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FOREWORD

This study of the Private Development Corporation of the
Philippines was undertaken in late 1983. It is one in a series
undertaken by the Center for Development Information and Evalua-
tion, Bureau for Program and Policy Coordinaticn, to examine
Agency for International Development (A.I.D.) experience with
the implementation of the Private Sector Development Initiative
since 1981,

The other related papers are as follows:

A Review of A.I1.D.'s Experience in Private Sector
Development, A.I.D. Program Evaluation Report No. 14, April
1985 (PN-AAL-049).

Private Sector Development in the Thai Seed Industry,
A.I.D. Evaluation Special Study No. 23, June 198%
(PN-AAL-047).

Management Education in Modern Tunisia: L'Institut
Supérieur de Gestion, Tunis, A.I.D. Evaluation Special
Study No. 24, April 1985 (PN-AAL-050).

Ecuador Industrial Development Finance, A.I.D. Evaluation
Special Study No. 25, June 1985 (PN-AAL-051}.

Promoting the Manufacture and Use of Small-Scale
Agricultural Machinery in Indonesia, A.I.D. Evaluation
Special Study No. 26, June 1985 (PN-AAL-052),.

We are indebted to the authors of these papers for their
contributions to A.I.D.'s understanding of the role of the
private sector in development and the Agency's role in that
development.

W. Haven North

Associate Assistant Administrator

Center for Development Information
and Evaluation

Bureau for Program and Policy
Coordination

Agency for International Development

October 1986
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PREFACE

A.I.D. and its predecessor agencies have been active in
financing private sector activities since the initiation of
comprehensive bilateral economic assistance programs following
World War II. With the shift in development assistance
strategies in the 1970s to give greater attention to equity
objectives and basic human needs, A.I.D. participation in
private sector programs diminished substantially. Revision of
A,I.D.'s strategy under the current administration has focused
on restoring a balance between productivity and equity in
A.I.D.'s development efforts. Increased attention to private
sector intervention, including renewed attention to market
forces, has been a major component of A.I.D.'s revised strategy.

Despite its activity and historical role in assisting
private sector activities, little comprehensive evaluation has
been done on A.I.D.'s role in private sector assistance or its
successes and failures, By the beginning of the 1%80s, many
A.I.D.-initiated private sector activities had been in place and
operating for 30 years or more. The opportunity to reflect on
and learn from these development programs is critical to the
successful formulation of a new private sector strategy for
A.I.D,

The evaluation of the Private Development Corporation of
the Philippines (PDCP} is one part of this appraisal process.
PDCP is 20 years old this year. It has achieved a position of
prominence and respect in the Philippine financial community
fully consistent with the objectives and expectations of the
original incorporators. (See Appendix A for a description of
the goals and development strategy of PDCP.)

PDCP provides several important lessons-~both dos and
don'ts-~-for aid donors' consideration in formulating new devel-
opment bank programs. In different ways, these lessons are
applicable to both the more sophisticated developing economies
of Asia and Latin America and the less-developed economies of
Sub-Saharan Africa.

The evaluation of PDCP also allowed the team an opportunity
to review the current status and success of the Industrial
Guarantee and Loan Fund {IGLF). IGLF was established in 1952 as
a joint intermediate credit program by the U.S. and Philippine
Governments, It is now over 30 years old and operating success-
fully as a channel of funds to small- and medium-scale
industry. IGLF is PDCP's primary source of peso funding and
PDCP is IGLF's largest participating bank. Both IGLF and PDCP
provide useful lessons for A.I.D. in developing approaches to
intermediate credit financing.
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The team arrived in Manila on October 4, 1983 and spent 3
weeks conducting its evaluation. During the first 2 days, the
team spoke to Mission staff and refined the draft scope of
work. 1In addition to Mission support, the team received help
from the Management Group section of SyCIP, Gorres and Velayo &
Co., a certified public accounting firm, which provided the
financial analysis of PDCP and the overview of the Philippine
economy for the period under review,

The team conducted in-depth interviews with PDCP management
staff and officials from the Asian Development Bank, the IGLF in
the Ministry of Budget, and the Central Bank. During a pericd
of 5 days, the team visited a representative sample of nine
businesses that had received loans from PDCP over the past 20
years. Selection criteria to provide a balanced mix of firms
included size (small to medium), location (metropolitan Manila
and outside of the city), and financial success (those having
financial difficulty and those that had prospered and crown).
The team also visited a PDCP subsidiary in Cagayan de Cro.
Discussions with bank staff and time limitations also cuided the
selection of businesses to visit.

PDCP arranged for the owner or manager to meet with the
team members at each site, A representative of the bank escorted
the team to answer any questions concerning the financial posi-
tion of the business being reviewed. At least two members of
the team visited each site so that they could compare their
impressions.

Although the team did not have a structured set of guestions
for each visit, all interviews shared a common set of guestions,
including the following: why did the business go to PDCP, what
other institutions were approached, how did PDCP handle any
restructuring of loans if that was needed, why were requests for
additional leocans made and when, what is the current volume of
business compared to initial years, what is the projected growth,
what are the employment patterns, are products exported or sold
domestically, what are the overall costs of production, how does
PDCP oversee the loan(s)?

Supporting guantitative data, many of which are presented
in Appendixes B and C, were gathered from a wide variety of
sources.
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SUMMARY

The Private Development Corporation of the Philippines
(PDCP) was established in 1963, based in part on an A.I.D. loan
of P27.5 million in gquasi-equity. The objective of the Govern-
ment of the Philippines was to establish a privately owned and
controlled development finance institute that would operate more
efficiently and under less political pressure than would a
government institution and that would be more successful in
attracting both foreign and domestic long-term capital. These
expectations were largely met.

The economic volatility of the 1960s and 1970s adversely
affected PDCP operations. Especially important were inflation,
adverse balance of payments and hence growing external debt, and
the declining value of the peso (all associated with the two oil
shocks). These problems were compounded by the limitations of
the import-substitution policies pursued by the Philippine
Government, including interest rate controls which denied to
interest its credit-allocating role. Nevertheless, by the end
of 1982, assistance had been provided to over one thousand
projects, with a pesoc value of over P5 billion. BY any measure,
the relatively small sum provided by A.I.D. was associated with
a multiple expansion of various aspects of the Philippine
aeconomy. Further, PDCP's portfolio remained relatively problem
free. PDPC's institutional strength has benefited from
continuity of management and very good in-house staff training.

There were problems, however. Relatively toc many loans
(by value) are still made in the central regions. Early lending
was concentrated in electric utilities, the cement industry, and
relatively larger scale industry, but by 1983 lending was more
diverse, with small-and medium-~scale industry receiving more
attention. PDCP has continuing problems obtaining local cur-
rency. This problem was somewhat alleviated by PDCP's ability
to tap the peso resources of the Industrial Guarantee and Loan
Fund, a separate institution also established in part with
A.I.D., funding. Pesos from the Fund are especially important
for the expansion of loans to small~ and medium-scale
enterprises. Also, the establishment of a Central Bank credit
Iine in 1981 increased the supply of pesos from foreign currency
loans for local expenditures.

Important lessons can be learned from the PDCP experience,
For example, A.I.D. must pay dgreater attention to the evaluation
of its past experiences in providing assistance to the private
sector and to the use of local currency generation as a resource
for supporting private sector development. The foreign exchange
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risk is a major impediment to private sector investment. Greater
attention must be devoted to analysis of the financial sector in
recipient countries as a prerequisite to A.I.D. investment in
that sector. Priority shculd be given to wholesaling rather

than retailing financial assistance to private sector entities
and to develcping related institutions. Finally, training and
technical assistance should be part of each A.I.D. attempt to
establish or strengthen development finance institutions.
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GLOSSARY

Asian Development Bank

an experimental financing program of the Central
Bank to channel resources through the Central Bank
to participating financial institutions

ASEAN Finance Corporation, established by the
Association of South East Asian Nations to promote
investment in that region

Central Bank of the Philippines

Commonwealth Development Corporation

Development Bank of the Philippines

Development Finance Institute, training arm of PDCP
Development Loan Fund

Economic Development Institute of IBRD

Far East Bank and Trust Company

gross domestic product (total value of final goods
and services produced domestically, valued at

market prices)

gross national product (total value of final goods
and services produced, valued at market prices)

International Bank for Reconstruction and
Development (World Bank)

Industrial Guarantee and Loan Fund
International Monetary Fund

London interbank offer rate

National E:onomic Development Authority

peso (Philippine currency)
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GLOSSARY (cont.)

PDB -~ private development bank
PDCP -~ Private Development Corporation of the Philippines
universal

banking - a term describing a system in which banks are full

service banks {along European and Japanese lines)
rather than one in which banks specialize in a
single kind of activity (e.g., commercial or
investment banking)

unibank -~ a bank performing many different services
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1. THE ECONOMIC SETTING

This section provides an overview of the Philippine economy
by presenting data on overall trends, the changing macroeconomic
policy context, and financial markets,

1.1 Economic Trends in the Philippines

GDP accounts. The Philippine economy has undergone signif-
icant expansion and structural change since the early 1960s.
From 1963 to 1982, industry expanded in real terms at an annual
average rate of 7 percent, whereas agricultural and services
sectors grew by only 4 and 5 percent, respectively (Table B-1).
Industry as a percentage share of gross domestic product in-
creased by 9 percent over the same period, whereas the
percentage shares of agricultural and services sectors decreased
by 6 and 3 percent, respectively (Table B-2).

Financial assets. Total assets of the Philippine financial
system grew from P54 billion in 1974 to Pl12]1 billion in 1978
(current prices). Commercial banks accounted for slightly more
than one-half of these assets and nonbank financial institutions
for about one-fourth (Table B-3).

Prices. 1Inflation, a recurrent problem, became especially
severe in the 1970s (Table B-4). The periods 1970-1971,
1973-1974, and 1979-1981 were marked by double-digit inflation
rates, most of them associated with the global o0il crises.
Inflation peaked in 1974 at over 30 percent.

Trade and debt. The o0il crises also greatly affected the
Philippine trade structure. Although foreign deficits have been
a periodic problem since the early 1960s, they became especially
severe beginning in the mid-1970s. As of 1982, the Philippines"'
outstanding external debt totaled US$17.3 billion.

Exchange rates. The trade deficit and the debt burden are
reflected in the precarious position of the peso, which underwent
a series of devaluations from 1963-1982 (Table B-14). 1In late
1983 when this report was written, the pesc-dollar rate stood at
P14:US$1.

Sources ¢of instability. The behavior of import and export
prices in particular was highly unstable. Domestic factors such
as money supply, credit, and interest rates displayed lower
variability.




1.2 Overall Economic Policies

To review the effects of national economic policies on the
operations of the Private Development Corporation of the
Philippines (PDCP), it is instructive to briefly chronicle the
development experience of the Philippines since the 1950s.

The postwar reconstruction program in the Philippines
resulted in rapid rehabilitation of the economy. Between 1950
and 1957, import-substitution policies were pursued. Manufac-
turing concentrated on assembly, finishing stages, and light
processing. The failure of import-substituting, capital-inten-
sive manufacturing to reduce dependence on imports placed the
burden of providing foreign exchange on the agricultural sector,
which was itself becoming less able to provide suffjicient exports
and food supplies. Increasing import payments plus decreasing
export receipts resulted in balance of payments deficits. Thus,
the Government opted for decontrol and devaluation via a series
of steps completed in 1962.

The decontrol, however, was unable to redirect the economy
from import substitution toward exports or from agricultural
dependence to manufacturing. The continuation of import controls
and the strain in the primary sector resulted in balance of
payments difficulties again in the late 1960s. In an attempt to
expedite industrialization and improve export performance, the
Government enacted the Investment Incentives Act in 1967 and the
Export Incentives Act in 1970.

There have been several studies on the effects of these
incentive laws on allocative efficiency. In general, these
studies show that (1) utilization of these incentives, and thus
their effects on industrial production, was minimal; (2) the
incentives could not have significantly changed the economic¢
structure because there has been no basic departure from import
substitution; and (3) the distortional effect on relative factor
use drove a wedge between the profitability and social
desirability of such investments.

Further, the 0il crises and the recession in most developed
countries caused low growth and high inflation for the Philip-
pPines in most of the 1970s.

In brief, three decades of import substitution resulted in
a badly distorted industrial structure in terms of output mix,
lagging growth rate, and an increasingly capital-intensive set
of technology choices.



1.3 The Financial Market

1.3.1 Financial Institutions

The financial system in the Philippines is relatively well
developed (Table B-3). The system, however, has its shortcom-
ings: (1) the underdeveloped state of the long-term capital
market, (2) the skewed sectoral allocation of credit, and (3)
the difficulty of obtaining pesos for long-term credit.

1.3.2 1Interest Rates

Nominal deposit interest rates are governed by law.
Although interest rates on savings and time deposits have been
periodically adjusted to raise the overall level of financial
savings, because of inflation the real return on financial
savings has often been negative (Table B-4).

There has been a marked disequilibrium in interest rates,
and the structure of the financial sector and the nature of its
loans have shifted in a manner consistent with this., Before the
1970s, the Philippine financial system consisted largely of
commercial banks, but there were rapidly growing nonbank finan-
cial intermediaries. Lending rates of commercial banks were
limited by the Usury Law of 1916, whereas those of nonbank
financial intermediaries (before they were regulated} were not.
By the 1970s, ncnbank intermediaries were a large segment of the
financial system.

1.3.3 Loan Maturity

The loan market is dominated by short-term c¢redit. This is
particularly true of bank credit, more than 90 percent of which
is short term (Table B-5}. The nonbank financial intermediaries
have a better maturity balance (Table B-6). BRecause commercial
banks dominate the Philippine financial system and because
specialized financial institutions {(other than the Development
Bank of the Philippines, DRP) play only a limited role in pro-
viding long-term domestic resources to productive sectors, the
major problem is how to reorient the operations of commnercial
banks so that they are more supportive of long-term development
plans.

The major long-term lending institution is DBP, which
provided almost half of total outstanding long-term c¢redits in
1977 (Table B-7). PDCP, although licensed as an investment
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house, is a development finance institution. Data on commercial
banks' credit allocation by maturity (Table B-8) show that
practically all bank credit is short term, with a maturity of
less than 1 year.

1.3.4 Sectoral Allocation of Credit

Because the interest rate has been denied its credit-
allocating function, other criteria for rationing credit have
been required., The Central Bank uses varicus allocative devices
such as special rediscounting facilities and minimum required
proportion of credits in certain sectors such as agriculture.
Despite Government efforts and Central Bank requlations, the
share of c¢redit to agriculture has declined during the last
decade (Table B-9). The declining share of the total of manu-
facturing and trade since 1974 also is significant. In general,
credit allocation has systematically discriminated against the
small-scale, labor-intensive enterprise.

Sectoral allocation has changed markedly over the years,
with a substantial shift away from agriculture (Table B-10).
The most striking development in the pattern of credit allocation
is the rapid growth in the credit granted to financial institu-
tions.

1.3.5 Sources of Financing

Table B-11 shows the long-term institutional sources of
finance going to industry (manufacturing, mining, and construc-
tion); Table B~12 shows the local and foreign components of
total long-term financing. The proportion of foreign current
financing increased sharply from 42 percent in 1974 to 72 percent
in 1978. Foreign financing can present an exchange risk, and
there are indications that some nonexporting firms would prefer
to borrow in pesos to avoid this risk, To alleviate the problenm,
the Government recently has been borrowing abroad on behalf of
the private sector via such arrangements as the APEX loan program
(see Section 3.8.2).

1.3.6 Flow of Domestic Resources to Industry

Insurance companies commonly are a major source of long-term
finance for industry, but their role in the Philippines is
minimal. The growth of DBP as a prime supplier of long-~term
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peso credit must be traced to the privileged terms accorded to
its instruments. Privately owned development banks, such as
PDCP, were established to raise resources for on-lending to both
agriculture and industry. At present, these institutions are
not allowed to accept deposits, Consequently, they car raise
resources for on-lending only by borrowing from other institu-
tions or by issuing their own bonds.

1.3.7 Current Policies

The thin capitalization of banking institutions, and the
associated emphasis on short-term financing, made it impossible
for them to engage in long-term financing. A policy of bank
mergers and consolidations was implemented by the late 1970s.
Ancther corrective step was the legal adoption by 1980 of the
concept of universal banking. It permitted equity investment in
all fields of up to 50 percent of a bank's net worth, although
its investment in any single undertaking was not to exceed 15
percent of its net worth. As part of the effort to rationalize
the financial system and to encocurage competition and greater
interplay of market forces, the Central Bank began a gradual
program of interest rate deregulation in 1981 (Table B-13).

2. BACKGROUND OF PDCP

2,1 0Origin of PDCP

In early 1961, the Government of the Philippines requested
assistance from the International Bank for Reconstruction and
Development (IBRD) in establishing a private development bank in
the Philippines. The Government anticipated that a private
sector bank would be more efficiently managed, less sukject to
noncommercial considerations, and more successful in attracting
foreign and domestic capital for long-term financing of develop-
ment projects. The IBRD proposed that initial capitalization be
constituted as follows: 75 percent hard loans, 15 percent
guasi-equity, and 10 percent equity capital. Consistent with
the pattern established elsewhere {e.g., the Pakistan Industrial
Credit and Investment Corporation), quasi-equity was proposed as
a peso-denominated soft loan, with a low interest rate of 0 to 1
percent, a 30-year maturity, and a l5-year grace period.

The Philippine Government approached the Agency for Inter-
national Development (A.I.D.) requesting that the United States
provide the guasi-equity from peso counterpart funds generated
under Section 402 of the Mutual Security Act of 1954, as amended
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(P27.5 million proposed) and from peso currency generated under
PL 480 sales available under section 104(g) for loans for devel-
opment purposes (P10 million proposed). The Government wished
to ensure the private character of the proposed Philippine
development bank and so did not wish to have a direct role as
financier of the bank. The Government therefore reguested that
A.I.D. make the loan and agreed to reprogram P27.5 million of
Section 402 funds that had originally been programmed for mili-
tary construction.

The formal package finally agreed on is shown in Table 1,

Table 1. Initial Capitalization of PDCP

Amount
Type (millions)
1IBRD _ Foreign Currency Loan $15.0 (P58.5)
A.I.D. Quasi-Equity P27.5 ($6.3)
Equity _
Subscription Class A, Filipino P25.0 (US$7.16)
{70%)
Class B, Foreign
(30%)
Total US$15 (P58.5)

P52.5 (US$13.46)

PDCP was formally incorporated under the Corporation Law of
the Philippines on February 2, 1963, and a successful stock
offering was completed on February 6, 1963. In Augqust 1963,
PDCP commenced operations, and given PDCP's compliance with
conditions precedent under the IBRD and A.I.D., loan agreements,
A,I1.D, disbursed the full P27.5 million guasi-equity as part of
the initial capitalization.

While the IBRD and A.I.D. required that PDCP hire J. Kirks
Paulding as Executive Vice President as a condition of their
respective loans, no financing for his services was provided.
In a sense, therefore, A.I.D.'s subsidy terms helped finance
Paulding and took the place of grant financing of technical
assistance.
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2.2 Objectives of the A.I.D. Loan

The general objectives of the A.I.D. loan were to establish
a privately owned and controlled development finance institution
that would facilitate the mobilization of foreign and domestic
capital and increase long-term financial assistance to private
industrial and other productive enterprises, Although little
conflict on objectives existed among A.I.D., IBRD, the Philippine
Government, and the private sector, several problems attendant
to the Bank's creation resulted in protracted negotiations and
some legal difficulties. The following points of contantion are
considered by the evaluation team to be important in an appraisal
of PDCP's 20-year history:

-— The need and justification for the quasi-equi:y, both
in terms of the necessity for subordination in the
event of liquidation of PDCP and the justification for
the very soft terms of the quasi-equity

-~ The possibility of excess profits accruing to the
corporation's shareholders because of the sofi terms of
the quasi-equity (resolved initially by inclusion of an
excess-profits clause)

-- Concern over control of the corporation by a limited
group of private investors, possibly resulting in
preferential attention to interlocking corporations

-~ Handling of the foreign exchange risk on external loans
{eventually resolved by passing the risk on to end-users
despite initial legal concerns)

-- Determination of the appropriate corporate structure
for PDCP. (Provisions of the Philippine banking laws
and the Philippine Investment Company Act would have
precluded PDCP's operation as a full-service develop-
ment bank. It was eventually established under the
Corporation Law, a solution that permitted establish-
ment and commencement of operations but that left PDCP
free of the supervision by the monetary authorities to
which banks and investment companies were sublect.)

2.2.]1 Resolution of Issues on A,I.D. Loan

The major issues concerning the soft loan terms of the
guasi-equity and the potential for concentrated control of PDCP
were resolved through conditions and convenants in the A.I.D.
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and IBRD agreements. These agreements were desidaned to (1)
minimize the concentraticn of financial assistance to major
stockholders and directors of PDCP, (2) provide for accelerated
prepayment of the A.I.D. loan in the event of "excess profits,"”
{3) provide A.I.D. with the option to accelerate prepayment of
the A.I.D. loan in the event of impairment of PDCP's capital,
and (4} establish reserve requirements for payment of the A.I.D.
leoan.

2.2.2 Observations on A.I.D.'s Initial Concerns

With a 20-year perspective on PDCP's operations, it is
useful to review A.I.D.'s concerns at the time of PDCP's
incorporation in 1963.

-- The soft terms of the A.I.D. loan do not appear to have
resulted in excessive profits to PDCP shareholders.
Return to equity ranged from 4 percent to 18 percent
over the 20-year period, less than the average return
to PDCP's own borrowers.

-— The foreign exchange risk issue has become a major
concern of PDCP, lenders, the Government, and
borrowers, particularly in times of periodic peso
devaluations (see Section 3.8.2).

-— Concentration of PDCP assistance on selected segments
of the private sector represented by interlocking
directorates has not been a major problem.

-~ The conflicts between provisions of the Philippine
banking laws, the Investment Company Act, and PDCP
objectives presaged a need for eventual major reforms
in Philippine banking laws. Only recently approved,
these reforms introduced into the Philippines the
concept of universal banking--but nearly 20 years after
PDCP's establishment {discussed in Section 3.8.1).

—-— PDCP's lack of access to peso resources has been a
major problem and constraint to its growth and expanded
operations. Preoccupation with foreign exchange and
failure to address the domestic currency resource issue
were major flaws in PDCP's design {see Section 3.8).
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3. OVERVIEW OF PDCP OPERATIONS

3.1 Operational Highlights

As of the end of 1982, PDCP had approved financial assist-
ance to 1,183 projects with an aggregate peso-equivalent value
of P5.304 billion (Table C-1). Direct financial assistance
(e.g., loans, equity investments, and guarantees) totaled P2.9
billion or 54 percent of the assistance provided (Table C-2).
Indirect assistance through syndications, underwriting, and fund
management constituted the remaining P2.4 billion or 46 percent
(Table C-3}, Table C-4 presents a comparison of cumulative
direct and indirect lending by year.

Three hundred twenty-nine projects received a total of P2.1
billion in direct "regular" (large) loans (Table C-2). Ninety
percent of this amount was in foreign currency loans--principally
funded by IBRD and the Asian Development Bank (ADB). Peso
currency loans totaled P198 million and came from resources
provided by equity investments in PDCP, A,I.D.'s initial P27.5
million loan, private placements by PDCP, and (in the last 10
years) from the Industrial Guarantee and Loan Fund (IGLF}.
PDCP's appraisal of resource availabilities versus investment
opportunities indicates that the unavailability of peso currency
has been a major constraint to investment not fully appreciated
by PDCP's initial incorporators or its major lenders.

PDCP launched an active smaller loan program that approved
328 small loans and 308 medium loans over the pericd 1963-1982,
or 55 percent of all projects, most of them since 1977 (Table
C-8). PDCP's investments in equity shares have been cautious,
comprising P116.7 million for 75 projects (Table C-2).

3.2 Economic Impact

The economic impact of PDCP's operations over the 20 years
since its inception is impressive, as shown below (see also
Table C-5).

-- Sales from PDCP-assisted projects: Pl4.5 billion

—- Contribution to Philippines net domestic product: P5.5
billion

-- Foreign exchange savings: US$506.5 million

-- Employment generation: 61,211 jobs

-- Annual payroll: P480.6 million
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Geographic and sectoral distribution (Tables C-6 and C-7)
of PDCP's assistance from 1963 to 1982 has been good despite
periodic criticism. The distribution among small-, medium-~, and
large-scale loans (Table C-B) also is satisfactory, given the
peso constraints on PDCP, which are relatively more important
for smaller lcans, and the higher risk and unit cost of small-
scale projects.

3.3 Financial Performance

The overall financial health of PDCP is revealed in its
income statements and balance sheets (Tables C-9 and C-10}.
PDCP's revenue record over the 20-year periocd predictably paral-
leled the growth pattern in project approvals and peso volume of
loans, Revenue growth during the 1960s was gradual in absolute
terms, growing from zerc to P19 million over its first 6 years
(Table C-11). Beginning in 1970, revenue growth accelerated
sharply, peaking at nearly P200 million in 1982.

The growth in income before and after taxes closely paral-
leled the growth rate in total revenue during the first 19 years
(Table C-11), indicating that the portfolio was relatively
problem free. In the 1980-1982 period, PDCP's earnings, both
total and on a per-share basis, showed a marked decline (Table
C-12). This decline in earnings, despite steady gross income
levels, resulted from a deterioration in PDCP's portfolio,
PDCP's first major write~offs on investments (P18.3 million in
1981 and 1982), and revised accounting practices dictated by the
Central Bank. Another factor contributing to the decline in
earnings was the foreign exchange write-off of P10.1 million
resulting from IBRD modifications to foreign exchange-denominated
amortization schedules (see Section 3.8.2).

Aside from the exchange loss, which was beyond PDCP's
control, it appears that most of the difficulties with the
portfolio reflected the general world economic recession, which
severely affected many of PDCP's borrowers. Actual capital
losses should not result in major impairment of PDCP's capital
structure; however, growth in retained earnings and cumulative
equity has been slowed as a result,

The 20-year history of shareholder earnings is an important
aspect of PDCP's operations from A.I.D.'s viewpoint because of
concern over the soft terms of the quasi-equity loan. Earnings
per share rose from a low of P0.30 in 1963 to a high of P4.06 in
1979 (Table C-12). However, the return on equity never exceeded
18 percent when the combined subscriptions and retained earnings
figures are taken into account to determine shareholders' return
on common equity (Table C-13). Annual return on equity ranged
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from 12 to 15 percent. For foreign (Class B) shareholders who
made the original investments in foreign exchange, the devalua-
tion of the peso versus the U.S8. dollar from P3.9 in 1963 to
P14.0 in 1983 acted as a substantial deflator to their invest-
ment.

The record of dividends paid out is also a key indicator.
PDCP paid out dividends annually ranging from 10 to 16 percent
of the original share subscription price of P10.0. Stock divi-
dends were also issued in 1970, 1971, 1976, and 1981, for a
total of P41.5 million, or 166 percent of original subscriptions
(Table C-13). Performance of PDCP's shares on the Manila Stock
Exchange was weak over the 20 years, with traded values ranging
from P8.70 to P25,25 per share. The asking price at the time of
this study was P15.0 per share.

Our conclusion is that small Philippine shareholders re-~
ceived a good return on their original investment--a fair cash
dividend--but little real appreciation of traded stock value,
Foreign shareholders did not receive as reasonable a return when
exchange losses are taken into account. Most important, the
soft A,I.D, loan did not result in excess profits as was feared
at the time of A.I.D.'s original loan.

Finally, as the performance record shows, loan approvals
were few in the early years. The initial full disbursement of
A.I.D.'s loan plus pay-in of equity subscriptions allowed PDCP
to make short-term loans immediately. The earnings from these
- placements allowed PDCP to cover operating expenses during the
startup vears and show a profit to the shareholders. Thus PDCP
was financially self-sustaining from the outset. Over time, as
more loans were made, the peso resources provided by A.I.D. were
progressively moved from short- to long-term placements.

3.4 Distribution of PDCP Loans

3.4.1 Regional and Sige Distributicn

During PDCP's first decade, there were numerous Criticisms
of the apparent preponderance of loans made in the Manila area
{Table C-6). There has since been a significant drop in the
number of loans made in the capital area, but their pesso-equiv-
alent value has in fact increased. The PDCP set up saven
branches to facilitate lending outside of Manila and invested in
three regional develcopment banks.

The Philippine Government, IBRD, and ADB have emphasized
that the PDCP should enter the small- and medium-size loan
area. In 1982, PDCP made 24 regular lcans for a total of
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US$202.3 million, an average of P8.4 million per loan. PDCP
also made 48 small- and medium-size loans for a total of P51
million, an average of P1.06 million per loan. Thus, PDCP made
twice as many loans in this category, but the value was only 20
percent of the combined value of both categories of loans.

3.4,.2 Sectoral Distribution

In the past, there have been criticisms that PDCP neglected
some sectors of the economy. Although early lending was concen-
trated in electric utilities and the cement industry, this
concentration was later corrected. Over the period of 1963-1982 .
the manufacturing sector received 65 percent of all loans made
(Table C-7).

3.5 Institutional Development

PDCP began operations in 1963 with a small staff. 1In 1976,
Mr. Vicente Jayne was elected by the Board to the Presidency of
PDCP, a position he still held at the time of this study. The
Board of Directors has maintained continuity since incorporation,
with 4 of the 11 directors having served since startup. PDCP,
therefore, has had a unique continuity of senior management over
its 20-year history. ADB notes in its appraisal in 1982 that
"PDCP is a well-established and well-managed development financ-
ing institution making a significant contribution to the devel-
opment and financing of private enterprises in the Philippines.
Its management and staff continue to be competent and efficient."
Development of professional staff at PDCP below the very senior
level has also been excellent, due partially to PDCP's excellent
in-house training programs (discussed below}. Organizationally,
PDCP has grown in size and complexity. The most recent organi-
zational change has been a restructuring to handle increased
project monitoring, particularly of projects in difficulty
during the 1983 economic recession. IBRD's 1983 appraisal was
also favorable.

In summary, the evaluation team views PDCP as a strong,
well-managed institution that has evolved and continues to
change to meet market and operating conditions for development
lending in the Philippines. Credit for PDCP's successful growth
belongs to the Filipinos themselves.



-13-

3.6 Training and Technical Assistance Operations

An important factor contributing to PDCP's success that
must be considered in the establishment of any development bank
in which A.I.D, is involved is the creation of its internal
training division, the Development Finance Institute (DFI). It
was established as a separate unit in 1971 and has a staff of
six full-time employees (five professional, one support).
Currently, DFI conducts training in four areas.

—— -

In-house training programs. Each year, DFI holds a

series of 10-week "core" training programs that are
designed to upgrade the expertise of PDCP staff. To
supplement the in-house programs, DFI alsoc sponsors
professional and nonprofessional staff membeirs to
attend specialized courses, seminars, and conferences
held by other training institutions both within the
Philippines and abroad. One of the gualifications for
in-house training is that participants sign a contract
committing them to stay with the bank for 2 vears after
training is completed.

Foreign trainees/visitors program. 1In addition to

training PDCP's own staff, the DFI receives representa-
tives from private and government institutions and from
foreign countries for training and/or observation of
PDCP's operations. The cost for foreign participants
is surprisingly low (until 1978 the bank did not charge
any fee).

Regional programs. DFI also collaborates with other

regional training and technical assistance programs
that invelve the staff of commercial and development
banks in the Asia and Pacific areas. Faculty also come
from several other member institutions, and funding is
received from such international sponsors as United
Nations agencies, the World Bank Economic Development
Institute, the German Foundation for International
Development, and the Federal Business Development Bank
of Canada.

Young professional training program. This is a long-

term manpower training program intended to create an
internal pool of trained personnel, which can be drawn
on when new bank officers are needed.

DFI is exploring the possibility of implementing some of
its training programs overseas. One of the major benefits of
this move would be a reduction in overall training costs to the
participating institution/country by allowing for day-to-day
training within the host institutions, '
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One problem that PDCP has encountered over the years is the
loss of its management personnel to other institutions within
the Philippines. Although PDCP is competitive in its salaries,
recruiting of PDCP personnel by other financial institutions is
fairly intense.

PDCP's experience in the development of an internal training
division and its reputation in the region provide an important
lesson for A.I1.D. PDCP believes that the major limitation to
DFI's growth is budget constraints, because the external demand
for DFI's services now exceeds its capabilities. An internal
training component should be carefully considered whenever
A,I.D. is involved in financing a development bank., A.I.D.
should look to PDCP/DFI not only as a model hut also as an
important resource to provide technical assistance and training
at a modest cost for both new and ongoing development finance
institutions.

3.7 The Relationship Between the Industrial Guarantee and Loan
Fund and PDCP

The role of the Industrial Guarantee and Loan Fund (IGLF)
in PDCP operations has been significant in recent years. As
noted earlier, PDCP has had problems obtaining local currency
for relending. PDCP's marked increase in small- and medium-size
loans, a practice encouraged by both the Philippine Government
and IBRD, has required increased access to pesos because all of
these loans are denominated in pesos. Althcough this might have
compounded PDCP's problems with local currency generation,
IGLF's presence has mitigated this problem by becoming an
important source of pesos for relending.

IGLF was set up originally by A.I.D., the Central Bank, and
the National Economic Council (the predecessor to the current
National Economic Development Agency). IGLF's funds were
replenished several times from counterpart accounts and were
supplemented by a substantial peso loan from the World Bank,
IGLF's net worth is now more than P100 million. IGLF was
established to make loans to small industrial projects and to
guarantee (for a fee) industrial loans made by a selected group
of Philippine lending institutions that were unwilling or unable
to accept the full economic risk of such loans.

In 1973, the fund was put under the control of the Central
Bank, and a larger and more representative review committee was
formed. Lending institutions continued to be promptly reimbursed
for the amount of peso loans they had made and that were approved
by the newly constituted review committee. The PDCP quickly
took advantage of this source of pesos; all of their small- and
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medium-size loans have been peso-funded by IGLF. Thus, PDCP
increased its portfolio and reduced the necessity for concomit-
ant peso generation,

Because the spread between IGLF's interest rate and that
charged to small borrowers is small, these loans are not as
profitable to PDCP as is large project lending. Alsc, smaller
loans require more management time per value involved than
larger loans. Nevertheless, because IGLF is a dependable,
prompt, and uncomplicated source of pesos, and because there is
no other readily available source, the PDCP will continue to tap
it for the foreseeable future,

The evaluation team was not only impressed by its
"discovery" of IGLF as another successful A.I.D. intervention to
help establish a development finance mechanism, but also by the
interface and mutual reinforcement of the PDCP and the Central
Bank as a conduit for wholesaling credit. PDCP's development as
an effective private sector institution with a charter objective
to provide long-term lending opened up a major conduit for IGLF
in 1876 when PDCP received accreditation as a participant in
IGLF's small-scale industry program. PDCP continues to use
about one-third of IGLF's resources.

One attractive feature of the IGLF program {(as well as of
the IBRD and Central Bank lines of credit) was the peso denomin-
ation of the loans and the absence of any exchange risks to PDCP
or the end-borrowers. The relationship was mutually beneficial.
Over the last 10 years, IGLF met PDCP's critical need for peso
capital and PDCP partially met IGLF's need for a retailer of
credit for small development projects.

Because of higher risk and overhead costs, small loans are
not as profitable as larger loans. However, because the Govern-
ment of the Philippines and IBRD wanted to pursue this type of
lending, PDCP initiated a small loan program, set up seven
branch offices, and eventually made investments in three local
development banks in Davao City, Southern Negros, and Cagayan de
Oro to handle and monitor those loans. The extra expense of
these operations is not fully compensated for by the small
premium on the interest on small- and medium-size loans compared
with the interest rate available on large loans. However, these
loans are in effect incdividually discounted by IGLF, s0 that
PDCP recovers the peso outlay very promptly. The economic risk
is shared with IGLF in varying percentages.

The convergence of two separate A.I.D.-initiated
development finance projects (PDCP, a 1963 project and IGLF, a
1952 project) was fortuitous and has resulted in accelerated
assistance to Philippine small- and medium-scale industries.
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PDCP in effect provides the institutional capacity to make

loans, and IGLF provides the peso resource needed by PDCP for
small- and medium-size loans.

3.8 Mcbilization of Resources

A review of PDCP's 20-year history indicates that PDCP has
been successful in mobilizing foreign exchange funds, primarily
from IBRD and ADB, but much less successful in mobilizing peso
resources,

3.8.1 Mobilization of Pesos

Mobilization of peso resources by PDCP was less successful
than foreign exchange mobilization. The placement of long-term
commercial paper was closed off in 1981 because of the unsettled
financial situation, which made long-term lending in the market
difficult. This, plus IGLF's restricted use for small-scale
projects, left PDCP with only limited peso funds for lending to
large-scale operations. To offset this shortage, PDCP relied on
its guarantee authority and underwriting facilities to assist in
mobilizing peso resources from other segments of the Philippine
financial sector. However, the evaluation team believes that
lack of access toc peso resocurces has been a continuing problem
for PDCP throughout its history.

In 1979, an International Monetary Fund (IMF)/IBRD-
sponsored study on Philippine financial markets recommended a
basic change in the structure of the financial sector. The main
thrust of the change, now being implemented, is the consolidation.
of selected specialized institutions into full service units.
This shift moves the Philippines away from the U.S. model of
specialized institutions and toward the European and Japanese
system of merchant banks. The concept is officially referred to
by the Central Bank as "expanded commercial banking," but is
popularly referred to as "universal banking™ or "unibanking."

The implications of this development for PDCP are substan-
tial. With the commercial banks' ability now to raise capital
and engage in development banking, the gap between resource
generation and investment in more truly "development" projects
is theoretically bridged. 1In response to this shift, PDCP and
the Far East Bank and Trust Company (FEBTC) carried out a stock
swap in 1982, but their association stopped short of a full
merger. A full merger may eventually take place, but this is as
yet undecided. The combination of FEBTC and PDCP should provide
PDCP with access to FEBTC's large peso resources and, in turn,
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provide FEBTC with access to PDCP's experienced staff in
development lending, an area in which FEBTC is relatively
inexperienced.

PDCP management expressed its concern that it had lost many
cpportunities to assist worthwhile development projects because
of lack of pesoc resources. Similarly, the reluctance of many
potential applicants to contract for financial assistance in
foreign exchange denominated currencies also limited PDCP's
activities. These two problems are separate but related con-
straints on PDCP's operations. '

3.8.2 Foreign Exchange Mobilization and Risk

Combined foreign exchange loans from IBRD were US$130
{equivalent) million spread over five separate credits, plus an
APEX credit of US$36 million (Table C-14).

An IBRD structural adjustment loan to the Philippines in
1980 focused on reform in the financial sector. One recommenda-
tion was for the éstablishment of an experimental program to
channel resources through the Central Bank to participating
financial institutions. The program, called the APEX Financing
Program, was targeted to reach medium- and large-scale industrial
enterprises undertaking investments in new productive facilities.
Funding of the US$230 million loan was 60 percent from IBRD and
40 percent from commercial sources. Interest rates are fixed on
the IBRD portion and floating against the Londer intersank offer
rate (LIBOR) for the commercial portion.

Initially the foreign exchange risk was passed on through
the Central Bank and the financial institutions to the end
borrowers. Given investors' aversion to assuming a foreign
exchange risk, the APEX line did not move rapidly. Recently,
relending terms were modified at the request of the Philippine
Government to eliminate the foreign exchande risk in certain
cases.

It is expected that these liberalized rules will result in
greater draws on the APEX line. However, the restriction of
peso~denominated loans to export-oriented and import-substitution
firms helped these firms obtain the greatest degree of market
adjustment in the event of devaluation. Firms that do not
qualify are those most likely to be adversely affected by a
devaluation (e,g., utilities such as power and telephones}).

Recently, IBRD has elected to channel foreign exchange
through the Philippine Central Bank APEX program, thus terminat-
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ing its direct loans to PDCP. However, PDCP, as a participating
financial institution, will be able to draw on the APEX line of
credit, along with other financial institutions.

ADB, however, continues to prefer tc extend direct loans to
selected financial institutions rather than to wholesale foreign
exchange throuah the Central Bank. PDCP is regarded by ADB as
one of the premier development finance institutions in Asia and
will likely continue to receive ADB lcans as demand warrants. A
summary of PDCP's use of foreign exchange credits is presented
in Table C-14.

The evaluation team also reviewed the issue of foreign
exchange risk associated with PDCP's operations. From 1963 to
1983, the peso decreased in value from P3.9 = US$1.0 to P14.0 =
US$1.0. Until recently, IBRD policy has demanded that the
end-user bear the exchange risk irrespective of the company's
ability to absorb the devaluation losses. Although some compan-
ies benefit from devaluation, many do not, and Philippine com-
panies, some PDCP-assisted, are severely impaired by exchange
losses. Some are at the point of insolvency at least partially
because of this impact.

Related to the foreign exchange risk to end-users is the
foreign exchange risk to PDCP itself. Thecretically, PDCP's
amortization schedules to IBRD are the mirror image of the
composite of its loans to its end-borrowers denominated in
various currencies expended by IBRD. However, IBRD modified its
master schedules to take advantage of exchange rate fluctuations
in its member currencies, a practice that left PDCP with a
differential risk. With discovery of IBRD's actions, PDCP
adjusted its financial statements to reflect these exchange
losses. PDCP has decided to write off P10.0 million from its
retained earnings over the next 5 vears to reflect these losses,
The evaluation team believes that PDCP and even IBRD loan offi-
cers were unaware of this legal loophole used by IBRD to minimize
its own exchange losses. It was certainly not disclosed to
A.I.D., which would have objected to this additional risk to
PDCP's operations. The evaluation team seriously questions
IBRD's practice and believes IBRD should assume these losses
rather than passing them on to developing country institutions,
which already face great operating risks.

3.8.3 Overview of Peso and Foreign EXchange Lending

PDCP's use of the Central Bank-APEX credit line in August
1981 made available for the first time foreign currency for
loans to fund certain domestic¢ expenditures, thus creating more
opportunities for lending. In 1983, some features of the APEX
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line were changed, providing temporary, partial relief from
foreign exchange risk. Up to US$7S5 million is now available
(through the Central Bank's participating financial institutions)
in peso-denominated loans to export-oriented and import-substi-
tuting preojects up to P560 million per year for 1983 and 1984

and in forward cover facility on a swap basis for certain domes-
tic expenditures. Net approvals in September and October 1983,
which incorporated the new features for the first time, have
exceeded by almost 60 percent net approvals for the first 8
months of the year.

The availability of peso funds for lending will hroaden the

number of large-scale clients PDCP can seek and should boost
significantly its approval rate.

3.9 Public Versus Private Development Banks

The original incorporators of PDCP, including the Philippine
Government, envisaged PDCP as a viable private sector alternative
to government-owned and -controlled development finance institu-
tions. IBRD in 1963 and for a period thereafter concentrated on
the private sector model as the development finance institution
model. In 1963, when PDPC was established, the Development Bank
of the Philippines (DBP) already existed as a public sector
alternative.

As a public sector institution with deposit authority, DBP
had much greater access to resources than did PDCP. D3P moved
from 3 percent of long-term lending to a commanding 43 percent
by 1979 (Table B-11). It also was subject to greater Government
influence regarding scope and direction of its portfolio activi-
ties. Today, DBP faces a major financial restructuring, prompted
by heavy defaults and necessary takeovers of large borirowers who
have become insolvent. The evaluation team did not do an analy-
sis of DBP, but it is clear that there is a strong difference
between the portfolios of DBP and PDCP. Despite PDCP's own
difficulties in recent years, it continues to enjoy a high
reputation with its creditors. DBP, in contrast, is considered
a serious problem case and, by some, not credit-worthy at this
time.

The evaluation tean believes that A,I.D. must, in its
future interventions in development finance institutiorns,
seriously and carefully examine public versus private sector
operations. When feasible, it should be A.I.D. policy to give
preference to private sector participation. The Philippine
example, although not unique, highlights the difficulties and
risks inherent in too great a reliance on the public sector
model.
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The evaluation team considers PDCP to be a well-run insti-
tution (a fact agreed to by many observers, including the IBRD
and the ADB) that has made a significant contribution to the
Philippine economy. The PDCP could well be used as a model for
setting up investment banking institutions for private enterprise
in many other parts of the world. Most of the problems faced by
a newly constituted investment banking institution were antici-
pated and provided for in the original concept. As other prob-
lems developed, PDCP adapted itself to the situation, no easy
task given the constantly changing Philippine political philoso-
phy and a 9rowing economy.

PDCP has planned for and coped with the problems that have
arisen with a competence that cannot be guestioned. For in-
stance, the training program, which ordinarily might receive
little attention, is excellent. It is profitable and skillfully
run, has a good reputation, and should be used in other areas
where the best conventional training resource is assumed to be
(erroneously, the team thinks) a U.S, or European facility. At
the same time, the program ensures PDCP of a future supply of
well-trained employees.

PDCP has recognized its principal problem--insufficient
access to local currency--and has taken some basic steps to
solve this problem through its affiliation with FEBTC and its
association with IGLF. Even though these sources do not fully
meet its needs, PDCP has finessed the prcblem of peso funds in
many cases by syndication and underwriting, although some invest-
ment opportunities were lost.

For the future, although PDCP may face vigorous competition
from the newly constituted unibanks, PDCP has an investment
banking know-how that is currently lacking in most of the new
unibanks. Given its new affiliation with FEBTC, the evaluation
team expects that PDCP will continue to play a primary role in
investment banking in the Philippines.

4, CONCLUSIONS, LESSONS LEARNED, AND RECOMMENDATIONS

4,1 Lessons Learned Suggested by PDCP

The evaluation team has reviewed and concurs in PDCP's own
assessment of lessons learned.

1. The profit motive gives private development finance
institutions an edge over public institutions. The best way to
ensure the viability of a private financial institution is to
permit operation of the profit motive. Government financial
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institutions are usually influenced by the political will of
public authorities, thereby lessening their effectiveness as
instruments of economic development.

2, Government policies and priorities must be given due
consideration without sacrificing standard criteria for project
evaluation. Flexibility and effective liaison is required to
keep pace with the changing policies and priorities of government
as the needs and concerns of national development change. Thus
it is important that Government priorities be considered and
that regular reviews be conducted of priority areas and indus-
tries receiving financial assistance through development finance
institutions. At the same time, new projects or business ven-
tures being considered for assistance must be judged against
standard criteria for financial and economic/social viability; a
private development finance institution is a business enterprise
that must survive and develop based on its own operational
viability and profitability, not government support.

3. Projects to be financed should be financially and
economically viable. The financial and economic viability of
projects to be assisted is the most important determinant of
their ability to repay their loans. Personal and political
influences must be set aside in project financing so that the
development finance institution can maintain a reasonably
healthly portfolio,

4, Portfolios should be diversified to distribute risk.
One way of maintaining a healthy portfolio is to diversify.
With a diversified portfolio, a loss in one area may be offset
by gains in other areas, enabling the financial institution to
continue operating even when economic forces are not favorable.

5. A thorough and accurate management appraisal is neces-
sary for evaluating a project's likelihood of success. Although
it is not always possible to fully assess management capability
and responsiveness for seeing a project through good and diffi-
cult periods, a thorough management appraisal will provide an
important measure of a project's likelihood of success. Manage-
ment is the most critical element in project success or failure.

6. Strategic and operational planning is important for
development finance institutions. Unexpected changes in a
country's social or political system produce temporary disturb-
Ances, which influence investor confidence and foreign creditor
appraisals of country risk. Major changes in the economic
environment, such as the 0il crises of the 1970s and the reces-
sion of the 1980s, also tend to impart uncertainty and doubt.
The best way to ensure long-term survival is to closely monitor
current developments in the sociopolitical and economic
environment, evaluate alternative scenarios, and prepare corres-
ponding strategies and operations suitable to each scenario.




-22-

7. Efficient collection techniques and adequate staff
support should be established, Efficient collection techniques
enable a development finance institution to maintain sufficient
funds to continue coperations and to develop a financial base to
pursue appropriate strategic plans. Such technigues require a
skilled staff.

‘8. A development finance institution must have competitive
credit lines. A competitive credit line means that the cost of
funds to the institution does not exceed the cost to its compet-
iters and that the terms are as flexible as those in the market.
Without this feature, an institution's credit lines would lose
out to competitors, eventually weakening the institution's
position.

9, Restrictive covenants in credit lines weaken an insti-
tution's competitive position. PDCP has found that strict
collateral requirements for credit lines discourage many poten-
tial clients from using the line when alternative financing
terms offered by competitors have more liberal collateral re-
quirements. Such requirements as liens on specialized machinery
and equipment as well as inventory may not be as valuable as a
real estate mortgage, but alternatives to the mortgage can be
explored.

10. The greater risk associated with smaller lcans must be
recognized, and planning of the loan portfolio must account for
the greater associated unit cost of a small loan. ©Small firms
have less staying power. They are characterized by their small
capital base, limited access to credit, and minimal market
share, They are usually family-owned and thus suffer from lack
of professional management. Thus, project appraisal for small
firms requires as much meticulous analysis as does that for
larger preojects.

11. Strict adherence to disbursement requirements and
procedures is necessary. Disbursements should not be made until
all important criteria for project wviability have been met.

4.2 Evaluation Team Recommendations to A,.I.D.

PDCP's long history of successful operations provides a
unique opportunity to view A.I.D.'s investment in a private
development finance institution over a long period characterized
by changing economic conditions and rapid growth. This long
perspective highlights several findings that the team believes
are highly relevant to A.I.D., in formulating its strateqy for
renewed participation in development finance institutions and
other financial intermediary facilities.
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1. A.1.D. needs to evaluate more comprehensively its past
experience in providing assistance to the private sector., The
team believes that A.I.D,., has a responsibility to more system-
atically and comprehensively evaluate its past investments in
private sector activities. PDCP illustrates that there are in
operation today mature institutions with a wealth of experience
and proven track records that can provide valuable lesscns to
A.I.D. and to third world countries at early stages of develop-
ment. IGLF, established in 1952 with A.I.D. assistance, is
today a successful financial mechanism and a major contributor
to small- and medium-scale enterprises. This is a program area
of continuing priority to USAID/Philippines today, yet this
A.I.D. success story is little known within the Agency.

2. A,I.D. should make greater use of local currency
generations as a resource for assisting private sector develop-
ment., A.I.D.'s contribution to PDCP's establishment consisted
wholely of pesos. Evaluation team discussions with members of
the private sector and the current Minister of Industry elicited
the uniform comment that A.I.D.'s initial contribution ¢f quasi-
equity was essential to PDCP's establishment. The peso contri-
bution met a PDCP need not otherwise satisfied by the Inter-
national Finance Corporation or IBRD and highlighted a market
niche for A.I.D., participation that we believe has wide
application in countries where substantial local currency re-
sources are generated through commodity import programs or PL
480 generations. Although quasi-equity is not in itself always
the most appropriate mode of assistance, its use in PDCF high-
lights the great flexibility inherent in local currency use. 1In
countries where shortage of equity capital is an issue, local
currency can be used imaginatively to partially fill the void.
In addition, as the PDCP example indicates, shortage of domestic
resources may be as great a constraint to private entities as is
the foreign exchange shortage,.

The desirability of a redirection of local currency by
A.I.D, from public sector investments to private sector
opportunities deserves an early in-depth review by A,.I.D. 1In
this context, the PL 480 legislation should be carefully
reviewed for changes needed to facilitate the use of PL 480
local currency generations in the private sector. To put the
magnitude of this resource in perspective, the team notes that
A.I.D.'s Economic Support Fund and PL 480 programs generate
nearly US$400 million in local currency resources annually. 1In
comparison, the Bureau for Private Enterprise has a budget in
Africa of less than US$30 million.

3. Foreign exchange risk is a major petential impediment
to private sector investment., We see no easy guidelines for
A.I.D. on how to handle the foreign exchange risk issue. In
many cases, the risk will have to be borne by end-recipients.
However, adding foreign exchange exposure to development finance
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instituticons such as PDCP, and to end-borrowers, adds a particu-
larly serious risk given the volatile exchange fluctuations
currently experienced in the third world. Overcoming the busi-
ness risks of a new enterprise is difficult enough; adding
foreign exchange exposure can be fatal in some cases.

The team believes that some rethinking ¢f methods for
reducing or eliminating this risk is necessary. The IGLF and
APEX concept (wholesale credit through the Central Bank) is one
option worth close examination when loan financing is used.
Another optien is grant funds, which, by their nature, allow for
elimination of any risk.

The team believes, however, that local currency-denominated
credit must bear a realistic interest rate. We conclude from
the PDCP experience and the Philippine APEX experience that
borrowers are prepared to pay a higher interest rate to avoid
the foreign exchange risk. Higher rates are more expensive
nominally, but they are more predictable and can be built ‘into
the investment analysis. Devaluations, coupled with exchange
losses, are not easily predictable in today's international
economy. They are beyond the control of individual investors
and can result in unsupportable costs to an individual enter-
prise.

4, More thorough analysis of the financial sector in
recipient countries should be a prerequisite to A.I.D.
investment in the sector. The impacts of related institutions,
shifting government policies, and modifications to basic
governing laws are critical to the success of development
finance institutions and their impact on the economy. The team
recommends that A.I.D. apply to its potential involvement in the
financial sector the same principles adhered to in other
sectors; that is, there should be greater reliance on a
comprehensive overall sector assessment as a precondition to
project development. It may be that IMF or IBRD or both could
take the lead in this area. If not, A,I.D., should be prepared
to do so. The implications of such a shift in focus are greater
donor coordination in a sector, better policy dialogue, greater
opportunity for reform, and greater prospects for project
success.

5. Priority should be given to wholesaling rather than
retailing of A.I.D. assistance to private sector entities, along
with related institutional development. PDCP illustrates well
the large return A.I.D. achieved through its initial investment
in PDCP. PDCP managed to place A.I.D. funds far better than
would have been possible for A.I.D. to do directly. As viable
private sector financial institutions evolve, the potential for
moving credit first through the Central Bank (possibly in larger
amounts) and then through financ¢ial markets becomes an attrac-
tive option.
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6. Training and technical assistance should be part of
each A.I.D. attempt to establish or strengthen a development
finance institution. A.I.D. should consider providing grant
financing to development banks for establishing a training
operation similar to that provided through PDCP's Development
Finance Institute. Grant funding would provide the needed
incentive for many of these institutions to concentrate their
efforts on training and technical assistance. A.I.D. should
look to institutions such as PDCP/DFI and other qualified
development finance institutions as a source of low-cost
qualified technical assistance for new and ongoing development
banks and institutions in other parts of the world, particularly
Africa. A.I.D. should become more familiar with the training
and technical assistance divisions of development banks and
should consider sending observers to such meetings as the World
Federation of Development Financing Institutions held in Lima,
Peru in 1983.




APPENDIX A

GENERAL BUSINESS POLICIES AND STRATEGY FOR THE 1980s OF THE
PRIVATE DEVELOPMENT CORPORATION OF THE PHILLIPINES

1. GENERAL BUSINESS POLICIES

(As amended by PDPR Board Resolutions No. 264-66 on July
15, 1966; No. 333-68 on January 16, 1968; No. 456-70 on June 19,
1970; No. 1865-81 on February 15, 1981; No. 1893-81 on April 21,
1981; and No. 2035-82 on September 21, 1982.)

1. Economic Role of PDCP. The Corporation shall assist in
the economic development of the Philippines. To this end it
will assist in the development of private productive enterprises
by providing medium-, long-term, and equity financing to such
enternrisea. agsisting in the development of a wider market for
ities, and encouragqing a wider distribution of
ich enterprises.

Previous Page Blank £

2, Privately Controlled Industrial and Other Productive
Enterprises. The term "privately controlled" as used in the
Articles of Incorporation will be taken to mean all enterprises
which are privately operated and managed, and where private
ownership is of controlling interest (at least two-thirds of the
voting stock). The mere fact that such firms have secured loans
from government financial institutions or that the government
holds a minority equity position (up to one-third of the voting
stock) will not exclude such firms from receiving assistance
from the Corporation.

3. Noncontrol of Enterprises Financed. The Corporation
will not seek to control any of the enterprises that it finances
and will not participate in the management of such firms.

4, Diversification of Investments. In managing its
portfolio, the Corporation will endeavor to diversify its
investments--in terms of the type of industries being financed,
the location of such industries, and as to whether funds are
used for medium- or long-term loans, or for equity investments.
Having regard to its developmental objectives, the Corporation
will give priority to increasing the number of enterprises it
finances, to assisting medium and small firms as well as large,
and to diversifying the ownership of client-enterprises. 1In
this latter connection, the Corporation will seek to bhroaden the
entrepreneurial base in the country by making special efforts to
assist qualified enterprises that, by virtue of their size, age,
or ownership, do not have as ready access to other financial
institutions as the larger, better established industrial
enterprises in the country.

Previous Page Blank
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5. Maximum Investment. The Corporation shall not normally
make an investment in any one investment enterprise if at the
time or as a result thereof the total investment (as hereunder
defined) of the Corporation in such investment enterprise shall
exceed an amount equivalent to 25 percentl of the sum of
paid-in unimpaired capital, surplus, and reserves of the
Corporation and the amount of the A.I.D. loan not due and
payable.

For the purposes of this policy, the term "investment”™
shall refer to loans, equity participation, and guarantees,

6. Retirement of Equity Investments. The Corporation
looks upon its equity investments more as an assistance to
productive enterprises and will seek to retire and dispose of
its shares as soon as this becomes feasible and a fair market
price can be obtained for its shares.

7. Reserve and Dividend Policy. The Corporation will
pursue a prudent dividend policy that will enable it to provide
shareholders with a fair return on their investment, while at
the same time ensuring that its surplus reserves grow at a
reasonable rate. The Corporation will from time to time
appropriate a portion of its retained earnings to surplus
reserves. The Corporation will also provide by charges against
income valuation reserves consistent with the size and quality
of the Corporation's loan and equity portfolio.

8. Exchange Risk. The Corporation will protect itself
adequately against foreign exchange risks arising out of its
operations.

9., C(Criteria in Processing Loan Applications. Loan
applications filed with the Corporation will be processed on the
basis of their economic and business merits. The projects will
be analyzed as to their economic desirability, technical
feasibility, financial soundness, management competence, etc.,
to ensure that only sound productive ventures are financed,

10. Technical Assistance to New Enterprises. The
Corporation will endeavour to provide the necessary technical
services to the enterprises being financed, whenever necessary.

1IBRD approval, to which Board Resolution No. 456-70 had been
made subject, was only for 20 percent,
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2. STRATEGY STATEMENT FOR THE 1980s

The Private Developnent Corporation of the Philippines
(PDCP) presents its strategy statements and plans for the 1980s
in consonance with its role as a development finance company and
with national development goals. In line with the restructuring
of the Philippine financial system in early 1981, PDCP
formalized an affiliation with the Far East Bank and Trust
Company, one of the major Philippine commercial banks. With
this affiliation PDCP is expected to have a broader and more
dominant presence in the financial markets by offering nore
varied and diversified financial packages to clients, indicative
of greater versatility on the part of PDCP. Nonetheless, PDCP
will maintain its corporate objectives and commitments and
pursue corporate strategies in line with its development banking
and investment banking activities.

2.1 Corporate Commitments

The company has committed itself since its inception in
1963 to help accelerate the development of the country and to
help Filipinos enjoy a fuller and higher level of living. This
it can do by actively encouraging the emergence and growth of
private productive Filipino enterprises through the extension of
various financial as well as managerial and technical assistance.

As a development finance institution, PDCP assumes the
important entrepreneurial function of promoting development
projects and bringing them to fruition by acting as a channel
for the flow of external and domestic capital resources, with
the resultant transfer of know-how and expertise to the domestic
econcmy.

2.2 <Corporate Strategies

2.2.1 On Capital Formation in the Economy and the Industrial
Policy Thrusts for the 1980s

Realizing that capital formation is the principal process
through which the country can bring about higher levels of
industrialization, PDCP will step up its contribution to
domestic capital formation in the form of higher targzats of
financial assistance to productive projects.
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For the decade of the 1980s the industrial policy thrusts
which will be pursued by government are aimed at attaining four
major objectives:

1. Accelerate employment generation to scale down the
present unemployment rate and provide jobs to an
estimated 750,000 annual entrants to the labor force

2. Increase foreign exchange earnings in the face of the
growing import bill and eventually support the
country's overall development program

3. Obtain a dynamic industrial structure that is both
efficient and world competitive

4, Achieve an even distribution of the benefits of
industrialization among the Filipino people

Considering these four major objectives, the government has
established an aggressive industrial strategy for the 1980s
which consists of these basic components:

-- Accelerated implementation of the major industrial
projects

-- Rationalization and restructuring of existing key
industry sectors

-— A more focused export promotion program
-- Accelerated dispersal of industries
-~ Emphasis on cottage, small-, and medium-scale industries

-- Continued encouragement of foreign investments in
selected areas

-- Government and private sector cooperation in industrial
policy as well as program planning and implementation

Along this line, PDCP will closely ally its priorities with
those set by the Government and will pursue the following three
strategies:

- l. Strategy. PDCP financial assistance will continue to
be directed to projects which have potential for stimulating and
sustaining economic development, more particularly:
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Industries which produce intermediate and capital
goods, particularly those with potential for backward
and forward linkages. These industries bring about
faster industrialization and thereby strengthen and
provide depth to the country's industrial structure.

Cognizant of the need to establish linkages necessary
for achieving economic development and sustaining
industrialization, PDCP has provided support
particularly to industries engaged in the manufacture
of intermediate and capital goods. As such, PDCP
assistance to these industries has amounted to Pl.6
billion, or about 5.8 percent of total financial
assistance,

PDCP assistance to intermediate and capital goods
industries has resulted in greater utilization of
indigenous raw materials. Since 1963, 483 out of 703
projects in the agricultural, mining, gquarrying, and
manufacturing sectors relied on local sources of
materials for more than 85 percent of their raw
material requirements.

Industries which utilize and favor the relatively
abundant manpower resource of the country. These
industries will help promote and create employment
opportunities, which is an important component of the
national industrialization objective.

PDCP has made significant contribution to employment
generation through its assistance to labor-intensive
and skills development-assisted projects. The total
number of jobs generated by PDCP directly assisted
projects has reached 58,609, with an annual payvroll of
about P438.4 million as of the end of 1981.

Industries which are widely-dispersed. From 1963-1981,
PDCP financial assistance has covered a wide range of
industries. The bulk of 62 percent of PDCP direct
financial assistance has been channeled to the
manufacturing sector. The second largest share of 10
percent was absorbed by the transport sector, followed
by the mining industry, which accounted for 6 percent.
The remaining 22 percent was distributed among the
agricultural, construction, communications, electric
utilities, and miscellaneous industries.

Industries which promote the development of all regions
in the country as well as outside of the country. To
aveoid concentration of industrial activity in urban
areas and to bring the benefits of industrialization to
the different regions of the country, the government
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has embarked on a conscious effort to encourage the
regional dispersal of industries. Since its
establishment, PDCP has been working in support of the
government's program of dispersing industrial activity
throughout the country. PDCP has sought to broaden the
geographic base of its financial assistance and has
spread its financial support over the main geographical
areas: Luzon (excluding Metro Manila)--30 percent;
Metro Manila--34 percent; Visayas-~-13 percent;
Mindanao--16 percent; and nationwide--4 percent.

To further expand its assistance geographically, PDCP
has already started to assist projects with
international operations. About P7Z.2 million,
representing 3 percent of PDCP's cumulative assistance
from 1963-1981, has been directed to shipping companies
plying the ASEAN and other Asian routes,

Industries which are export-oriented. Emphasis will
continue to be directed to export industries which
increase the country's foreign exchange earnings, more
specifically the nontraditional manufactured export
industries where greater value added can be obtained.
This strategy is pursued to support the country's
balance of payment position in view of the growing
import bill and the country's requirements for foreign
exchange needed to support development.

Over the last 18 years, the total net foreign exchange
earnings of directly assisted projects by PDCP was
estimated to have reached $432.4 million.

Industries which are small- and medium-scale, Part of
the government's industrial strateyy involves the
encouragement and promotion of small- and medium-scale
industries. This thrust actually goes hand-in-hand
with the thrust toward accelerated regional
developnent, Taking its cue from this recognition by
government of this sector's role in the country's
overall growth and development, PDCP formally launched
its Small Business Term Lending Program in 1972. PDCP
will, however, step up its activities along this
direction by sustaining its accreditation in the
Industrial Guarantee and Loan Fund (IGLF) with the end
in view of making the Small Business Term Lending
program viable so that in the process PDCP can continue
expanding its assistance to small- and medium-size
industries. With PDCP's accreditation in the Central
Bank's IBRD Fourth Rural Credit Program, PDCP will be
able to accelerate its lending to small- and
medium-scale agro-based enterprises. As of 1981, PDCP
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has provided financial assistance to 524 small- and
medium-scale industries amounting to P360.4 million.
This has been done by the Head Office as well as the
seven branches located in Bacolod, Davao, Cagayan de¢
Oro, Iloilo, Legazpi, Daqupan, and Cebu.

Priority industries which promise much potential for
growth in the 1980s. 1In particular, PDCP will put
greater emphasis and direct its fipancial assistance to
priority sectors which promise much potentia. for
growth in the 1980s. A study recently completed by the
Economic and Corporate Research Office of PDCP
indicated the top priority industries for the 1980s.

Based on the past performance of industries in terms of
gross value-added growth, forward and backward

linkages, together with the availability of government
support through rationalization and export development,
the priority industries for the 1980s are the following:

Agriculture, Forestry, and Fishing

- Agricultural crops, vegetables, and fruits
-~ Livestock

- Poultry

- Fisheries

Mining and Quarrvying

- Copper mining
- Nonmetallic¢ mining and quarrying

Manufacturing

- Food manufacturing

- Textiles

- Garments

- Leather and leather products

- Wood and wood products

- Furniture and fixtures

- Paper and paper products

- Chemicals and chemical products

- Products of petroleum and coal

- Nonmetallic mineral products

- Basic metals/metal products

- Electronics and other electrical machinery,
apparatus, and appliances

- Transport equipment manufactures
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Construction of Basic Infrastructure

- Power and electricity
~ Irrigation

-~ Transport

~ Telecommunications

2. Strategy. For the past 18 years, PDCP has granted a
total of P4.9 billion in financial assistance to 1,089
projects. Direct financial assistance extended through loans,
guarantees, and equity investments amounted to P2.7 billion,
representing 56 percent of total assistance. Meanwhile,
indirect financial assistance in the form of loan syndications
and related financial advisory services, underwriting, and
external fund management amounted to P2.2 billion. As a
specific contribution to domestic capital formation, PDCP sets
the following targets for financial assistance for 1982-1987:

1982 1683 1984 1985 1986 1

987

Direct Financial Assistance (millions of dollars and pesos)

Regular Loans

Foreign Currency (US$) 40.2 50.3 57.8 66.5 76.4

Local Currency (P) 28.5 65.0 75.0 86.0 99.0 1
Small and Medium Projects (P) 59.0 67.8 78.1 90.0 102.7 1
Guarantees (P) 50.0 57.5 66.1 76.1 87.4 1
Equity Investments (P) 5.0 5.0 5.0 5.0 5.0

Indirect Financial Assistance

Funds Mobilization (P) 400.0 460.0 529.0 608.0 699.6 8

External Funds
Management {(P) 144.3 165.9 190.8 219.4 252.3 2

3. Strategy. PDCP and its officers will maintain close
contact with the Office of the President, the Central Bank
{especially the Central Bank-APEX), the National Economic and
Development Authority, the Philippine National Bank, the
Industrial Guarantee Loan Fund (IGLF), the Board of Investment
and other regulatory government agencies. Furthermore, PDCP,
through its president, will continue to actively participate i
the activities of the Philippine Chamber of Commerce and

87.9
14.0

18.3
00.6

5.0

04.5

90.1

s,

n

Industry, which is considered as the sole representative of the
private sector and which assists government in the planning and

implementation of industry policies,
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2.2.2 On Resource Mobilization and Capital Market Development

The sophistication of the Philippine financial system has
become more apparent and the regquirements of private business
for financial services have rapidly grown in the recent past.
PDCP must therefore gear its financial expertise to find
mobilization activities to meet the more complex and diversified
funding requirements of larde industrial ventures. Along this
line, the following strategies will be pursued.

1. Strategy. PDCP will maintain adequate sources of
foreign currency funds to be able to contribute to capital form-
ation and help bring about greater industrialization in the
country. This will be achieved through closer relationships
with the Central Bank-Apex lending institutions for the Inter-
national Bank for Reconstruction and Development, the Asian
Development Bank, and the International Finance Corporation.

Although the above institutions will remain the principal
sources of funds, PDCP will also endeavor to diversify its
sources of funds from Europe, the United States, and Japan to
give PDCP maximum exXposure to lending institutions in these
areas. Currently, sources of foreign currncy funds are from the
World Bank-APEX Development Finance Unit of the Centrel Bank,
Asian Development Bank, International Finance Corporation,
Commonwealth Development Corporation, DEG of Germany, Lloyds
Bank, and the Bank of Tokyo.

2. Strategy. 1In line with the need for local currency
resources to meet our clients' requirements for working capital,
peso funds from the Industrial Guarantee Loan Fund (IGLF) will
continue to be used by PDCP, On July 15, 1982, the IGLF
increased the maximum loan amounts from P2.5 million to P5
million for medium-size firms, and also increased the total
allowable assets of the eligible medium~scale enterprises from
P4 million to P10 million. Recently, PDCP has been accredited
to the Central Bank's IBRD Rural Credit Fund and will start to
use peso funds for agribusiness projects with a maximum loan
amount of Pl million. 1In addition to this, syndications and/or
cofinancing arrangements, especially with the Far East Bank and
Trust Company (FEBTC)} but also with other institutions such as
the Philam Life Insurance Company and ocffshore banks like the
Mitsui Bank and the Chembank, will continue to be actively
pursued. Present arrangements with Baring Bros. & Co., Ltd. for
U.K. export credits shall also be actively pursued.

On external funds management, a significant breakthrough
was realized starting in 1980 when a number of new accounts, the
majority of which are prestigous accounts, were managed by
PDCP. Currently, total funds managed by PDCP amount to about
P103 million.
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To maintain our debt-equity ratios, an estimated P20.0
million in new equity issues will be raised yearly by our
institution starting in early 1983.

3. Strategy. Aware of the need to expand the types of
financial services which can be offered, PDCP has embarked on
several diversification moves by acquiring or investing in the
equity of companies with bright earnings potential and in line
with PDCP's development objectives.

The affiliates and subsidiaries of PDCP include:

-~ Asia Business Consultants--a management consulting firm
acquired in 1976 to assist in client needs for
consultancy.

-~ Jalandoni, Jayme, Adams & Co.--a stock brokerage firn
acguired in 1976 to enable PDCP to expand its
investment banking capability. Currently, it is one of
the top brokerage firms in the country,

-- Makati Insurance Co.--a non-life insurance company
acquired in 1980 to take advantade of the growing
market for underwriting.

-- ASEAN Finance Corporation--a financial institution
jointly set up by member countries of the ASEAN to
pronote investment in the region, PDCP subscribed to
its capital stock in 1981,

-~ Private development banks--to provide modes for
mobilizing savings for development projects and to
augment sources of financial credit in selected
regions, PDCP has invested in the following private
development banks: Southern Negros Development Bank
(1977), Davao City Development Bank (1978}, and
Northern Mindanac Development Bank (1982).

2.2.3 On Universal Banking and the Affiliation With Far East
Bank and Trust Company

In 1981, a restructuring of the financial system was
introduced with the adoption of the universal banking concepts
whereby the government allowed certain financial institutions to
operate as multipurpose banks with an expanded commercial bank
license, undertaking not only banking functions but also
investment banking operations.



A-11

In line with this restructuring of the financial system and
the introduction of universal banking, PDCP formalized an
association with the Far East Bank and Trust Company (FEBTC),
one of the major Philippine commercial banks. With the
affiliation, our two institutions will be able to maximize the
full range of financial services that can be extended to the
public. PDCP will maintain its corporate objectives and
continue to be active in both development banking and investment
banking activities,

The main point of benefit to PDCP of the affiliation is the
greater access to domestic currency resources by way of
syndication of joint financing, which will enable PDCP to afford
much more diversified financial packages to clients, indicative
of greater versatility on the part of PDCP. '

The main benefit to FEBTC of the affiliation is the fact
that FEBTC has become a full-blown Unibank with an investment
house (PDCP) as its subsidiary. PDCP's expertise in long-term
projects provides a built-in advantage to FEBTC in its objective
of becoming a premier Unibank.

This affiliation will enable both PDCP and FEBTC to
strengthen operations in the donestic market and to exXplore ways
of establishing greater presence in the ASEAN financial markets.

A Joint Implementation Committee consisting of senior
officers from FEBTC and PDCP has been established to identify
various areas for coordination/integration in these two
institutions,

2.2.4 On Manpower Training and Entrepreneurial Development

A country's manpower is its most important resource for
development, What is true for the country is also true for the
corporation: the company's staff members constitute one of its
most important assets for growth., PDCP's Development Finance
Institute (DFI) was established to put into practice this
principle, In implementing this for the rest of the decade,
PDCP will adopt the following strategies.

-- Continued pursuit of DFI's two-pronged objectives of
training PDCP staff members and disseminating PDCP's
eypertise to the private and government sectors on a
national and international level has been realized in
the past in a number of training and development
activities. The present programs designed to fulfill
-these objectives will be sustained with renewed vigor.
Hence, the DFI will continue to conduct and imgprove the
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content of the Industrial Projects Course for its staff
members and for select groups of foreign trainees, The
holding of other in-~house training programs to upgrade
staff skills will be maintained. Qualified staff
members will also be sent to external seminars and
courses conducted by outside training institutions,
locally and abroad. PDCP will also maintain its
scholarship program for those who wish to pursue higher
studies in management.

-~ As part of its developmental orientation to upgrade the
technical and managerial skills of bank officers in the
Asia-Pacific region, the DFI will continue to
administer regional programs. In 1981 and 1982, DFI
was one of the two centers to adninister the Executive
Development Program of the Association of Development
Finance Institutions in Asia and the Pacific with the
assistance of the Economic Development Institute of the
World Bank.

-— In line with the objective of recruiting high-guality
graduates with honors, the DFI initiated the Young
Professionals Training Program. Such a program will
expose the graduates to all facets of corporate
operations and will enable the corporation to have a
pool of highly qualified and well-trained manpower that
can immediately be utilized in case of vacancies in any
aspect of corporate operations.

-- DFI also acts as liaison with other institutions, both
local and foreign, in the exchange of information
regarding on-the-job training activities and training
programs.

~-- Still part of its manpower program is DFI's development
and implementation of a program on career development,
management training, performance appraisal, and test
development for selection purposes,

2.2.5 On Economic Research and Corporate Planning Activities

To increase the sensitivity of PDCP to changes in the
environment and to help define the course for future growth of
PDCP, the Economic and Corporate Research Office monitors
developments in key sectors of the economy. Such developments
are articulated in the various economic publications and reports
prepared by the office called the Packaged Data for Corporate
Planning. Included in the package are the following:
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-- Monthly Economic Letter (monthly)
-- Philippine Business Review (guarterly)
-- Industry Digest (bimonthly)
~- Economi¢ Statistical Series {bimonthly)
-- Policy Milieu (monthly)
-- Financial Markets Review (monthly)

~- Performance and Prospects for the International Economy
(quarterly)

-- Performance and Progpects for the Domestic Econony
{quarterly)

—-- Performance and Prospects for Industries (quarterly)
-~ Survey of Business Performance (yearly)

Such publications serve to effectively project and enhance
the competitive image of PDCP as the leading private development
finance institution in the country. But more importantly, these
serve to increase the awareness of PDCP staff and officers to
development in the economic environment,

Aside from these publications, the Economic and Corporate
Research Office satisfies necessary research and/or analytical
requirements of the different offices in PDCP. Noteworthy among
those are the comprehensive and in-depth studies on various
industries.

In the area of corporate planning, the Corporate Planning
Secretariat (composed of the Heads of the Finance Group,
Economic and Corporate Research, and the Business Development
Office) oversees PDCP's corporate planning efforts, both
strategic and operational, on a short-term and long-term basis.
Environmental appraisal is done by the Economic and Corporate
Research Office of PDCP, while the internal appraisal is done by
the Controller's Office.

2.2.6 Promotional Activities of PDCP

Since August 1978, the task of promoting the direct
financial assistance services of PDCP has been vested in the
Business Development Office, within which a marketing group has
been created. This group has been charged with the
responsibility of identifying qualified companies with
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investment plans with the end in view of discussing their
investments and promoting PDCP's services as part of their
overall financing scheme. While the primary concern of the
marketing effort is to promote the direct lending services of
the company (i.e., long-term foreign currency loans), it becomes
inevitable that the marketing officers must likewise be familiar
with the other financial services such as syndication, portfolio
management, or money markets in order that they can take
advantage of any potential opportunity where such services could
fit.

Initially, promotional efforts were geared mainly to
companies registering with government agencies such as the Board
of Investments, the Maritime Industry Authority, and the Export
Processing Zone Authority. Over the years, however, the
declining number of companies applying with these agencies for
registration has substantially limited the investment leads of
the marketing group. The sources of leads have thus been
expanded generally such that to date the marketing group taps
such other sources as business directory listings, telephone
directories, the top 1,000 corporations, industry associations,
project consultants, and equipment suppliers,

Companies culled out from these various sources are
subjected to ¢redit investigation, and those that show favorable
feedbacks are contacted for a preliminary interview on any
investment plan. Client visits are conducted with those which
have definite investment requirements.

Aside from the foregoing program, the marketing efforts
also include presentation of PDCP's services before industry
association meetings, side by side with an economic briefing
presented by the Economic and Corporate Research Office.

2.2,7 On Collection Efforts and Project Supervision

Growth prospects for the decade of the 1980s are expected
to be less remarkable than in previous years. The high growth
rates attained in the past--an annual average of 6.4 percent for
the decade--will be difficult to sustain in the 1980s. 1In view
of this, continuing difficulty, especially in the area of
department servicing, may be expected. PDCP, for its part,
anticipates this problem and has been putting greater emphasis
into its collection efforts and project supervision activities.

In line with this, PDCP will continue with its Program for
Reduction of Past Dues aimed at minimizing the level of
arrearages through the standardization of and strict adherence
to collection procedures, creation of collection units, increase
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in the number of existing supervision staff, establishing and
closely monitoring compliance with loan requirements, providing
continuous attention to problem accounts, and adoptiocn of a

stricter attitude and approach to

Furthermore, a Task Force of
organized to handle specific loan
encountering difficulties in debt

collection.

PDCP officers will be
accounts which are
repayments,



APPENDIX B

SELECTED QUANTITATIVE INDICATORS OF PHILIPPINE DEVELOPMENT

Table B-1. Five-Year Average Growth Rates of
Real Gross Domestic Product by Sector, 1963-1982

Previous Page Blank (percentages)

Sector 1963-1967 1968-1972 1973-1977 1978-1982
Agriculture 3.77 3.74 5.19 4,22
Mining 5.58 14,62 5.45 3.31
Manufacturing 6.58 6.36 7.92 4,69
Construction 9,44 2,07 20,99 8.03
Utilities n.a. n.a. 8.84 8.65

Total Industry 6.47 6.24 9.60 5.40
Transportation,

Communication, and

Storage 4.69 6.13 11.91 4,06
Commerce 5.04 4,27 4,57 5.18
Other Services 4.42 3.85 5.37 4,98

Total Services 4.66 3.85 5.37 4,98

Gross Domestic
Product 4,87 4.61 6.83 4,92

Source: NEDA Statistical Yearbook, various issues,

Previous Page Blank
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PPB
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Table B-2, Percentage Shares of Gross Domestic¢ Product (GDP)

by Sector, Selected Years,

1962-1982

(based on real GDP in 1972 prices)

Sector 1962 1967 1972 1977 1982
Agriculture 31.61 29.91 28.60 26,47 25.61
Mining 1.41 1.53 2,40 2.23 2.03
Manufacturing 20.86 21,98 23.88 25,04 24,76
Construction 3.87 4.71 3.99 7.14 8.25
Utilities 0,83 0.91 1.09

Total Industry 26.71 28,80 31,10 35.33 36.13
Transportation,
Communication, and
Storage 4,05 4,02 4,31 5.43 5.21
Ccommerce 22.84 23.03 22.63 20.31 20.55
Other Services 14.14 13,84 13,35 12,46 12.50
Total Services 41.68 41.29 40,29 38. 20 38.26
Gross Domestic
Product 100,00 100.00 100.00 100.00 100.040

Source: NEDA Statistical Yearbook, various issues.




Table B-3. Total Assets of the Philippine Financial System, 1974-1973
{millions of pesos and percentages)

anount (million pesos: end-of-year fiqures) As Percentage of Total
1974 1975 1976 1977 1978 1974 1975 1976 1977 la7s
Banking Institutions 54,142.8 69,840.3 79,989.7 95,151.3 12i,164.8 72.3 71.6 69.6 72.7 74.5
ommercial Banks 42,424.8 53,172.8 58,730.9 68,676.5 89,798.6 56.7 54.5 51.1 52.% 55.2
Thrift Banks 1,666.9 2,126.5 3,024.5 4,080.0 5,602.9 2.2 2.2 2.6 3.1 3.4
PDBs 296.3 38l.9 482.1 595.5 759.7 0.4 0.4 0.4 0.5 4.5
Savings & Mortgage Banks 1,159.9 1,421,9 2,043.1 2,180.4 3,896.8 l.6 1.5 l.8 2.2 2.4
Stock Savings & Ioan
Associations 210.7 322.7 499.3 674.1 946.3 0.3 0.3 0.4 0.5 0.6
Rural Banks 2,110.7 2:749.3 3,017.7 3,327.5 4,037.5 2.8 2.8 2.6 2.5 2+5
Specialized Banks 7.940.4 11,791.7 15,216.6 19,067.3 21,726.3 10.6 12.1 13.2 14.6 13.4
DBP 6,758.0 9,644.2 12,779.8 15,805.7 i8,20%9.7 9.0 9.9 1l.1 12.1 11.2
fand Bank 1,182.4 2,095.5 2,384.4 3,193.9 3,446.1 l.6 2.2 2.1 2.4 2.1
philippine Mmanah Bank - 52.0 52.4 67.7 70.5 - 0.1 0.1 0.0 -
Nonbank Financial .
Institutions 20,714.2 27,695.5 34,923.6 35,666.8 41 ,553.6 27.7 28.4 30.4 27.3 25.5
Investment Houses 3,839.9 4,774.0 4,824.7 4,746.7 4,762.5 5.1 4.9 4.2 3.6 2.9
Finance (ompanies 2,306.7 3,467.3 4,644.6 5,852.3 7,365.7 1.1 3.6 4.0 4.5 4.5
Investment (ompanies 68%.0 1,988.9 3,751.4 3,922.3 4,651.1 0.9 2.0 3.3 3.0 2.9
Securities Dealers/Brokers A82.1 1,067.1 1,091l.8 a978. 4 i,119.8 ' 1.2 1.1 1.0 0.8 0.7
rFawnshops 100.8 B9.6 149.0 177.8 192.3 0.1 0.1 0.1 0.1 0.1
Fund Managers 1,951.5 2,609.8 3,302.0 552.4 B834.4 2.6 2.7 2.9 0.4 0.5
1ending Investors 24.9 60.9 16.9 16.2 18.5 - 0.1 - - -
Nonstock Savings & Ioan
Associations 71.2 86.2 11z.1 143.5 191.8 0.1 C.1 0.1 0.1 0.1
Mutual Building & Ipan
Associations 24.7 25.9 23.5 23.2 21l.4 - - - - -
Private Insurance (bmpanies 3,468.0 4,244.5 5,230.1 €,168.0 7,273.92 4.6 4.4 4.6 4.7 4.5
specialized twnbank 7135544 2, 281.2 11.777.5 13,086.0 1%5,122.2 2.8 9.5 10.3 10.0 9.3
Total 74,857.0 97,535.8 114,913.3 130,818.1 162,718.4 100.0 100.0 100.0 100.0 100.0

aExtrapolated from 1977 figure, assuming same annual growth rate as 1977.
Source: Joint IMFAdorlid Bank mission report, thilippine Aspects of the Financial Sector, October 1979.
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Table B-4. Inflation, Nominal Interest Rates,
and Real Interest Rates, 1959-1978
{percentages)

Savings Deposits Time Deposits
Rate of Interest Real Rate of Interest Ratel Real Interest
Year Inflation® RateD Return® (3G0 days) Rate®
1959 «0.9 3.0 3.9 3.5 4.4
1960 4.2 3.0 =1.2 3.5 -0.7
1961 1.6 3.0 -1.4 3.5 1.9
1962 5.8 3.0 -2.8 3.5 -2.3
1963 5.6 3.5 -2.1 4.5 -1.1
1964 8.2 3.5 -4.7 4.5 -3.7
1965 2.6 4.0 1.4 5.0 2.4
1966 5.4 5.75 0.35 6.5 1.1
1967 6.3 5.75 0.55 6.5 0.2
1968 2.4 5.75 3.35 6.5 4.1
1969 2.0 6.0 4.0 7.0 5.0
1970 14.3 6.0 -8 3 7.0 -7.3
1971 14.7 6.0 -8.7 7.0 -7.7
1972 10.3 6.0 -4.3 7.0 -3.3
1973 11.0 6.0 ~-5.0 7.0 -4.0
1974 34.5 6.0 -28.5 9.5 -25.0
1975 8.2 6.0 -2.2 9.5 1.3
1976 6.1 7.0 0.9 10.0 3.9
1977 7.9 7.0 -0.9 10.0 2.1
1978 7.6 7.0 -0.6 10.0 2.4

8Measured by changes in the consumer price index.

brates offered by commercial banks. Rates of other financial institutions
were generally 0.5 percent higher since July 29, 1974.

CThe real interest rate is defined as the nominal interest rate minus the
rate of inflation.

Source: International Financial Statistics, International Monetary Fund, and
data provided by the Central -Bank of the Philippines.
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Table B~5. Credits Granted by Banking Institutions, by Maturity, 1973-1977
(millions of pesos)
Commercial Savings Rural : As % of
Banks Banks PDBs Banks@ DBP Total Total
1973
Short Term 44,546, 2 39,1 17.2 966.2 930.0 46,498.8 30.3
Intermediate Term 826.9 32.7 48.1 107.4 9gl.5 1,996.6 3.9
Long Term 1,311.5 80.2 15.8 - 1,604.0 3,011.5 5.9
1974
Short Term 76,925, 3 186.9 28,7 1,642.0 761.9 79,544.8 90.6
Intermediate Term 2,393.2 26.2 47.7 182.5 1,007.3 3,656.9 4.2
Long Term 3,004.3 121.7 23.6 - 1,474.8 4,624.4 5.3
1975
Short Term 112,617.2 193.0 25.3 2,242.7 1,216.0 116,294.2 a95.3
Intermediate Term 1,057.9 4.6 53.7 249.2 1,158.6 2,524.0 2.1
I.Dng Term 691.0 143.5 21.0 - 2,34205 3,198-0 2.6
1976
Short Term 129,460.2 251.2 26.2 1,693.3 1,215.4 132,646.3 93.3
Intermediate Term 917.7 80.8 53.7 l188.1 1,554.4 2,794.7 2.0
Long Term 1,345.6 379.6 20.2 - 5,055.0 6,800.4 4.8
1977
Short Term 153,680.2b Dedla 28.4 1,859.1 563.9 156,131.6 92.8
Intermediate Term 1,639.5P  n.a. 53.0 206.6 1,794.9  3,694.0 2.2
Long Term 1,018.9b N«as 18.6 - 7,356.0 8,3583.5 S0

dMaturity breakdown estimated from 1976 and 1977 actual figures.

bpstimated fronm January to Magust actual figures for 1977.

Source: Joint IMF/World Bank mission report, Philippine Aspects of the Financial

Sector,

October 1979.




Financial Institutions by Maturity,

Table B-6.

B-6

Outstanding Iocans of Nonbanking

1973-19772

{(millions of pesos and percentages)

Securities
Investment Financing Investment Dealers/ As % of
Houses ompanies C(ompanies Brokers Total Total

1973

Short Term 285.3 450.7 164.8 39.3 940.1 52.8

Intermediate Term g8.1 505.8 6.9 0.6 601.4 331.8

I.Dng Term l198.5 7.8 Z28.8 3.7 238.8 13.4
1974

Short Term 328.4 715.2 137.3 134.7 1,31506 45. 4

Intermediate Term 99.8 9l9.3 37.5 2.1 1,058.7 36.5
1975

Short Term 446.7 1,089.3 186.8 430.4 2,153.2 44.7

Intermediate Term 260.1 1,320.2 1ll9.8 6.7 1,706.8 35.4

Iong Term 623.7 26.0 269.0 40.5 959.2 19.9
1976

Short Term 660.5 1,442.8 198.6 179.6 2,4B1.5 4l1.5

Intermediate Term 323.2 1,985.1 157.2 3.6 2,469.1 41.3

Iong Term 729.8 23.9 272.8 8.3 1,034.8 17.4
1977

Short Term 414.6 1,553.8 280.0 45047 2,699.1 38.1

Intermediate Term 378.9 2,660.7 256.5 9.1 3,305.2 46.6

Ipng Term 733.1 16.6 313.1 20.7 1,083.5

15.3

Apxcluding fund managers, lending investors, pawnshops, nonstock savings and
loan associations, and mutual building and loan associations, due to lack of

data. These institutions comprised 3 percent of total loans ocutstanding of all
private nonbanking financial institutions in 1977.

Source: Joint IMF/World Bank mission report, Philippine Aspects of the Financial

Sector,

October 1979.

o3
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Table B-7. Credits COutstanding by Financial Institutions
by Maturity as of December 31, 1977
{millions of pesos}

Intermediate
Short Term Term Long Term
% of % of % of
Amount Total Amount Total Amount Total
Commercial Banks 34,256,.7 87.1 4,233.6 35.1 1,682.6 10.8
Savings Banks 485.7 1.2 650.3 5.4 5E6.7 3.8
Stock S&L '

Associations 389.6 1.0 48.7 0.4 53.0 0.2
LBP and PAB2 482.6 1.2 88.5 0.7 501.4 3.2
Dev. Bank of Phil. 563.9 1.4 1,794.9 14.9 7,356.0 47.0
Investment Houses 414.6 1.1 378.9 3.1 733.1 4.7
Securities Dealers 450.0 1.1 9.1 0.1 20.7 0.1
Private Insurance - - 707.5 5.9 8123.5 5.3
Others 446.5 1.1 1,218.9 10.1 3,572.9 22.8

Total 39,323.4 100.0 12,047.6 100.0 15,639.6 100.0
Percentage of
Total 58.7 18.0 23.3

8rand Bank of Philippines and Philippine Amanah Bank.

Source: Development Bank of the Philippines, the Insurance Commission, and
other Philippine sources.
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Table B-8., Structure of Credits Granted by Commercial Banks
by Maturity, 1969-1977
(millions of pesos and percentages)
Short Intermediate Long
Year Demand Term Term Term Total
1969 3,494 12,730 111 55 16,390
(21.3) (77.7) (0.7) {(0.3) (106.0)
1970 4,701 16,929 248 74 21,952
(21.4) (77.1) {1.1) (0,3} (100.0)
1971 5,692 22,446 530 153 28,821
{19.7) (77.9) (1.8} (0.5) (100,0)
1972 6,867 24,720 757 345 32,689
(21.0 (75.6) (2.3) (1.1) {100.0)
1973 9,089 35,457 327 1,312 46,685
{(19.5) {75.9) (1.8) (2.8) (100.0)
1974 22,077 54,849 2,373 3,004 82,303
{26.8) (66.6) (2.9) {3.6) {100.0)
1975 41,010 71,607 1,058 691 114,366
{35.9) (62.6) (0.9) (0.6) (100.0)
1976 39,025 90,435 218 1,346 131,724
(29.6) (68.6) (0.7) (1.0) (100.0)
19774 39,775 62,678 1,093 679 104,225
(38.2) {(60.1) (1.0) (0.7) (100.0)
Note: Fiqures in parentheses indicate percentages of the total.

aJanuary-August.

Source:

Joint IMF/World Bank mission report, Philippine

Aspects of the Financial Sector, October 1979,



Table B-9.

Credits Granted by Commercial Banks by Sector, 1969-1977

(millions of pesos and percentages})

Agri- Manu- ®dn- Public Financial Real oon- Public
Year cul ture Mining facturing struction Wcilities Services Trade Institutions Estate sumption Sector Total
1969 1,772 93 3,656 224 172 264 7,130 1,717 248 325 788 16,390
{lo.8) {D+6) (22.3) {1.4) (1.0) (1.6) (43.5) (10.5) {1.5) (2.0) (4.8) { 100.0)
1970 2,195 96 4,056 186 277 366 9,795 2,775 410 868 929 21,952
{10.0) {0.4) (18.5) (0.8} (1.3) (1.7) (44.6) {(12.6) (1.9) (3.9) (4.2) {100.0)
1972 2,551 563 7,391 365 als 550 13,873 4,693 514 870 505 32,689
(7.8) (1.7} (22.86) {1.1) {2.5) (1.7) (42.4) {13.4) {1.6) (2.7) {1.5) (100.0)
1973 2,B28 835 10,1359 368 855 590 22,380 5,776 796 971 927 46,685
(6.1) (1.8) (22.2) (0.8) (1.8) (1.3) (47.9) (12.4) (1.7) (2.1) {2.0) (100.0)
1974 6,970 2,388 22,535 481 830 1,178 31,680 12,473 1,144 1,499 2,025 82,303
(7.4) (2.9) (27.4) (0.8) (0.1} (0.1) (38.5) (15.1}) (0.1} (1.8) (2.5} (100.0)
1975 9,756 4,109 30,610 851 1,478 2,508 23,506 32,275 1,772 2,448 5,055 114,366
(B.5) (3.6) {26.8) (1.0} (0.7) {2.2) (20.5) (28.2) (L.5) (2.1) (4.4) (l00.0)
1976 9,140 4,357 35,142 1,592 2,236 2,958 29,247 41,560 1,680 3,188 613 131,724
(6.9) (3.3} (26.7) (1.2) (L.7) {2.2}) {22.2) (31.5) (1.3) (2.4) (0.5) (100.0}
10773 5,517 2,109 26,636 1,258 1,715 1,626 21,944 39,760 1,114 1,645 902 104,225
(5.3) {2.0) (25.5) {1.2) (1.6) (1.6} {21.0) (38.1) (1.0} (1.6} {0.9) (100.0)
Note: Figures in parentheses indicate percentages of the total.

& January-August.

Source:

Joint IMF/World Bank mission report, Philippine Aspects of the Financial Sector, October 1979.
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Table B-10. Percentage Distribution of Credits

Granted by Domestic Financial Institutions,
by Sector, 1960-1977

Sector 1960-1964 1965-1970 1970-1974 1975-1977
Agriculture? 17.1 15.3 7.0 B.3
Industry?P 33.4 27.2 23.1 29.0
Trade 33.6 35.5 40.0 19.0
Public Utilities 2.4 2.0 1.7 1.7
Real Estate 3.2 4.3 3.1 2.4
Banks and Other

Financial Institutions 4.0 8.2 13.0 30.1
Consumption 4.6 4.4 4.3 2.6
Other 1.7 3.1 5.0 6.0

Total 100.0 100.0 100.0 100.0

4includes fisheries and forestry.
Manufacturing, construction, mining,

Source: Joint IMF/World Bank mission report,

and quarrying.

Philippine Aspects

of the Financial Sector, October 1979.




Table B-ll. Iong-term Financing for Industry by Type of Financed
{(millions of pesos and percentages)
1974 1975 1976 1977 1978
Amount 3 Amount ] Amount L] Amnount 3 Amount |
Banks 1,667.6 36.1 549.3  13.1 712.6 9.4  568.3 &.1 842.8  1lo0.1
ommercial Banks 1,658.9 35.9 540.7 12.8 702.6 9.3 545,90 - - -
Savings Banks 4.0 0.1 6.6 0.2 6.2 0.1 < - ¢ -
Stock Savings &
Loan Associations 4.7 0.1 2.0 0.1 3.8 - 15.4 0.2 12.5 0.1
Offshore Banking Unitsd - - - - - - 7.0 6.1 810.3 10.0
¥Nonbank Financial
Intermediates 489,1 10.6 1,180.2 26.0 1,963.1 26.0 2,452.1 26. 4 3,878.7 465
DBP 147.6° 3.2 742.7 17.6 1,506.4 19.9 2,123.% 22.8 3,575.8 42.9
PDCP 104.3f 2.2 93.,1f 2.2 as.6f 0.6 69. 6t 0.8 77.8f 0.9
Private Insurance
mmpaniesd 30.9 0.7 75.5 1.8 49.5 0.7 58.2 0.6 9.9 0.1
Nonstock Savings &
Ioan Assoclations < - 1.6 - 1.6 - 0.3 - 0.ah -
Others 206.3 4.5 267.3 6+:4 360.0 4.8 210.5 2.2 214.4 2.6
Other 1,301.6 28.2 1,222.8 29.0 3,050.7 40.3 3,396.1 36.5 2,619.9 3l.4
Suppliers Credit 65l.8 14.1 299.5 7.1 984.1 13.0 335.7 3.6 7.4 c.1
msh Ipans 64948 14.1 923.3 21.9 2,066.6 27.3  2,480.9 26.7 1,258.31  1s5.1
Swaps Agreements -c - -© - =€ - 579.5 6.2 1,354.2 16.2
Securities 1,156.5 25.1 1,259.0 29.9 1,837.0 24.3 2,855.6 31.0 999.6 12.0
Byuity Issues 768. 1 16.7 1,102.2 26.2 1,263.3 16.7 1,604.7 17.2 533.6J 6.4
Bond Issues lgi.8 3.9 8.5 0.2 - - 157.5 1. 100.0 1.2
Direct public Sector
Borrowings 206.4 4.5 148.3 3.5 573.7 7.6 1,123.4 12.1 366.0 4.4
Total 4,614.8 100.0 4,21l1.3 100.0 7,563.4 100.0 9,312.1 100.1 8,341.0 100.0

Agross disbursements by financial institutions.

bjanuary to August only.
SNot available.

dpffshore banking units started operations in 1977.
€pomestic currency financing refers to FY 1974 (July 1 to June 30). .
fof the total domestic currency lending, the volume of resources going to small loans is:
1975-p 2.1 million, 1976-P 2.9 million, 1977-P 10.7 million, 1978-p 18.8 million.

9oomprises the lending of the four Ayaia Group Insurance Companies and philam tife Insurance (ompany.

hjanuary to September only.
iJanuary to October only.

j?oreign currency lending only.

1974-p 1.8 million,

Socurces: (entral Bank of the philippines, Development Bank of the thilippines, PDCP, and other Pphilippine

sources.

R a:



Table B-12.

B-12

long-Term Local and Foreign Exchange
Financing for Industry, 1974-1978
{millions of pesos and percentages)

Amount Percentage

Local Foreign Total Local Foreign Total
Year Financing Financing Financing Financing Financing Financing
1974 2,668.1 1,246.7 4,614.8 57.8 42,2 100.0
1975 1,928.3 2,283.0 4,211.3 45.8 54.2 100.0
1976 2,658.7 4,904.7 7,563.4 35.2 64.8 100.0
1977 3,097.2 6,214.9 9,312.1 33.3 66.7 100.0
1978 2,367.7 5,273.3 B,341.0 28.4 71.6 100.0
Source: Joint IMF/World Bank mission report, Philippine Aspects of the

Financial Sector,

October 1979; AID Mission estimates.
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Table B-13. Selected Administered and
Market-Determined Interest Rates, 1979-1981
{annual percentage)

Administered
Maximum Rates Market-—-Determined
Prior Effec~ Effec- Rates? (except as
to tive tive Effective noted)
12/79 12/79 08/80 01/81 01/81 08/81
Deposit Rates
Savings Deposits 7 9 9 Deregulated
Below P50,000 7 9 9 9.0-10.0 9,0-10.0
P50,000 and Above 7 9 o 9.0~-12.0 9,0-12.0
Time Deposits
l-year 10 11 14 Deregulated 11.0-17.5 11.0-18.0
2-yeayr 12 13 14 Deregulated 12.0-21.0 12.0-21.0
Over 2 years b b b Deregulated 19.38 Neds
Deposited Substitutes 15 17 17 Deregulated 14.76 Nedas
Iending Rates
Up to 2 Years'
Maturity
Secured 12 14 14 16 16€ 16€
Unsecured 14 16 16 18 18¢ 18€
Over 2 Years'
Maturity
Secured 19 21 2] Deregulated 21.0~-25.0 21.0-25.0
Unsecured 19 21 21 Derequlated 21.,0~25.0 21.0-25.0
Selected Central Bank
Rediscount Rates
Basic Rediscount Rate 9 11 11 Floating 14,81 Deas
Rediscount Rate for
Traditional Exports 4 6 6 8 ec g°
Rediscount Rate for
Nontraditional
Exports - - 4 3 3c 3¢

AF¥or market-determined rates, weighted average rates are shown if available;
otherwise, ranges of observed interest rates are shown.

byot applicable; interest rates on time deposits over 2 years were derequlated
in 1976.

Cadministered rate. Derequlated effective Janvary 1, 1983.

Source: Central Bank of the Philippines.



APPENDIX C

FINANCIAL STATISTICS RELATED TO
THE PRIVATE DEVELOPMENT CORPORATION OF THE PHILIPPINES

Table C-1. Total Number and Amount of PDCP
Financial Assistance, Net of Withdrawals, 1963-1982
(thousands of dollars, pesos, and peso equivalents)

Year Number U.5, Dollargmount Pesos E;E?iaigni:so
1963 4 154.8 770.0 1,376.8
e 21 6,133.4 16,668.0 40,711.0
FrevionsEagelimls | o 6,770.5 31,606.0 £8,146.4
1966 15 5,065.4 13,919.5 %3,775.9
1967 27 9,524.3 12,815.6 £0,150.7
1968 33 14,688.5 9,144.0 66,723.1
1969 42 19,474.5 20,836.1 97,226.0
1970 26 10,349.9 10,595.8 77,197.0
1971 31 16,831.9 37,415.8 145,729.0
1972 35 13,722.0 18,741.1 111,789.8
1973 48 15,729.5 29,158 135,018.2
1974 64 31,178.0 47,066.5 267,339.0
1975 61 11,623.0 43,170.6 130,319.8
1976 60 15,265.5 86,586, 5 199,978.6
1977 100 15,667.1 94,222.7 209,639.2
1978 145 45,791 .4 135,937.0 473,648.4
1979 130 54,237.6 272,195.6 674,367.2
1980 109 144,277.6 228,722.7 1,325,232.6
1981 105 49,538.6 285,844,7 666,116.5
1982 108 21,626.9 321,993.0 520,333.6

Total 1,183 5,304,818.8

Source: PDPR.
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Table ¢-2. Total Number and Amount of PDCP
Direct Financial Assistance, 1963-1982
{by number of loans and thousands of pesoc equivalents)

Number Amount (in thousands of peso equivalents)
Small & Small &
Large Medium large Medium

Year loans Loans Equity Guarantees Total Icans Ioans Egquity Guarantees Total
1963 2 2 - - 4 595 782 - - 1,377
1964 9 10 - - lg 27,551 8,624 - - 36,175
1965 7 8 2 - 17 19,387 21,284 325 - 40,996
1966 & 6 1 3 la 20,632 4,350 45 749 25,776
lue7 12 10 2 3 27 30,871 7,778 170 11,332 50,151
1968 12 13 1 7 33 39,217 10,512 2900 16,794 66,723
1969 19 8 8 4 39 40,649 10,683 5,977 14,354 71,662
1970 15 5 5 - 25 65,289 3,687 7,121 - 76,097
1971 20 4 3 1 28 92,807 12,746 5,000 6,000 116,553
1972 14 12 6 - 32 68,436 18,958 846 - B8,230
1973 20 21 3 2 46 74,472 28,059 2,265 8,345 113,501
1974 28 21 10 - 59 162,993 13,412 7,382 - 183,728
1975 19 27 5 4 55 79,124 9,969 6,230 16,000 111,323
1976 11 32 8 4 55 88,116 2,007 6,771 24,200 128,095
1977 10 68 5 3 86 54,170 26,172 4,318 49,052 133,712
1978 20 102 4 1 127 259, 306 47,199 11,819 3,000 321,325
1979 29 75 3 7 114 274,489 43,808 21,800 68,701 409,300
1980 30 49 3 4 86 252,047 39,859 28,240 29,054 349,200
1981 23 37 5 6 71 201,139 35,148 7,651 62,948 306,886
1982 _24 _48 1 2 75 202,343 50,963 200 7,763 261,269

Total 329 559 75 49 1,012 2,054,062 403,002 116,719 318,293 2,892,077

Source: PDPR. See note to Table (C-8.
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Table C-3., Total Amount of Indirect PDCP
Financial Assistance, 1963-1982
(thousands of peso equivalents)

- External
Under- Fund Financial

Year writing Syndications Management Advisory Total
1963 - - - - -
1964 4,536 - - - 4,536
1965 17,150 - - -~ 17,150
1966 8,000 - - - 8,000
1967 - - - - -
1968 - - - - -
1969 3,615 21,949 - - 25,565
1970 1,100 - - - 1,100
1971 18,880 106,296 - - 29,176
1972 2,200 21,360 - - 23,560
1973 2,00 19,517 - - 21,517
1974 1,200 82,411 - - 83,611
1975 5,000 13,997 - - 18,997
1976 12,500 59,192 - - 71,884
1977 25,784 50,192 - - 75,977
1978 40,345 111,979 - - 152,324
1979 107,015 158,053 - - 265,068
1980 27,870 59,500 27,368 861,295 976,032
1981 25,265 198,550 14,974 140,441 379,231
1982 30,088 104,0702 124,907 - 259,065

Total 332,549 911,259 167,249 1,001,736 2,412,793
Source: PDPR,
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Table C-4. PDCP's Total Financial Assistance,
Cumulative, 1963-1982
{millions of peso equivalents)

Year Direct Indirect Total
1963 l.4 - 1.4
1964 37.6 4.5 41.1
1965 78.6 21.6 100.2
1966 104.4 29.6 134.0
1967 154.6 29.6 184.2
1968 221.3 29.6 250.9
1969 23,0 55.1 348.1
1970 369.1 56.2 425.3
1971 485.6 85.4 571.0
1972 573.8 109.0 682.8
1973 687.3 130.3 817.8
1974 871.0 214.1 1,085.8
1975 982.3 233.1 1,215.4
1976 1,110.4 305.0 1,415.4
1977 1,244.1 381.0 1,625.1
1978 1,565.4 533.3 2,098.7
1979 1,974.7 798.4 2,773.1
1980 2,323.9 1,774.4 4,098.3
1981 2,630.8 2,153.6 4,098.3
1982 2,892.1 2,412.6 5,304.3

Source:
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Table C~5. Economic Impact of PDCP Direct
Financial Assistance, 1963-1982

Type of Impact Cumulative

Effects on Aggregate Output

Value of sales generated by PDCP-assisted projects P14.5 billion
Contribution to Philippine net domestic product P5.5 billion

Capital Formation

Total investment required by PDCP-assisted projects  PR.9 billion
PDCP's contribution P2.9 hilljon

Foreign Currency Impact

Total foreign exchange saved Us$s06.5 billion

Employment and Income Generation

Total direct employment generated 61,211 jobs
Average annual payroll P480.6 million

Sector Orientation

{see Table C-7}

Intermediate and Capital Goods Industries

Total assistance to industries engaged in the
manufacture of intermediate and capital goods 58% of total
Total firms using indigenous materials 526 firms

Regional Development

{(See Table C-6)

Source: PDPR.
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Table C-6. Regional Distribution of Direct
PDCP Assistance, 1963-1982
{number of loans and millions of pesos)

Region Number Amount?
{(millions of pesos)

Luzon
Ilocos 22 38.5
Cagayan 8 83.4
Central Luzon 90 348,6
Southern Tagalog 69 402,9
Bicol 18 11.6
Subtotal, Luzon 207 884.8
National Capital Region 370 972.7
Visayas
Western Visayas 122 163.4
Central Visayas B6 150.3
Eastern Visayas 6 5.6
Subtotal, Visayas 214 319.2
Mindanao
Western Mindanao 15 26.0
Northern Mindanao 63 121.7
Southern Mindanao 89 144.8
Central Mindanao 31 150,5
Subtotal Mindanao 198 443,0
Nationwide 19 194.3
ASEAN 4 78.1
Total 1,012 2,892.1

acomponents do not egual total because of rounding.

Source: PDPR.
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Table C~7. Sectoral Distribution of PDCP
Direct Assistance, 1963-1982
{number of loans and millions of pesos)

Sector Number amount
(millions of pesos)

Agriculture 129 146.0
Mining and Quarrying _ 38 131.2
Manufacturing 661 1,788.3
Food 75 180.8
Textile/Garments 74 266.2
Paper/Printing 54 56.2
Wood/Furniture 75 201.7
Chemicals 81 331.6
Metals 89 136.7
Nonmetallic 58 357.8
Electrical Machinery 29 85.6
Nonelectrical 17 8.0
Rubber 16 20.8
Transport Equipment 11 72,1
Petroleum 3 8.3
Miscellaneous 79 62.6
Pipeline Operations 3 14.3
Transportation 62 313.9
Communication 22 184,3
Construction 11 147.4
Electric Light and Power 40 102.1
Cthers 46 6d.7
Total 1,012 2,892.1

Source: PDPR.
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Table C-8. Number of PDCP-Assisted Projects
by Size of Loan, 1963-1982, Cumulative

Small
{less than Medium Large
Year Pl million) (P1-P4 million) (over P4 million) Total
1963 - 2 2 4
1964 3 10 12 25
1965 6 16 22 44
1966 8 20 31 59
1967 11 32 43 86
1968 14 45 60 119
1969 116 54 91 161
1970 16 63 108 187
1971 17 69 132 218
1972 25 78 150 253
1973 32 92 177 301
1974 45 104 216 365
1975 64 119 243 426
1976 91 130 265 486
1977 154 141 291 586
1978 218 185 328 731
1979 265 213 383 861
1980 285 246 438 969
1981 300 280 493 1,073
1982 328 308 545 1,181

Source: PDPR. Note that the sum of small and medium locans here
{636) differs from the sum of these categories {559) shown
in Table C¢-2, a difference not explained in supporting
documents.,



Table C-9. PDCP Actual (audited, 1978-198l) and Projected (1982-1986) Income Statement

(millions of pesos})

As of December 31 1978 1980 1981 1983 1984 lags 1986
Income
Interest on Project lcans and Securities 104.9 126.7 16l.0 209.3 263.8 326.4 391.4
Income From Money Market Operations 5.8 25.7 20.7 26.9 29.5 33.8 3s8.8
Income From Stock Market Operations 7.7 16.3 4.1 5.7 5.9 6.2 6.4
Fees 5.3 7.9 11.1 11.5 12.7 14-1 15-8
Others 1.1 2.6 l.8 7.3 8.2 9.0 10.0
Total 124.8 179.2 198.7 260.7 320.1 389.5 462.4
Fxpenses
Interest and Financial Expenses 71.4 118.4 134.9 180.2 222.2 272.6 322.6
Administrative Expenses 19.1 29.7 30.8 42.2 50.7 60.8 72.9
Provision for Doubtful Account and
Investment 2.2 1.5 9.9 3.0 3.5 3.5 3.5
Building Operations (net) 2.4 2.8 3.4 3.8 4.3 5.0 5.8
Total 95.1 152.4 179.0 229.2 282.7 341.9 404.8
Income Before Tax 29.7 26.8 19.7 31.5 37.4 47.6 57.6
Provision for Income Tax 7.5 ( 0.5 2.2 9.1 11.0 14.5 17.7
Wet Income After Tax 22.2 27.3 17.5 22.4 26.4 33.1 39.9
Ratios (percentage)
Net pProfit/Average Equity 15.8 16.0 9.5 10.3 9.8 10.3 lo.5
Bdministrative Expenses/Average
Total Assets 2,0 1.4 1.3 1.2 2.3 2.3 2.3 2.4
Divided as Percentaye of par Valus cf ghares 15.0 1.0 14.0 10.02 10.0 10.0 1c.0 10.0

dpacrease due to bonus issue of shares.



Table C-10. PDCP Actual (audited)} and Projected Balance Sheets, 1978-1986
{millions of pesos)

Actual Projected
Ttem 1978 1979 1980 1981 1982 1983 1984 1985 lage
ASSETS
Cucrrent Assets
Cash 14.4 28.4 39.0 35.0 31.4 3l.2 32.8 34.4 36.2
Short-Term Investments 101.1 149.7 225.8 138.8 92.8 131.3 144.4 166.0 190.9
Accrued Interest £9.8 58.6 59.9 64.6 89.8 84.0 115.0 133.9 139.3
Other Income 18.5 14.0 43.5 35.1 62.2
Deferred Income Tax 2.2 2.2 2.7 4.0 4.7 41-1 45.3 50.0 54.8
Other Current Assets l.8 1.7 3.7 6.6
Total Current Assets 197.8 254+6 374.6 282.6 287.5 2B7.6 337.5 384.3 421.2
mortfolio
Foreign ourrency Ioans 615.4 730.2 856.7 915.3 1,057.2
Iocal Qurrency Loans 144.1 193.9 202.6 240.2 230.2 1,738.7 2,129.2 2,566.1 3,068.5
Equity Investments 35.4 32.8 32.0 52.7 57.5 53.6 55.3 56.6 57.6
Iess Provision for Doubtful Accounts { 21.3) | 22.5) | 24.0) ¢ 24.7) ( 20.2) { 17.5) ¢ 21.0) | 24.5) ( 28.0)
Total rortfelio 773.6 934.4 1,067.3 3 1,184.0 1,324.7 1l,774.8 2,163.5 2,592.2 3,098.1
Other hasets
Fixed Assets({net) 9.2 9.4 9.2 9.9 9.4 9.3 9.1 8.8 8.2
Acquired Assets - 16.7 17.6 76.0 87.5 40.5 20.0 20.0 20.0
Miscellaneous Other Assets 25.6 13.7 20.6 8.6 265 58.5 B6l.5 64.5 67.8
Total Other Assets 4.8 39.8 47.4 124.5 123.4 108.3 90.6 93.3 96.0

Total Assets 1,006.2 1,228.8 1,489.3 1,591.1 1,735.6 2,170.7 2,591.6 3.069.8 3,615.3

GI-D



Table C-l10. PDCP Actual {audited)
and Projected Balance Sheets, 1978-1987 {(cont.)
(millions of pesas)

Actual Projected
Assets 1978 1979 1980 l9gl 1982 1983 1984 1985 1986
LIABILITIES AND EQUITY
Qurrent Liabilities
Accrued Payables 24.1 24.8 35.2 36.5 42.0 44.8 49.2 54.2 59.6
Bills payables 124.8 179.9 254.2 226.9 231.0 l148.5 92.2 68.8 70.0
Income Tax Fayable 0.1 - - - - 2.3 2.7 3.6 4.4
Dividends Payable 3.6 2.9 3.3 3.9 2.8
Subscriptions Payable 2.3 4.¢ 7.2 0.9 - 28.5 3l.6 34.6 38.1
Other CQurrent Liabilities 1.0 5.9 12.4 20+.3 -
Total Current LiabilitiEE 155'9 217.5 305.2 280.6 296. 6 216.1 175.7 16l.2 172.1
long-term liabilities
Foreign Currency Borrowings 618.9 715.2 B835.2 943.0 1,046.)
U+S. Ald Borrowings 27.5 25.7 23.8 22.0 20.2 1,714.0 2,119.7 2,559.2 3,033.2
OthersP 57.0 108.5 145.5 158.5 182.6
Total Iong-Term Liabilities® 703.4 849.4 1,004.5 1,123.6 1,248.9 1,714.10 2,119.7 2,559.2 3,033.2
Euity
raid-In capital 60.5 60.4 60.4 100.0 100.0 135.0 180.0 220.0 265.0
Surplua 13.1 13.1 13.1 - - - - - -
Retained Earnings
Appropriated 44.7 51.6 59.7 63.2 £5.3 7.3 76.5 83.2 9l.2
Unappropriated 28.9 36.8 46.4 23.8 24.5 34.3 39.7 464+ 2 53.8
Total Equity 146.9 161.9 179.6 187.0 189.8 240.6 296.2 349.4 410.0
Total Liabilities and Bguity 1,006.2 1,228.8 1,489.3 1,591.1 1,735.6 2,170.7 2,591.6 3,06%.8 3,615-3
Debt /BEquity Ratio 5.3:1 5.8:1 6.2:1 6.5:1 6.7:1 7.9:1 7.8:1 7.9:1 7.9:1
ontingent [iability
(guaranteee) 71.7 83.0 102-5 96.2 91-6 176-8 190.8 194.7 205-9

Apoes not include short-term loans inadvertently left out of audited report.
Prmeludes subscriptions payable long-term portions and local currency borrowings.
€Includes current portion of long-term debt.

T1-2
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Table C-11. PDCP Revenues and Income Before and After Taxes, 1963-1982
{thousands of pesos and percentages)

Total 5-Year Income 5-Year Income 5-Year
Revenues Compounded Before Taxes Compounded After Taxes Compounded
Year {P1,000) Growth Rate {(P1,000) Growth Rate (P1,000) Growth Rate
1963 1,351 1,019 _ 750
1964 6,124 4,796 | 3,447
1965 7,918 5,538 3,961
1966 9,389 5,586 3,863
1967 11,202 52.66 5,942 42.28 4,341 42.07
1968 14,250 7,018 4,883
1969 18,743 8,459 5,956
1970 32,160 11,537 7,223
1971 41,053 14,514 9,359
1972 50,630 28.86 18,078 20.83 11,554 18.80
1973 66,883 20,566 12,716
1974 75,202 21,111 14,385
1975 91,509 26,944 16,455
1976 100,420 31,017 18,951
1977 107,584 9.97 32,357 10.40 20,372 9.88
1978 124,771 33,721 22,233
1979 141,726 33,019 24,524
1980 179,224 33,911 27,366
1981 198,704 : 25,013 17,465
1982 199,172 9.80 17,295 =12.50 10,223 =14.39

Source: PDCP annual reports, 1963-1982.



Table

C-12. PDCP Asgets, Unappropriated Retained Earnirgs,
and Earnings per Share, 1963-1982
{thousands of pesos and percentages)

c-13

Unappropri-

Total S5=Year ated Retained 5~Year S5-Year

Asszets Compounded Earnings Compounded Earnings Compounded
Year (P1,000) Growth Rate (Pl1,000) Growth Rate Per Share Growth Rate
1963 46,163 255 0.30
1964 62,789 1,259 1.38
1965 86,889 1,580 l1.58
1966 98,795 2,170 1.57
1967 123,702 21.79 3,191 69.96 1.74 42.13
1968 156,179 4,597 1.95
1969 181,171 6,845 2.16
1970 321,830 7,000 2.28
1971 439,698 4,508 2.41
1972 483,631 26.35 8,856 14.01 2.87 8.04
1973 676,249 12,649 3.16
1974 746,530 16,920 3.57
1975 864,741 20,843 3.03
1976 867,336 15,447 3.14
1977 909,772 6.11 20,787 10.44 3.37 1.30
1978 1,006,253 28,913 3.68
1979 1,228,852 36,845 4.06
1980 1,489,322 46,424 2.74
1981 1,599,678 23,840 1.75
1982 1,735,622 11.52 24,518 1.02 ~22.63
Source: PNDCP annual reports, 1963-1982.
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Table C-13. PDCP Dividends and Return on Equity, 1963-1982
(pesos)
Cash Dividends
Cash Per Stock Return on

Year Dividends Share Dividends Equity
1963 - - .04
1964 - - .12
1965 2,500,000 1.00 - .13
1966 2,500,000 1.00 - .12
1967 2,500,000 1.00 - .13
1968 2,500,000 1.00 - .13
1969 2,500,000 1.00 - .15
1970 2,749,989 1,00 2,500,000 .16
1971 3,499,561 1,00 2,500,000 .15
1972 3,893,596 1.00 - .17
1973 5,232,446 1.30 - .18
1974 5,635,000 1.40 - .17
1975 7,030,360 1.55 - .15
1976 9,257,500 1.60 10,062,500 .15
19717 9,660,000 1.60 - .15
1978 9,660,000 1.60 - .15
1979 9,660,000 1.60 - .15
1980 9,660,000 1,60 - .15
1981 10,000,000 1.00 26,556,411 .09
1982 7,500,000 1.00 - .05
Source: PDCP annual reports, 1963-1982.



Table C=-14.

Cc-15

Mobilization, 1963-1982
(millijons of dollars and percentage terms)

PDCP Foreign Currency Resource

Amount Term Interest Date Fully
Year Source Currency ($ mill.) (years) Rate (%) Disbursed
1963 IBRD Various 15.0 15 5.5-6.0 06/15/71
1964 None - - - - -
1965 None - - - - -
1966 IBRD Various 25.0 15 6.0-7.0 07/13/71
1967 None - - - - -
1968 None - - - - -
1969 IBRD Various 30.0 17 6.5 10/02/73
ADB Various 5.0 12 6.875 09/15/74
1970 ADB Various 15.0 11 7.5 04/09/76
1971 None - - - - -
1972 IFC S, F, Us$ 15.0 9 7.75=8.75 09/27/78
Exim/Philnabank vUs$ 0.5 31/2 - -
1973 None - - - - ~
1974 IBRD Various 30.0 16 g.0 09/15/81
ADB Various 25.0 12 7+5-8.75 04/21/80
1975 None - - - - -
1976 ADB vVarious 25.0 15 9.1 07/31/81
DEG DM 2.1 8 9.75 06/09/81
1977 None - - - - -
1978 IBRD Various 30.0 - 7.45 Still
Disbursing
BOT usé 10.0 5 LIBOR+1.25 03/27/81
+ tax
1979 cDhC £stg. 9.5 10 1/2 9.5 5till
Disbursing
1980 ADB Various 30.¢0 13 1/2 7.6 Still
Disbursing
1981 CB Apex
Commercial us$ 24,0 12 1/2 LIBOR+l,/8 Still
IBRD Various 36.0 15 9,6+0.75 Disbursing
Total 322.6
Source: IBRD, QOctober 1982.





