possible
highest level of authority at SEC during
project.

e. using the 'SEC as the implementing vehicle may result. in
a more complicated funding mechanism.

d.

2 • THIRD PARTY IMPLEMENTOR

The foregoing analysis points toward a thi~d party as implementor
and confirms the preference of USAID for a direct contractor as the
implementing unit. Because much of the skills and experience that

.. are necessary to implement the Project's Public Sector component
can be bp.tter obtained from 3.b~·oad, a direct u.s. contractor,' as
envisioned by USAIO, is a logical choice .

• •



J. IMPLEMENTATION ORGANIZATIONAL STRUCTURE

The more significant features of a proposed organizational
structure are discussed in the succeeding subsections.

-.,

a. Direct U.S. Contractor

A U.S. Contractor should be hired by USAID to oversee the
implementation of the entire Public Sector component of the
Project. The Contractor will provide a' Capital Markets
Regulation Specialist who will also act as the Chief of Party
(CoP) and will be primarily responsible for the implementation
of the Public Sector component. He, therefore, will head the
implementation unit. This specialist will also be directly
responsible for the study, evaluation, and implementation of
the Policy Reform element of the Project.

The Contractor will also provide the following additional
required specialists:

o Automation specialist, who will be responsible for the
procurement of commodities and the Information Access
project element; and

o Organization and Methods specialist, whose focus will be
to assist with the study and evaluation of the SEC
organization, the development of an organizational
training plan, the identification of training needs of
SEC personnel, and the identification and selection of
training courses to meet the identified training needs.

To function effectively, the CoP needs the support of an
administration unit to be headed by a Administration
Officer. This unit will provide administrative
assistance to the entire implementation team, including
all expatriate and local consultants. Recommended to be
under this unit are:

o Administrative Officer

o Procurement Service Agent

o Accounting Section

0, Administrative Support Section

1) Administrative Officer

The Project Administrative Officer shall be
responsible for assisting the CoP in the
implementation of the' Project's Public Sector
component and for managing day-to-day
administration of the proposed Project •

•
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2) Procura~ent farvice Agent

As ;,rocuremcnt by the Proj ect Team is not f!xpectpd
to be a full time day-to-day job, and considering
that this activity is a specialized work, the
procurement of commodities (computer equipment,
software, and other goods) will be handled by a
procurement service agent to be hired by the
contractor.

3) Accounting Section

This section will take care of fund receipts and
disbursements and preparatioll of reports to be
submitted to USAID. It will also be responsible
for the preparation of budgets and establishment of
proper accounting and internal control procedures.
A lean structure is recommended, consisting only of
a chief accountant and a bookkeeper/clerk.

4) Administrative Section

This section will provide secretarial and typing
work, and messengerial services. To serve the 'CoP
and the various consultants, it is estimated that
two secretaries, a typist, and a driver/messenger
will be needed for the duration of the Project.

5. Expatriate Specialists and Local Consultants

In addition to the three expatriate specialists
mentioned earlier, the following local consultants
are expected to be hired to assist the expatriate
specialists:

o Research Consultant, who will assist the
Capital Markets Regulation Specialist in the
conduct of regulatory studies and researches,
a~d in the implementation of the pOlicy reform
element of the Project;

o Policy Reform Seminar Administrator, who will
assist the Capital Markets Regulation

.' __ .. _Specialist and coordinate with the Research
Consultant in the organization and conduc~ of
seminars for dissemination of policy reforms
resulting from studies made by the Research
Consultant.

c Information Systems Planning Consul tant, who
will assist the Automation Specialist :J.n data
modelling. taska., information technology
reviews and planning, and in the

• •



identification of commodities required to
strengthen SEC's information systems.

o Training Consultant, who will assist the
Organization and Methods Specialist in the
review of SEC's organization, identification
of training needs, selection of training
programs and seminars, and coordination of
training activities.

The local consultants will generally be hired
during the implementation stage of the
recommendations of the expatriate specialists.
During this time, the expatriate specialists and
local consultants will work together to implement
the r~commendations.

b. SEC Project Committee

As the SEC would be the sUbject of technical studies,
evaluations, and recommendations that would be provided by the
Contractor, it is necessa~' that an SEC Project Committee be
created and a director appointed to coordinate the
Contractor's work with the various departments , divisions, and
units at the SEC, and ensure the implementation of
recommendations made by the Contractor.

Generally, the Committee will Le responsible for the
following:

o Ensuring that the respective SEC organizational units
participate in the studies and evaluations conducted by
the Contractor,

Coordinating the work progress of the Public Sector
component of the proposed Prcject with the work being
conducted under the Private Sector component,

o Participating in the review and acceptance of the
recommendations nade by the Contractor,

o Bnauring the necessary implementation of recommended
changes made by the Contractor.

As the Contra'ctor would have direct responsibilities to USAID,
it is. the .. assessment of . the Study Team that the Project
Committee would not add a bureaucratic step in the conduct of
the Contractor's work. The participation of the Committee in
fact would enhance the acceptability of recommendations made
by the Contractor, thus, improving the chances of implementing
the recommended changes. To be effective, the composition of
the Committe\! must be at the senior levels of the ·SEC
organization. Three alternatives were identified by the Study
Team relative to the PIC's composition. ~e first alternative

• •
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is to have the it composed of the SEC Chairman and Associate
Commissioners. Such a composition would place the
responsibilities at the highest possible level at the SEC:
the Commission en bane. Its disadvantage lies in the
potential discontinuity of the Commission en bane's
composit~on, which may change according to appointments made
by thd Offic~ of the President. The second of the a2ternatives
is to have the Project Committee composed of the various
Department Directors (nine Directors in all), who - relative
to Presidential appointments are less susceptible to
turnover. Its major disadvantage, however, lies in the fact
that the deci.sion-making level of 'the SEC remains with the
Commission en bane. A Committee composed of Department
Directors, thus, would result in a two-level decision process.
The third alternative is to have the SEC Chairman or one of
the other Commissioners to lead .the proj ect, wi th all the
Directors of the various departmen':~t3 as members. This
provides an improvement over the sec.:ond alternative, as a
person of higher authority will be chairing the Committee.

Of these three alternatives, therefore, it is recommended that
the Project Committee be composed of the SEC Chairman and the
Associate Commissioners.

4. FUNDING MECHANISM

The funding mechanism for non-commodities that will be used for the
Public Sector component of the Project is the monthly cost
reimbursement method - the method that USAID usu~lly adopts for
direct u. S. contractors. For commodities, the direct payment
m'?thod will he used, as usually practiced by USAID .

_.

_.
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B. PRIVATE SECTOR COMPONENT

1. IMPLEMENTATION VEHICLE

In selecting a Project Implementor for the Private Sector component
of the Project, the Financial Executives Institute of the
Philippines (FINEX) was preferred over other financial
organizations which had also been considered by USAID, such as the
Bankers Association of the Philippines (BAP), an.d the Investment
Houses Association of the Philippines (IHAP). This preference is
based on the consideration that the membership of PlNEX extends to
the entire financial community and not just confined to specialized
activities like commercial banking or investment houses. Moreover,
FINEX chairs the Capital Markets Development Council.

A review of the organization and financial system of FlNEX is
presented in Appendix B to this report:. (Appendix B is not
included in this annex but a copy is maintained in the official
project file.)

The Study Team assessed that FlNEX possessed several advantages as
the potential implementing agency. ForemCJst of these advantages is
that this non-government organization has a membership' roster of
over 500 individuals, representing for the most part the chief
finan·cial offic(:..:s of leading corporations in the Philippines and
ranking officers of major financial institutions. PlNEX is a
highly respected institution in the country and possesses a high
level of credibility in the busines~ community. Of equal
importance, FINEX has spearheaded in recent years the movement
toward the development of capital markets in the country. FINEX,
in 1991, formed a Capital Markets Development committee which was
the catalyst in the later establishment (in November 1991) of the
Capital Markets Development Council, a forum consisting of very
senior executives in both the public and private sectors involved
in developing the Philippine Capital Markets.

FINEX, however, is not without its disadvantages as the Private
Sector component •s implementing agency. The Institute is a
professional association of financial executives and, as such, it
is a volunteer organization. Its set of officers generally changes
every year, and therefore the Institute does not have permanent
personnel. Its primary source of revenue is dues collected from
its member., and its major disbursements are lor salaries of its
secretariat, and cost of membership programs, meetings and

-' fellowships.- - As' an organization, "the experience of FlNEX in
big-scale undertakings is limited.

In its present form, the PlNEX organization is not capable of
administering a project of the magnitude of CMOP. However, with
proper.design and staffing by qualified personnel, the creation of
a separate Project Team to act as the ~dministrative vehicle for
the Private Sector component would overc'~e current deficiencies in
the FlNEX organization to implement the Project. Similarly, the
existing contracting capability and disbursement capa.bil,·tty of

r
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FINEX were assessed to be limited in terms of implementing a
proj ect of this nature. Specific recommendations for strengthening

. these capabilities are presented in later sections of this Report.

2. FINEX OR FINEX FOUNDATION

The issue of ~electing between FINEX and the FINEX Foundation as
the implementing agency was also evaluated. The FINEX Foundation
serves as the research arm of FlNEX and is involved in providing
grants for scientific research and development work. The
Foundation's funds are provided by FlNEX. Also, the Foundation's
members are selected from the members of 'the FlNEX organization.

Based on the Study Team's review, ~here were no significant
differences between FlNEX and the FlNEX Foundation that would favor
the selection of the Foundation as the proposed Project's
implementing agency. On the contrary, the following disadvantages
were identified:

o FlNEX has a larger membership body than the Foundation.

o The FlNEX Board meets more regularly than does the Foundation
Board; and,

o FINEX has an established source of revenue (membership dues,
etc.) in contrast to the Foundation which obtains its funds
from FINEX itself.

With these disadvantages, it is preferable to use FlNEX itself as
the implementing agency rather than the FINEX Foundation.

A first step in the use of FINEX as the Proj ect 's implementing
agency is the registration of FINEX as a Private Voluntary
Organi.zation (PVO) with USAIO. At present, FINEX is not a
reg~.stered PVO with USAIO, and it is necessary that it register in
order for it to qualify for project funding as PVO.

3• IMPLEMENTATION ORGANIZATIONAL S'!'RUC'I'URB

As explained earlier, FINEX itself does not have the organizati~nal

machinery to implement a project of the magnitude of the Project.
It is therefore necessary to create a suitable organization for
this purpo... The important features of this organizational
structure are discussed.in the succeeding subsections.

a. FINEX Project Implementation Committee

As mentioned earlier, it is recommended that a separate Project
Team be created to.administer and manage the implementation of the
project's Private Sector component. In the organization of the
project Team, the non-pe~ent nature of the tenure of the FINBX
Board of Directors should be given consideration.

• •
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The members of the Board of Directors of FINEX are elected by the
membership body annually. Thus, the Board's composition changes
every year. The President of FINEX also changes yearly, and so
wi th the maj ori ty of the members of the Board. This annual
transformation of the Board's composition brings to light the issue
of continuity in the implementation of and management focus on the
Project during its five-year life.

In order to surmount this organizational issue, the creation of a
Project Implementation Committee (PIC) is recommenced. The major
responsibility of the FINEX PIC will be to ensure continued focus
on the Private Sector component's implementation by the Project
Team. The PIC will also be responsible for monitoring the progress
of the work of the Project Team, reviewing and approving contract
awards recommended by the Proj ect Team for the procur<!Inent of goods
and services, and coordinating the progress of the work for the
Private Sector component with the work being conducted under the
Public Sector component.

Composition of the PIC. It is suggested that the PIC have as many
as seven members, consisting of the following organizations:

1. Perhaps as many as three members from FINEX itself,
including the chairman. At least two of these members,
one of which is the Chairman, should be permanent
members, and the other one could be a rotating member.

2. One member should be a representative from the SBC
project Committee, whose croso-membership would ensure
the exchange of information and liaison between the
Public Sector and Private Sector components.

3. One member each from the Makati and Manila Stock
Exchanges.

One member from the Bankers Association of the
Philippines and Investment 'Houses Association of the
Philippines who will be alternating from year to year.

The presence of other interested parties (other than FINEX members)
in the PIC would provide a broader perspective in its work and at
the same time help facilitate the implementation of the various
elements of the project.

b. Bxecutive Director

A pe~ent executive director who will act as the chief operating
officer to implement the Project should be hired. In this
capacity, he will be responsible for planning, directing, and
managing the day-to-day administration of the Private Sector
component ~f the Project. The Executive Director should possess
familiarity with capital markets in general, and the equity market
in particular. In addition to hiB general management
responsibility over the Project, the Bxecutive Director will be
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directly responsible for the organization of the corporate vehicle
that:. is envisioned to own and operate the automated trading,
clearing and settlements systems for the stock exchanges and for
the Information Access and Policy Reform elements of the Project.
The Executive Director should possess senior level experience in
private industry, preferably in a financial institution, and should
have advanced automated environment systems background.

c. Assistant Executive Director

Because of the many activit~.es constituting the Project, it is
recommended that an Assistant Executive Iiirector be included in the
Project Team. This person will be directly responsible for
contracting actions, supervising the ~nistrative unit of the
project organization, and generally will be providing assistance to
the Executive Director. He will also be directly responsible for
the Training, Education and Research element of the Project.

d. Administrative Unit

Just like in the project organization for the Public Sector
component, the Private Sector component needs an administration
unit to enable it to implement the Project. This unit, which will
report directly to the Assistant Executive Director, will have two
sections, namely:

o Accounting Section. To provide continuity to the
accounting function, it is recommended that this work be
contracted out. Because of the relative mobility of
accounting personnel, a profess;\.onal firm may be able to
provide permanence in this function. It is estimated
that the contractor will .assign a chie: accountant and a
bookkeeper/ clerk to the Proj ect. They will be primarily
responsible for the preparation of budgets, and
establishment of appropriate accounting and internal
control policies and procedures. They vill also be
responsible for the proper maaitoring and reporting of
project funds in accordance with USAIO requirements.

o Administrative Support Section. This Section will be
~~sponsible for providing secretarial, meBsengerial 'and
other administrative support to the projec~ Team and to
the expatriate and local caasultants engaged by the
Project Team. "This section vUl consist of a secretary
and a driver/messenger.

e. Foreign and Local Consultants

To implement the various project elements, the follo\'.ring
foreign and local consultants will be hired:

1) Foreign Aut(lmation ConsultanU who will be involved in:

o Preliminary design of tbe automated 8ystems

• •



o Procurement of actual systems design
o Implementation planning
o Contract management

o Migration to new ~ystems

2) Organization of Corporate Vehicle that will own and
operate the automated systems:

o A Financial Consultant, preferably an expatriate
firm, will be hired to ..put together the equity
owners. .'

L

t
J,

3) Policy Refo~ Element

o A Research Consultant will be' caltracted to do
various research work.

4. FUNDING MECHANISM

USAID will use the Periodic Advance mechanism for funding .the
Proj ect ' s Private Sector component. UDder thU method, cash
advances will be provided by USAID to FINBX quarterly based on the
project Team's forecast of expenditures for th~ DEEt quarter.

The project team hired by FINEX must develop a fiDacial accounting
and management system that meets AID standards. Ia addition, USAID
funds shall not be mixed with other FINEX-OWDIII or controlled
funds. FINEX shall depoYit all USAID cash ad~ in a separate
bank account, and shall nake all disbursemena for goods and
services for the Project from that account"
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Annex J

CERTIFICATION PURSUANT TO UTILIZATION
OF GRAY AMENDMENT ORGANIZATION

/.'

I, RICHARD A. JOHNSON, principal officer ot the Agency for
International Development in the Philippines, have fully considered
the potential involvement of small and/or economically and socially
disadvantaged enterprises, and do hereby certify that the u. s.
technical assistance required under the program will be provided
through open competition, with special consideration given to firms
submitting proposals which utilize the resources of small' and
disadvantaged firms. Firms proposing to provide services will be
required to utili?e Gray Amendment entities as subcontractors (or
as partners in a consortium) for procurement services and training.
In addition, for program evaluation, contracts will be awarded to
small and/or disadvantaged firms to enqaqe in this work. JIy
jUdqment is based on the recommendations ot the Project and Mission
Review committees.

RICHARO A. JOHNSON
Acting Director, USAID/Philippines
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ACTION MEMORANDUM

THRU:

FROM:

John A.

Earl w.

May 27, 1992

FOR THE ACTING DIRECTOR

Patterson, Acting De-~Director

Gast, DRM/DI ~,
SUBJECT: capital Markets Development Project (492-0447):

Request to Approve the Initial,.Environm~ntal
Examination (lEE)

Actiop R.quested: Your approval is sought of the lEE for the
Capital Markets Development Project (CKDP), Which recommends a
categorical exclusion under A.I.D. Regulation 16, Section 216.2
(c) (2) (i). Once signed, the lEE will be torwarded to the Asia
Bureau for final ~pproval.

Backgroupd: The Capital Markets Development Project, a $13.5
million private-public sector activity, aims to improve the
quality and transparency of investor information available to the
public and other capital market participants. The project will
employ a two-pronged effort to achieve this objective. The first
component will assist in strengthening the ability of the
securities and Exchange Commission (SEC) to carry out its tasks
more efficiently. The project will make available technioal
assistance in areas such as capital markets regulation,
automatio!!, "professionalization", a.nd organizational
development. AID-financed commoditi~s will upgrade the
automation capabilities of the SEC as it relates to market
surveillance, and assist the SEC in establishing satellite
offices at regional sites. The project will also assist in
developing software that will enable the SEC to link up to a new
automated exch~nge pystem.

A private sector component carried out by a private voluntary
organization (PVO) will seek to raise private sector funds to
develop and install a new integrated and :!\utomated exchange. Tl&e
PVO will alao take the lead in carrying out policy change
dialogue with the SEC through the Capital Markets Development
Council. In addition,' the PVO will taka charq. in orchestrating

.. " cost:,,:shax:ed training ,courses..f.or the private sector as well as
developing an investors' information service. No significant
environmental effects "are anti~ipated as the result of this
project.

•



ReCOmmendation: The project consists of technic~l assistance,
training, and develr~ing automation systems tha~ will improve
existing systems and extend outreach to other Regions in the
Philippines. A categc~ical exclusion is proposed under AID
Regulation 16 (22 CFR) , Section 216.2(c)(i), which allows for an
exclusion when there is no significant impact on the physical
environment. The Capital Markets Development Project meets this
criterion. It is recommended that, based on the information
above, you approve the attached lEE by signing in the space
provided below and in the appropriate place on the lEE
(attached). ,. ~J.? ~~~;j

APPROVED:~,..~
DISAPPROVED: .

DATE: ~~ ;I~7 I

Attachment:
Initial Environmental Examination (lEE)

Clearances:
DRM/OLA:GMlmhoff
ONRAD:KRushinq
PESO: BCoruel1o

Drafted:DRM/DI:EWGast:



INITIAL ENYIRONMENTAL EXAMINATION

(A) PROJECT COUNTRY: Philippines

(B) ACTIVITY: Capital Markets Development Project (492-0447)

(C) A.I.D. FUNDING: $13.5 million

( D)

(E)

PERIOD OF FUNDING: FY 1992 - ~~~

STATEMENT PREPARED By:_--=c:-~A~-=~~~~_~~ _
~ W. Gast, DRM

USAID/Philipp1nes

(F) ENVIRONMENTAL ACTION RECOMMENDED:

(G) ENVIRONMEN~AL OFFICER CLEARANCE:

Cat ego ric a 1
Exclusion under
A.I.D. Regulation
16, section 216.2
(c) (2 (i)

•

(H)

(I)

DECISION O~:~~CTOR:

APPROVED:~
DISAPPROVED:

DATE: ?¥ 2.--:

DECISION OF ASIA BUREAU ENVIRONMENTAL OFFICER:

APPROVED: 1LJv, A-SIA-I~tre.

DISAPPROVED: ~---------

DATE: t~_7_-_1z- _

• ....\) )
\ - /
. .I"\ .
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..'"IJJECT IHPLEMENTATIOH GANTT CHART
AND

PROJECT IHPLEHEHTATIOH AND HANAGEHJ!lN'l' SCDDtJLJ!:
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IMPLEMENTATION SCHEpULE

ACTION

1. Proiect Design

AGENCY

a. PP Authorized
b. PROAG Signed

c. Assistance Agreement
Signed

2. HKting Conditions Precedent

a. Standard CPs
b. Detailed Automation Plan
c. Training Plan
d. Creation of EDP Office
e. SEC Implementation Team

3. Contract.iJlg

SEC General Contractor
a. CBD Notice
b. RFP Issued
c. Contractor selection
d. Mobilization

August 92
September 92

September 92

November 92
February 93
February 93
February 93
February 93

December 92
January 93
July 93
september 93

USAID
USAID/
NEDA/SEC
USAID/
FINEX

NEDA
SEC
SEC
SEC
SEC

AID
AID
AID
Contractor

4. Project Implementa~ion - FINEX Component

a. Project Advisory Group
named November 92 FINEX/

USAID
b. Project Staff positions

Advertised November 92 FINEX/
USAID

c: • Selr.:cti.on of Proj ect
Staff January 93 FINEX

d. Advisory Group and
Project staff Meet January 93 FINEX/

Advsry
Group/
USAID



ACTION

5. ~utomation of Exchanges - FTNEX

a. Preliminary Design Work
Contracted

b. Work completed
c. Advisory Group

Assessment of Design

d. UP to Qstabl.i.sh
Automated Exc:hange
corporation

e. Final Desiqn Work
CO!llDlences

f. Firm selected (ref.
5.d, above)

q. Advisory Group approval
of design

h. Design Completed
i. Equity Investors

Identified

j. System Procurement
beqins

k. New System in place

6. Policy Reform Element - FINEX

a. Advisory Group defines
initial agenda

b. Policy Analyses
initiated

c. Holding of joint
Priv-Public Sector
Conferences

Year 2
d. New Policy Agenda

Developed.

e. policy Analyse.
initiated

f. Joint policy
conference

Year 3
g. New Policy Agenda

developed

December 92
February 93

February 93

Feb1"11ary 93

March S3

June 93

July 93

August 93

March 94

March 94

April 95

January 93

February 93

September 93

December 93

February 94

August 94

December 94

AGENCY

FINEX
FINEX

FINEX/
Adv Grp

FINEX

Contractor

FINEX/
adv Grp

Advisory
Group
Contr~ctor

Contractor
FINEX

FINEX/
Contractor
FINEX

FINEX

Contractor

Contractor

FINEX/
Adv Grp

Contractor

Contractor.

FINEX/

• •

"

Is?



Adv Grp
h. Policy analyses

initiated February 9~\ Contractor
i. Joint Policy

conference Augus1; 95 Contractor

~
j. New Policy Agenda

developed December 95 FINEX/
Adv Grp t.k. Policy analyses initiated February 96 Contractor

1- Joint Policy Conference September 96 Contractor

.Y.uL~
m. ~Jew Policy Agenda

daveloped December 96 FINEX/
Adv Grp

n. Policy analyses initiated Febru2'.ry 97 Contr£:lctor
o. Joint Policy Conference Se!,~ember 97 Contractor

7. Training/Education/Research - FINEX

a. Short-term (S. T. )training December 93 FINEX
agenda identified /Advisory

Group/
Contr

b. Sub-Grant to University
for long-term curriculum
development July 94-Aug 95 FIUEX

c. Award of Policy
Research Grant March 94 FINEX/

Ac:lv Grp
c:l. S.T. classes organized May 94 FlNEX/

Contract
e. Training Sessions helc:l May-Sept 94 FINEX/

Instns
Year 3
f. Awarc:l of Policy

Research qrants October 94 FINEX/
Ac:lv Grp

q. S.T. traininq agenda
modified October 94 FINEX/

Ac:lv Grp
h. S.T. classes organized December 94-

and held September 95 FINEX/
Instns

Year 4
i. Award of Policy

Research grants July 95 FINEX/
Adv Grp

j. S.T. Training agenda
modified October 95 FINEX/

• •

II



k. S.T. classes organized
and held

Year 5
1. Award of Policy Research

grants

m. S.T. Training agenda
modified

n. S.T. classes o~ganized

and held

..

December 95
September 96

July ~6

October 96

December 96
September 97

Adv Grp

FINEX/
Instns

FINEX/
Adv Grp

FINEX/
Adv Grp

FINEX/
Instns

•



ACTION AGENCY

8. Inyestor Information Sgryices - FINEX

Sept 93-Sept 97Contr

September 93-
September 97 Contractor

Sept 93-Jun 97 Contractor
Sept 93-Aug 95 Contractor
Oct 93-Feb 97 Subcontr

a. Specifications for design
contractor developed

b. RFP tor contractor

c. Selected contractor
complet4s system and
software development study

d. Concurrence of Advisory
Group

e. IFS for Commodities
f. Suppliers selected

g. Commodities delivered
and installed

h. Investor Information
Service System operational

9. Public Sector Component - SEC

a. Long-Ter.m Technical
Assistance to SEC
(1) cO'P/Capital MarkAts

RHgulations
(2) organizational

Specialists
(3) Automation Exp6rt

b. S.T. Specialists
c. SEC Satellite Offices

fUlly operational

10. C0mnl0dititUi

a. Commodity specifications
developed

b. Subcontract to a-A firm
firm for PSA services

c. IFB for Commodities
issued

d. Commodities delivered
and installed within
SEC & satellite offices

April 93

M&y 94

aanuary 94

Februar-j 94
June 94
September 94

April 95

May 95

December 94

December 93

January 94

March 94

December 94

FINEX/
Contractor
FINEX
Contractor

Contractor

Adv Grp
FINEX
FINEX/
Adv Grp

contr/
FINEX

FINEX

SEC/
Contractor

Contr/
SEC

Contractor

PSA

PSA/
Contactor/
SEC



11. Training
a. Project Training Plan

Developed

b. Overseas Training (including
study tours) arranged

c. S.T. in-country training
organized

December 93

July 94

July 94

Contr/SEC/
USAID

Contr/
SEC

Contractor



ACTiON au AGENCY

Year 2

d. 50 persons trained September 94 contr/
Instns

Year 3
e. 70 additional persons September 95 Instns

trained
Y,aL.!
f. 150 additional persons Contr/

trained September 96 Instns

Year 5
q. 50 additional persons contr/

trained June 97 Instns

12. Eyaluation/Close ou.t

a. Mid-Term Evaluation Janu.ary 95 USAI 0/
contr

b. Final Evaluation Auqust 97 USAIo/
,contractor

c. PACo September 97 USAIo/
/SEC/
Contractor

\~



JOSTIPICATIOH POR HOH COKPITITIVB
SILBCTIOM OP PIHIZ AS PROJICT IKPLIKIHTOR
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UNITED STATES GOVERNMENT

Memorandum
DATE: August 24, 1992

Award

Assistance

Bruno Co lio
Chief~ S
Justi 'Qat on for an Assistance
Under fher Than Full and Open
Competition and NQn-CQmpetitive

FROM

TO

SUBJECT

REFERENCE COQperative Agreement for the Private Sector
CompQnent-Capital Markets Development Project (CMDP)

This is to justify the selection of the Financial Executives
Institute of the Philippines (FlNEX) as the recipient of an
assistance award for implementation of the Private Sector
Component of the Capital Markets Development Project (CMDP). The
total estimated value of this assistance agreement is $5.75
million.

Discussion: The goal of the CMDP is to enhance the operational
capacity Qf the capital markets so that an increase in the number
and types of equity and debt securities becomes available to
investors, thereby attracting additional investments and
contributing to overall eCQnomic growth. The project p~rpose is
to enhance the efficiency of the securities market by imprQving
the quality and transparency of investor information available to
capital market participants.

The approach of the project is to work primarily with the
Philippines' private financial sector and, secondarily with
public qector regulator agencies (through the Securities and
Exchange Commission) in implementing specific project activities.
The us~ of a private sector-led effort to evolve the market in
partnership with public sector refo~ actions as innovative
mechanisms for development will be stressed.

After careful consideration, USAID in collaboration with the GOP
(through the Securities and Exchange Commission) determined that
the private sector component activities would be best delivered
through a Cooperative Agreement between USAID.and a private
Filipino entity which would serve as project implementor for this
component. The nature of CMDP is such that the implementor will
administer and make available project assistance directly and/or
indirectly to other private sector parties and business groups,
through sub-grants on a cost-sharing basis for the amount of
$5.75 million, in order to achieve project objectives. Since the
bulk of activities center on the transfer of fundY to others to
accomplish an economic purpose rather than fees for services, and



Memo to S. D. Heishman
Justification for an Assistance Award

Page 2

,

since the level of success and therefore, the exact outputs of
our assistance cannot be fully known nor predicted in advance, a
contractual arrangement would not be appropriate.

At the same time, the various components of CMDP are complex and
could require modification during the course of project
implementation. Since USAID wishes to retain some approval
and/or concurrence rights over these potential changes in
criteria or policy during the life of the project, substantial
involvement by USAID is required. Therefore, a cooperative
agreement rather than a grant is appropriate.

-
It was also determined that the most effective way to achieve
results through a cooperative agreement would be with an existing
Filipino non-profit non-governmental organization, focused on
financial sector reform, and with sufficient management capacity
and a proven track record of performance in the private sector.

Justification: In selecting a Project Implementor for the
Private Sector componen'; of the Project, the Financial Executives
Institute of the Phi:i~pines (FINEX) was preferred over other
financial sector organizations which had also been considered by
USAID, such as the Bankers Association of the Philippines (BAP),
and the Investment Houses Association of the Philippines (IHAP).
The membership of FINEX covers the entire financial community and
is not just confined to specialized activities like banking or
investment houses. In fact, the membership of FINEX overlaps with
both the BAP and the IHAP.

FINEX, established in January lS, 1969, has over 600 member
companies nationwide, and is a leading member of the
International Association of Financial Executives Institutes.
FINEX is a private sector non-stock, non-profit national
organization whose members, include leading financial executives
in the present governm~nt, the Chief Executive Officers of
leading domestic and multinational corporations, senior
executives of the major financial institutions in the
Philippine., securities brokers/dealers, bankers and investment
bankers, insurance companies, etc., both local and international.
Under the umbrella of FINEX are the other key financial sector
associations namely: The Bankers Association of the Philippines
(BAP), Investment Houses Association of the Philippines (IHAP)i
Philippine Association of Securities Brokers and Dealers (PASBD)i
The Philippine Institute of Certified Public Accountants (PICPA)i
among others.

These members provide their time and efforts to the organization
on a voluntary basis. The objectives of FINEX, as described in
its Charter, are quite compatible with the objectives of the

•

-'
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•

project. Their credibility in the entire business co~unity is
high. As such, the Capital Markets D~velcpment Council, has
selected FlNEX as Chairman of the Council.

FlNEX demonstrated it's commitment to the sectoral development
process in 1991, when it took the lead in establishing the
Capital Markets Development Council (CMDC), which is a private
public sector collaborative partnership for policy reform and
dialogue in the development of the capital markets in the
Philippines.

The GOP has likewise recognized the need for private se~tor

leadership of this sectoral reform process, as evidenced in the
Capital Market Development Council, which has FlNEX as the
Council's Chairman Organization, and with the Central Bank and
the Securities and Exchange Commission as joint co-chair
organizations.

Substantive policy reform activities conducted by FlNEX in the
past demonstrates organizational familiarity with the policy,
regulatory and institutional issues at hand. As such, FlNEX has
already made a commitment to the areas of development targeted by
this project.

Technical assistance, commodities and institution support
provided in the project are structured to build on FlNEX's base
to ~n~arge their physical presence nationwida in support of'
advocacy that will lead to policy reforms. The identification
and selection of FlNEX, as the Private Sector Component project
Implementor, provides a broader appeal to the financial
community, whose support and commitment is required for the
success of project activities.

This private sector-led approach to financial sector development
has been determined as appropriate, timely, cost effective, and
sustainab2e. The approach recognizes and builds on the fact that
developin~ the capital markets is primarily the concern of the
business community and empowering the private sector to take the
lead respon8ibility for introducing innovations increases the
chances for success. Given the fact that innovations rapidly
take place in the financial markets, this implementation strategy
is superior to a government sector approach, as the private
sector, not being constrained by bureaucr~cy, would have the
flexibility, adaptability and responsiveness required for
implementation.

Given the tangible benefits to be derived from the project, the
private sector can readily contribute financial expertise and
capital resources to project activities,where required. The
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Conc\1r:

specific cost-sharing and/or leveragiD~ mechanisms for funding of
project activities have been developed and tested in previous

, private enterprise projects in the Philippines. This demonstrates
the private sector's willingness to commit and pool resources,
focused on achieving mutually beneficial sectoral improvements.
The provision of an automated trading system, market information
services, policy research, training and education servie~s all
with a national outreach, directly benefits private sector users.
FINEX will initiate the provision of these services and secure
capital resources from other private sector market institutions,
which will shoulder a greater part of the costs required for
success. This leveraging strategy assures cost-effectiyeness and
sustainability of the project's outputs.

In the following pages i.s an excerpt of Annex I: Institutional
and Administrative Analysis of the CMDP Project Paper, for your
review and reference.

In the opinion of PESO, FINEX clearly has predominant capability
within the field of eligible project implementor organizations in
the financial sector to implement the Private Sector ~omponent of
the Capital Markets Development Project.

Recgmmendltign: That you concur in the determdnation of the
Technical Office(PESO) that: a) FINEX has a predominant
capability to implement the proposed Private Sector Component of
the Capital Markets development Project based on it's experience
and leadership in financial sector reform and development, and'
it's demonstrated technical competence in the specific areas of
project assistance; and, b) That a non-competitive award of the
cooperative agreement in the total estimated amount of $5.75
million to FINEX to carry out the proposed activities is fUlly
justified in accordance with the requirements e~tablished in
paragraph 2B3(b) of Handbook 13.

J1tZJkd.; 1

Do not Concur:

r

Date:

•

Attachment: Institutional and Administrative Analysis

•

•
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1. AA/ASIA APP~OV!S TEI NEW ACTIVITY DESCRIPTION (HAD)
rOR TSE CAPITAL MARK!TS DEVELOPMINT PROJECT (CMDP). 'TlE
MISSION DIRECTOR, U5AID/PBILIP?INES, HAS AUT50RITY TO
AP?ROV! SUESEQUINT DOCU~!NTS FOR TBIS ACTIVITY.

2. wE APPLAUD T5! MISSION'S INNOVATIVE APPROACH TO
ENGAGING PLAYERS VITB DIVERSE'INTERESTS IN ACTIVITI~S TO
INCR!!S~ INV!STOR CONrIDENC~ IN PHILIPFINIS CAPITAL
MARKETS.

3. ON TEE llASIS OF TE! ~UP.E!U REV IE. ~r THZ NAD, WE
RECOMM!ND TBAT YOU CONSID!R TgE rOLLOIING IN !INAL
PROJECT DISIGN •

.--. ~

A. LINKING CMDP AND MACROECONOMIC POLICY REFORM

PROGP.ESS OF TBE GOVIRNMINT or PBILIPPINES (GOP) IN,
~B! A!t! OF MAC~O!CONO~IC POLICY REFORMS, J.RTICULARLY IN
THE !INANCI!L MARIETS SECTOR, ,ILL IMPACT UPON TB! SUCCESS
9r CMuP. T!E PROJECT PAPIR SBOULn CAPTURE TBE

R:EL1TIONSBI? BETWEEN MACP.OtCONOMIC POLICY AC1IVI!IES........
(US1I»'S AND OTSIR DONO!S') AND CAFITAL MA!XETS
DEVILOPMINT. DOCO~EN'!'ATION OF LESSSONS LEARNID'FRO~ THIS
PROJECT ABODT T!! LINJAGX !XT.!-EN POLIct CBANGE AND
CAPITAL M!!IETS DEVILOPMINT CA" INFORM rUTURE DESIGN OF
SIMILAR PROJ!C!S EtS!WB!!E I~ A.I.D~ .

!. PRIV!~E SECTOR COMPONENT

VE SUP~ORT TBE PLANNED, FOURY!AR ?ROJECT LIFE
INSTIAD O! TEI USUAL FIVE-PLUS YEARS. ~E RECOMMEND TBAT
TBE PRIVATE SECTOR COMPONENT. BE. GIVEN, ONLY. ONt OR 1~0

YEARS' TP.IAL AND TStN DROPPED I! UNPRODUCTIVE. IITHIR TBI
PRIVATE SECTOR WILL BAVI PlefED UP TBI IALL IN TBIS Tlr.I, •
OR SOMITEING IS ~RON~. T3I5 ?ROJECT APPR01CB SBOULD lLSO
!!' tOCUMENTID I~ TBI PROJECT PAPi-H.

,. REQUEST T:1T MISSION !OP'_j!D TB~ INITIAL !NVIRON~ENT!L

~~. . .
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