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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 Coordination, to examine 
Agency for International Development (A.I.D.) experience with 
the implementation of the Private Sector Development Lnitiative 
since 1981. 

The other related papers are as follows: 

A Review of A.I.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 1985 

Management Education in Modern Tunisia: LIInstit.ut 
Superieur de Gestion, Tunis, A.I.D. Evaluation SgGial 
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 



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 11. 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 1980s, many 
A.1.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. Roth IGLF and PDCP 
provide useful lessons for A.I.D. in developing approaches to 
intermediate credit financing. 



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. In 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 period 
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 Clro. 
Discussions with bank staff and time limitations also ~uided 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 questions 
for each visit, all interviews shared a common set of questions, 
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 loans 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 quantitative data, many of which are presented 
in Appendixes B and C, were gathered from a wide variety of 
sources. 



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 quasi-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 peso 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 
economy. 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 too 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 
line 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 greater 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 



risk is a major impediment to private sector investment. Greatel 
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 should be given to wholesaling rather 
than retailing financial assistance to private sector entities 
and to developing related institutions. Finally, training and 
technical assistance should be part of each A.I.D. attempt to 
establish or strengthen development finance institutions. 



GLOSSARY 

ADB - 
APEX - 

CB - 
CDC - 
DBP - 
DFI - 
DLF - 
ED I - 
FEBTC - 
GD P - 

GNP - 

IERD - 

IGLF - 
IMF - 
LIBOR - 
NEDA - 
P - 

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) 



GLOSSARY (cont.) 

PDB - private development bank 

PDCP - Private Development Corporation of the Pt~ilippines 

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 





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 6-21. 

Financial assets. Total assets of the Philippine financial 
system grew from P54 billion in 1974 to P121 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. Inflation, 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 oil crises. 
Inflation peaked in 1974 at over 30 percent. 

Trade and debt. The oil 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 ~ ~ $ 1 7 . 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 8-14). In late 
1983 when this report was written, the peso-dollar rate stood at 
~ 1 4  :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 
variabilitj-. 



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 sufficient 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 oil crises and the recession in most developed 
countries caused low growth and high inflation for the Philip- 
pines 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 8-31. 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 Interest 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 8-4). 

There has been a marked disequilibrium in interest rates, 
and the structure of the financial sector and the nat~re 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, nonbank intermediaries were a large segment of the 
financial system. 

1.3.3 Loan Maturity 

The loan market is dominated by short-term credit. 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). Because commercial 
banks dominate the Philippine financial system and because 
specialized financial institutions (other than the Development 
Bank of the Philippines, DBP) play only a limited role in pro- 
viding long-term domestic resources to productive sect~rs, the 
major problem is how to reorient the operations of com:nercial 
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 credits in 
1977 (Table B-7). PDCP, although licensed as an investment 



house, is a development finance institution. Data on commercial 
banks' credit allocation by maturity (Table 8-01 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 various 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 regulations, the 
share of credit 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- 
t ions. 

1.3.5 Sources of Financig 

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 problem, 
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 Resourcesto 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 



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 instituticms are 
not allowed to accept deposits. Consequently, they cart 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 in~possible 
for them to engage in long-term financing. A policy of bank 
mergers and consolidations was implemented by the late 1970s. 
Another 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 encourage competition and greater 
interplay of market forces, the Central Bank began a gradual 
program of interest rate deregulation in 1981 (Table 8-13). 

2. BACKGROUND OF PDCP 

2.1 Origin 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 subject 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 
quasi-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 15-year grace period. 

The Philippine Government approached the Agency for Inter- 
national Development (A.I.D.) requesting that the United States 
provide the quasi-equity from peso counterpart funds generated 
under Section 402 of the Mutual Security Act of 1954, as amended 



(P27.5 million proposed) and from peso currency generated under 
PL 480 sales available under section 104(g) for loans for devel- 
opment purposes (PI0 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 requested 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 
(millions) 

I BRD Foreign Currency Loan 

A.I.D. Quasi-Equity 

Equity 
Subscription Class A, Filipino 

(70%) 

Class B, Foreign 
(30%) 

Total 

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 August 1963, 
PDCP commenced operations, and given PDCP's compliance with 
conditions precedent under the IBRD and A.I.D. loan agreements, 
A.I.D. disbursed the full P27.5 million quasi-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. 



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 contc?ntion are 
considered by the evaluation team to be important in a:? 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 soft: 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 resultinq 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 
quasi-equity and the potential for concentrated control of PDCP 
were resolved through conditions and convenants in the A.I.D. 



and IBRD agreements. These agreements were designed to (1) 
minimize the concentration 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. 
loan. 

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 
PDCPss 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). 



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 PI98 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 period 1963-1982, 
or 55 percent of all projects, most of them since 1977 (Table 
C-8). PDCP8s 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 PDCP8s operations over the 20 years 
since its inception is impressive, as shown below (see also 
Table C-5). 

-- Sales from PDCP-assisted projects: P14.5 billion 
-- Contribution to Philippines net domestic product: P5.5 

billion -- Foreign exchange savings: ~ ~ $ 5 0 6 . 5  million 
-- Employment generation: 61,211 jobs 
- - Annual payroll: P480.6 million 



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-8) also is satisfactory, given the 
peso constraints on PDCP, which are relatively more important 
for smaller loans, 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 period 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 zero to PI9 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-ll), 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 19821, and revised accounting practices dictated by the 
Central Bank. Another factor contributing to the decline in 
earnings was the foreign exchange write-off of P1O.l 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 notresult 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 



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.S. 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 P1O.O. 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 years 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 Size Distribution 

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 pssso-equiv- 
alent value has in fact increased. The PDCP set up seven 
branches to facilitate lending outside of Manila and invested in 
three regional development 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 loans for a total of 



~~$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. In 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. 



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" traininq proqrams that are 
designed to upgrade the expertise bf PDCP staff. To 
supplement the in-house programs, DFI also sponsors 
professional and nonprofessional staff members to 
attend specialized courses, seminars, and conferences 
held by other training institutions both within the 
Philippines and abroad. One of the qualifications for 
in-house training is that participants sign a contract 
committing them to stay with the bank for 2 years after 
training is completed. 

- - Foreign trainees/visitors program. In 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 wizh other 
regional training and technical assistance programs 
that involve the-staff of commercial and devl?lopment 
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. 



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.I.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 but 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. Although 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 PlOO 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 



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 involvell 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 1976 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 amall 
premium on the interest on small- and medium-size loa7s compared 
with the interest rate available on large loans. However, these 
loans are in effect infividually discounted by IGLF, ao that 
PDCP recovers the peso outlay very promptly. The economic risk 
is shared with IGLF in varying percentages. 

The convergence of two separate A.1.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. 



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 Mobilization of Resour= 

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 to peso resources 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. In 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, 



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 
opportunities to assist worthwhile development projects because 
of lack of peso 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 ~~!)130 
(equivalent) million spread over five separate credits, plus an 
APEX credit of ~ ~ $ 3 6  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 establishment 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 Eacilities. 
Funding of the ~ ~ $ 2 3 0  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 interoank 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 exchange 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- 



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 to extend direct loans to 
selected financial institutions rather than to wholesale foreign 
exchange through 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 loans 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 = ~ ~ $ 1 . 0  to P14.0 = 
~ ~ $ 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 impalred 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. Theoretically, 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 P1O.O million from its 
retained earnings over the next 5 years 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 



line were changed, providing tem orary, partial relief from 
foreign exchange risk. Up to US $ 75 million is now available 
(through the Central Bank's participating financial institutions) 
in peso-denominated loans to export-oriented and import-substi- 
tuting projects 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 broaden 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. D9P 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 restructurinq, prompted 
by heavy defaults and necessary takeovers of large borrowers 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'n 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 tea1.1 believes that A.I.D. must, in its 
future interventions in development finance institutior~s, 
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. 



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 growing economy. 

PDCP has planned for and coped with the problems that have 
arisen with a competence that cannot be questioned. 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 problem 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 FERTC, 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 prbfit motive. Government financial 



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 financiallyand 
economically viable. The financial and economic viability of 
~roiects to be assisted is the most im~ortant 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 fsvorable. 

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 manaqement cspability - - 
and responsiveness for seeing a p;oject through good and diffil 
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 oil 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. 



7. Efficient collection techniques and adequate staff 
support should be established. Efficient collection techniques 
enable a develo~ment finance institution to maintain sufficient 
funds to continie operations and to develop a financial base to 
pursue appropriate strategic plans. Such techniques 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 comet- 
itors 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 loans 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 projects. 

11. Strict adherence to disbursement requirements and 
procedures is necessary. Disbursements should not be made until 
all important criteria for project viability 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 strategy for 
renewed participation in development finance institutions and 
other financial intermediary facilities. 



1. A.I.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 res~onsibilitv to more E'vstem- 
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 ex~erience 
and proven track records that can provide valuable lessc'ns 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 memters of 
the private sector and the current Minister of Industry elicited 
the uniform comment that A.I.D.'s initial contribution cf 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 rarket 
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. In 
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. In 
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 ~ ~ $ 4 0 0  million in local currency resources annually. In 
comparison, the Bureau for Private Enterprise has a budget in 
Africa of less than ~ ~ $ 3 0  million. 

3. Foreign exchange risk is a major potential impediment 
to private sector investment. We see no easy guidelines for 
A.I.D. on how to handle the foreiqn exchanqe risk issue. In 
many cases, the risk will have to-be borne-by end-recipients. 
However, adding foreign exchange exposure to development finance 



institutions 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 of 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 option 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 pol;cies, 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 financial markets becomes an attrac- 
tive option. 



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 
financina to develo~ment banks for establishina a tra:.nina ~ ~ 

operation similar to that provided through PDCP'S ~evelopment 
Finance Institute. Grant funding would provide the needed 
incentive for many of these institutions to concentrat~e 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 develo~ment of the Philippines. To this end it 
will assist in the development of pri;ate productive enterprises 
by providing medium-, long-term, and equity financing to such 
enterprises, assisting in the development of a wider market for 
corporate securities, and encouraging a wider distribution of 
ownership in such enterprises. 

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 inbestments. 
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. In 
this latter connection, the Corporation wlll seek to broaden 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. 
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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 2 5  percent1 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 aad equity portfolio. 

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

9. 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 
seriices to the enterprises being financed, whenever necessary. 

~ I B R D  approval, to which Board Resolution No. 456-70 had been 
made subject, was only for 20 percent. 



2. STRATEGY STATEMENT FOR THE 1980s 

The Private Development 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  commitment^ 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 
economy. 

Corporate Strategies 

.1 On Capital Formation in the Economy and the In~iustrial 
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 targsts of 
financial assistance to productive projects. 



For the decade of the 1980s the industrial policy thrusts 
which will be pursued by government are aimed at attaining four 
major objectives: 

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

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

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

Achieve an even distribution of the benefits of 
industrialization anong the Filipino people 

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

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 id 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: 

1. Strategy. PDCP financial assistance will continue to 
be directed to projects which have potential for stimulating and 
sustaining economic development, more particularly: 



- - Industries which produce intermediate and capital 
goods, particularly those with potential for backward 
and forward linkages. These industries bring about 
faster industrialization and thereby strenqthen 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 P1.6 
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, quarrying, and 
manufacturing sectors relied on local sources of 
materials for more than 8 5  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 payroll 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 
avoid concentration of industrial activitv in urban 
areas and to bring the benefits of industiialization to 
the different regions of the country, the government 



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 proqram 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 P72.2 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 t.he 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 strategy involves the 
encouragement and promotion of small- and medium-scale 
industries. This thrust actually goes hand-in-hand 
with the thrust toward accelerated regional 
development. Taking its cue from thls recognition by 
government of this sector's role in the country's 
overall growth and development, PDCP formally launched 
its Small Business Term Lending Proyram 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 ayro-based enterprises. As of 1981, PDCP 



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 dc 
Oro, Iloilo, Legazpi, Dagupan, and Cebu. 

-- Priority industries which promise much potential for 
growth i n  the 1980s. In particular, PDCP will put 
greater emphasis and direct its financial assistance to 
priority sectors which promise much potential 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 Fishinq 

- Agricultural crops, vegetables, and fruits 
- Livestock 
- Poultry 
- Fisheries 

Mining and Quarrying 

- 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 



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: 

Direct Financial Assistance (millions of dollars and pesos) 

Regular Loans 
Foreign Currency (US$)  40.2 50.3 57.8 66.5 76.4 87.9 
Local Currency (P) 28.5 65.0 75.0 86.0 99.0 114.0 

Small and Medium Projects (P) 59.0 67.8 78.1 90.0 102.7 118.3 

Guarantees (P) 50.0 57.5 66.1 76.1 87.4 100.6 

Equity Investments (PI 5.0 5.0 5.0 5.0 5.0 5.0 

Indirect Financial Assistance 

Funds Mobilization (PI 400.0 460.0 529.0 608.0 699.6 804.5 

External Funds 
Management (P) 

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 Investments, 
and other regulatory government agencies. Furthermore, PDCP, 
through its president, will continue to actively participate in 
the activities of the Philippine Chamber of Commerce and 
Industry, which is considered as the sole representative of the 
private sector and which assists government in the planning and 
implementation of industry policies. 



2.2.2 On Resource Mobilization and Capital Market Development 

The sophistication of the Philippine financial system has 
become more apparent and the requirements of private business 
for financial services have rapidly grown in the recent past. 
PDCP must therefore gear its financial expertise to f ~ n d  
mobilization activities to meet the more complex and diversified 
funding requirements of large 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 exposure to lending institutions in these 
areas. Currently, sources of foreign currncy funds are from the 
World Bank-APEX Development Finance Unit of the Centre11 Bank, 
Asian Development Bank, International Finance Corporation, 
Commonwealth Development Corporation, DEG of Germany, Lloyds 
Bank, and the Bank of Tokyo. 

2. Strategy. In 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 P1 million. In 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 offshore 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 breaktzhrough 
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. 



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 6 Co.--a stock brokerage firm 
acquired 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 advantage of the growing 
market for underwriting. 

-- ASEAN Finance Corporation--a financial institution 
jointly set up by member countries of the ASEAN to 
promote 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 Neyros Development Bank 
(19771, Davao City Development Bank (19781, and 
Northern Mindanao Development Bank (1982). 

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

In 1981, a restructaring 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. 



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 intestment 
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 domestic market and to explore 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 
expertise 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 improve the 



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 administer 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-quality 
graduates with honors, the DYI 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: 



- - Monthly Economic Letter (monthly) 

-- Philippine Business Review (quarterly) 

- - Industry Digest (bimonthly) 

-- Economic Statistical Series (bimonthly) 

- - Policy Milieu (monthly) 

- - Financial Markets Review (monthly) 

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

- - Performance and Prospects for the Domestic Economy 
(quarterly) 

- - Performance and Prospects for Industries (quarl:erly) 

- - 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 



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 

Initially, promotional efforts were geared mainly to 
companies registering wlth government agencies such as the Board 
of Investments, the Marrtime 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 credit 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. In 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 



in the number of existing supervision staff, establishing and 
closely monitoring compliance with loan requirements, providing 
continuous attention to problem accounts, and adoption of a 
stricter attitude and approach to collection. 

Furthermore, a Task Force of PDCP officers will be 
organized to handle specific loan accounts which are 
encountering difficulties in debt repayments. 



APPENDIX B 

SELECTED QUANTITATIVE INDICATORS OF PHILIPPINE DEVELOPMENT 

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

(percentages) 

Sector 1963-1967 1968-1972 1973-1977 1978-1982 

Agriculture 

Mining 
Manufacturing 
Construction 
Utilities 

Total Industry 

Transportation, 
Communication, and 
Storage 

Commerce 
Other Services 

Total Services 

Gross Domestic 
Product 

Source: NEDA Statistical Yearbook, various issues. 
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Table 8-2. 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 

Mining 
Manufacturing 
Construction 
Utilities 

Total Industry 

Transportation, 
Comnunication, and 
Storage 
Commerce 
Other Services 

Total Services 

Gross Domestic 
Product 

Source: NEDA Statistical Yearbook, various issues. 



Table 8-3. m t a l  Assets of the m i l i p p i n e  Financial System, 1974-1978 
(mil l ions  of pesos and percentages) 

mount  (million pesos: end-f-year f i g u r e s )  Parcentage of m t a l  
1974 1975 1976 1977 1978 1974 1975 1976 1977 1978 

Banking I n s t i t u t i o n s  

Olmnercial Banks 

m r i f t  sank= 
PDBB 
Savings 6 mortgage Banks 
Stock Savinga 6 wan  

Associations 

Specialized Banks 
DBP 
Iand Bank 
m i l i p p i n e  liaanah Bank 

Mnbank Financial 
I n s t i t u t i o n s  

mvestment muses 
Finance rnmpanies 
mvestment Ompanies 
s e c u r i t i e s  Dealersfirokers 
m ~ n s h o p s  
Fund Managers 
lending Investors 
mnstock Savings 6 wan 

~ s s o c i a t i o n ~  
Mltual m i l d i n g  6 wan  

Associations 
Pr ivate  Insurance mmpaniea 

apxtrapolated from 1977 f igure ,  assuming same annual growth r a t e  as 1977. 

Source: Joint  MF/World Bank m i ~ s i o n  report, Philippine Aspects of t h e  f inancia l  Sector,  October 1979. 



Table B-4. I n f l a t i o n ,  Nominal I n t e r e s t  Rates ,  
and Real I n t e r e s t  Rates ,  1959-1978 

(percentages)  

Savings Deposi ts  Time Depos i t s  

Rate of  I n t e r e s t  Real Rate of  I n t e r e s t   ate^ Real I n t e r e s t  
Year I n f l a t i o n a   ate' ~ e t u r n ~  (360 days )  RateC 

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 

aMeasured by changes i n  t h e  consumer p r i c e  index. 

bRates o f f e r e d  by commercial banks. Rates of  o t h e r  f i n a n c i a l  i n s t i t u t i o n s  
w e r e  g e n e r a l l y  0.5 pe rcen t  h ighe r  s i n c e  J u l y  29, 1974. 

cThe real interest r a t e  is  def ined  a s  t h e  nominal i n t e r e s t  r a t e  minus t h e  
r a t e  o f  i n f l a t i o n .  

Source: I n t e r n a t i o n a l  F inanc i a l  S t a t i s t i c s ,  I n t e r n a t i o n a l  Monetary Fund, and 
d a t a  provided by t h e  Cent ra lBank of t h e  Ph i l i pp ines .  



Table  B-5. C r e d i t s  Granted by Banking I n s t i t u t i o n s ,  by M a t u r i t y ,  1973-1977 
( m i l l i o n s  o f  p e s o s )  

Commercial Sav ings  Rura l  A s  % o f  
Banks Banks PDBs Banksa DBP T o t a l  T o t a l  

S h o r t  Term 44,546.2 39.1 17.2  966.2 930.0 46,498.8 90.3 
I n t e r m e d i a t e  Term 826.9 32.7 48.1 107.4 981.5 1,996.6 3.9 
Long Term 1,311.5 80.2 15.8 - 1,604.0 3,011.5 5.9 

S h o r t  Term 76,925.3 186.9 28.7 1,642.0 761.9 79,544.8 90.6 
I n t e r m e d i a t e  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 

S h o r t  Term 112,617.2 193.0 25.3 2,242.7 1,216.0 116,294.2 95.3 
I n t e r m e d i a t e  Term 1,057.9 4.6 53.7 249.2 1,158.6 2,524.0 2.1 
Long Term 691.0 143.5 21.0 - 2,342.5 3,198.0 2.6 

S h o r t  Term 129,460.2 251.2 26.2 1,693.3 1,215.4 132,646.3 93.3 
I n t e r m e d i a t e  Term 917.7 80.8 53.7 188.1 1,554.4 2,794.7 2.0 
Long T e r m  1,345.6 379.6 20.2 - 5,055.0 6,800.4 4.8 

S h o r t  Term 1 5 3 , 6 8 0 . ~ ~  n.a. 28.4 1,859.1 563.9 156,131.6 92.8 
I n t e r m e d i a t e  Term 1,639. 5b n.a. 53.0 206.6 1,794.9 3,694.0 2.2 
Long Term 1,018.gb n.a. 18.6 - 7,356.0 8,393.5 5.0 

a M a t u r i t y  breakdown e s t i m a t e d  from 1976 and 1977 a c t u a l  f i g u r e s .  
h ~ s t i m a t e d  from January  t o  August a c t u a l  f i g u r e s  f o r  1977. 

Source:  J o i n t  IMF/World Bank miss ion  r e p o r t ,  P h i l i p p i n e  Aspec t s  of t h e  F i n a n c i a l  
S e c t o r ,  October  1979. 



Table B-6. Outstanding Loans of Nonbanking 
Financial  I n s t i t u t i o n s  by Maturity, 1973-1977a 

(mi l l ions  of peso< and percentages)  

S e c u r i t i e s  
Investment Financing Investment Dealers/ As % of 
nouses mmpanies mmpanies Brokers Total m t a l  

Short Term 
Intermediate Term 
Long Term 

Short Term 
mtermediate Term 
Long Term 

1975 - 
Short Term 
Intermediate Term 
Long mrm 

Short Term 
Intermediate Wrm 
Long ~ e r m  

Short Term 
Intermediate Term 
mng  mrm 

agtc luding fund managers, lending inves to r s ,  pawnshops, nonstock savings and 
loan as soc ia t ions ,  and mutual h i l d i n g  and loan as soc ia t ions ,  due t o  lack  of 
da ta .  lhese  i n s t i t u t i o n s  comprised 3 percent  of t o t a l  loans  outs tanding of a l l  
p r i v a t e  nonbanking f i n a n c i a l  i n s t i t u t i o n s  i n  1977. 

Source: Jo in t  IMFflorld Bank mission r e p o r t ,  Phi l ippine  Aspects of t h e  Financial  
Sector ,  October 1979. 



Table B-7. C r e d i t s  Outs tand ing  by F i n a n c i a l  I n s t i t u t i o n s  
by Ma tu r i t y  a s  of December 31, 1977 

( m i l l i o n s  of p e s o s )  

I n t e rmed ia t e  
Sho r t  Term Term Lsng Term - 

% of % of $ of  
Amount T o t a l  Rmount T o t a l  Amount To t a l  

Commercial Banks 
Sav ings  Banks 
Stock S&L 

Assoc i a t i ons  
LBP and pABa 
Dev. Bank o f  Ph i l .  
Investment  Houses 
S e c u r i t i e s  Dea l e r s  
P r i v a t e  Insurance  
O the r s  

T o t a l  39,323.4 100.0 12,047.6 100.0 15,639.6 100.0 

Percentage of 
T o t a l  58.7 

aLand Bank of P h i l i p p i n e s  and P h i l i p p i n e  Amanah Bank. 

Source: Development Bank of t h e  P h i l i p p i n e s ,  t h e  Insurance  Commission, and  
o t h e r  P h i l i p p i n e  sources .  



Table B-8. Structure of Credits Granted by Commercial Banks 
by Maturity, 1969-1977 

(millions of pesos and percentages) 

Shoct Intermediate Long 
Year Demand Term Te r ln Term Total 

Note: Figures in parentheses indicate percentages of the total. 

Source: Joint IMF/Uorld Bank mission report, Philippine 
Aspects of the Financial Sector, October 1979. 



Table B-9. Q'edita Granted by mrmnercial Banks by Sector,  1969-1977 
(mi l l ions  of pesos and percentages) 

Agri- Wnu- mn-  m b l i c  Financial Real om- m b l i c  
year cu l tu re  Mining fac tur ing s t ruc t ion  U t i l i t i e s  Services made m s t i t u t i o n s  Esta te  sumption Sector m t a l  

Note: Figures i n  parentheses ind ica te  percentages of the t o t a l .  

a ~ a n ~ a r y - ~ g u s t .  

Source: j o i n t  IHFflorld Bank mission repor t ,  Philippine Aspects of t h e  Financial  Sector,  October 1979. 



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 

Agriculturea 17.1 15.3 7.0 8.3 
~ndustryb 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 

aIncludes fisheries and forestry. 
b~anufacturing, construction, mining, and quarrying. 

Source: Joint IMF/World Bank mission report, Philippine Aspects 
of the Financial Sector, October 1979. 



Table 8-11. mng-term Financing f o r  I ndus t ry  by lype of Finance' 
(mi l l ions  o f  pe sos  and pe r cen t ages )  

1974 1975 1976 1977 1978 
m o u n t  8 m o u n t  0 b u n t  0 m o u n t  % m o u n t  % 

Banks 1,667.6 - 
mrmnercial Banks 1,658.9 
Savings Banks 4.0 
s t o c k  Savings 5 

m a n  Assoc ia t ions  4.7 
Offshore  Banking u n i t s d  - 

Mnbank F inanc i a l  
~ n t e m d i a t e s  4A9.1 - 

DBP 147.6e 
PDCP 1 0 4 . 3 ~  
P r i v a t e  Insurance 

mmpaniesg 30.9 
Mns tock  Savings 5 

m a n  Assoc ia t ions  S 
o t h e r s  206.3 

Other - 1,301.6 
S u p p l i e r s  C red i t  651.8 
m s h  Loans 649.8 
Swaps Agreement4 -c 

S e c u r i t i e s  1,156.5 
Equi ty  I s s u e s  768.3 
Bond I s sue s  181.8 
D i r e c t  R l b l i c  S e c t o r  

Borrowings 206.4 

mtal  4,614.8 

- - ~ ~ ~- 

'Gross disbursements  by f i n a n c i a l  i n s t i t u t i o n s .  
b ~ a n u a r y  t o  August only. 
Y N o t  a v a i l a a i e .  
do f f sho re  banking u n i t s  s t a r t e d  ope ra t i ons  i n  1977. 
e m m e s t i c  cur rency  f i nanc ing  r e f e r s  t o  FY1974 ( J u l y  1 t o  June 30).  . 
fOf t h e  t o t a l  domes t ic  currency lending.  the  volume of  r e sou rce s  going t o  smal l  loans is: 1974-P 1.8 m i l l i o n ,  

1975-P 2.1 m i l l i o n ,  1976-P 2.9 mi l l i on .  1977-P 10.7 m i l l i o n ,  1978-P 18.8 mi l l i on .  
gmmpr i s e s  t h e  l end ing  of t h e  four  W a i a  Group Insurance  m p a n i e s  and Philam L i f e  Insurance  ampany. 
h ~ a n u a r y  t o  Septetnber only.  
i ~ a n u a r y  t o  October on ly .  
j m r e i g n  currency l end ing  only .  

Sources:  (Bn t r a l  Bank of  t h e  Ph i l i pp ine s ,  Development Bank of  t h e  Ph i l i pp ine s ,  PD6 ,  and o t h e r  Ph i l i pp ine  
SOUTCBB. 



Tahle B-12. Long-Term Local  and Fore ign  Exchange 
F inanc ing  for Indus try ,  1974-1978 

( m i l l i o n s  of p e s o s  and p e r c e n t a g e s )  

Amount Percentage  
Local  Fore ign 'Ibtal  Local  Fore ign  T o t a l  

Year F inanc ing  Financing Financing Financing F inanc ing  F inanc ing  

Source:  J o i n t  IMF/World Bank m i s s i o n  r e p o r t ,  P h i l i p p i n e  Aspec t s  o f  t h e  
F i n a n c i a l  S e c t o r ,  October 1979;  A I D  Miss ion  e s t i m a t e s .  



Tahle 8-13. Se l ec t ed  Administered and 
Market-Determined Interest Ra tes ,  1979-1981 

(annua l  pe r cen t age )  

Administered 
Maximum Rates  

P r i o r  Effec- Effec-  
Market-Determined 
Ratesa ( excep t  a s  

to  t i v e  t i v e  E f f e c t i v e  noted ) 
12/79 12/79 08/80 01/81 01/8:L 08/81 

Deposi t  Fates 
Savings  Depos i t s  7 9 9 Deregulated 

Below P50,000 7 9 9 9.0-10.0 9.0-10.0 
P50,000 and Above 7 9 9 9.0-12.0 9.0-12.0 

Time Depos i t s  
1-year 1 0  11 1 4  Deregulated 11.0-17.5 11.0-18.0 
2-year 1 2  1 3  1 4  Deregulated 12.0-21.0 12.0-21.0 
Over 2 y e a r s  b b - - - Deregulated 19.38 n.a. 

Deposited S u b s t i t u t e s  1 5  1 7  1 7  Deregulated 14.76 n.a. 

Lending Ra tes  
Up t o  2 Years '  
Ma tu r i t y  

Secured 1 2  1 4  1 4  1 6  1 6C 1 Gc 
Unsecured 1 4  1 6  1 6  18 1 €IC 1 R~ 

Over 2 Years '  
Ma tu r i t y  

Secured 19 21 21 Deregulated 21.0- 25.0 21 .O-75.0 
Unsecured 1 9  21 21 Deregulated 21.0-25.0 21 .O-25.0 

Se l ec t ed  Cen t r a l  Bank 
Rediscount Rates  

Bas i c  Rediscount  Rate 9 I I 11 F l o a t i n g  14.81 n.a. 
Rediscount Rate  f o r  

l k a d i t i o n a l  Expor t s  4 6 6 8 eC gC 
Rediscount Rate  f o r  

Non t r ad i t i ona l  
Expor t s  - - 4 3 3C 3C 

aFor  market-determined r a t e s ,  weighted ave rage  r a t e s  a r e  shown i f  a v a i l a h l e ;  
o the rw i se ,  r anges  o f  observed i n t e r e s t  r a t e s  a r e  shown. 

%ot a p p l i c a b l e ;  i n t e r e s t  r a t e s  on t i m e  d e p o s i t s  o v e r  2 y e a r s  w e r e  de r egu l a t ed  
i n  1976. 

C ~ d m i n i s t e r e d  r a t e .  Deregulated e f f e c t i v e  January  1, 1983. 

Source: Cent ra l  Bank o f  t h e  Ph i l i pp ine s .  



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 
Amount Total in Peso 

Number U.S. Dollars resos Equivalents 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

1975 
1976 

1977 

1978 

1979 

1980 

1981 

1982 

Total 

Source: PDPR. 
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Table C-2. Total  N u m b e r  and ArnoUnt of PDCP 
Direc t  F inancia l  Assistance, 1963-1982 

(by number of loans  and thousands of peso equ iva len t s )  

Number Amount ( i n  thousands of peso equ iva len t s )  
Small & Small & 

Larne Medium Large Medium 
year  loans  Loans Equity Guarantees Total  Loans m a n s  Equity m a r a n t e e s  Tota l  

1963 2 

1964 9 

1965 7 

1966 6 

1967 12  

1968 1 2  

1969 1 9  

1970 1 5  

1971 20 

1972 1 4  

1973 2 0 

1974 2 A 

1975 19  

1976 11 

1977 10 

1978 2 0 

1979 29 

1980 3 0 

1981 2 3 

1982 24 - 
Tota l  329 

Source: PDPR. See note t o  Table C-8. 



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 

Total 332,549 911,259 

Source: PDPR. 



Table C-4. PDCP's Total Financial Assistance, 
Cumulative, 1963-1982 

(millions of peso equivalents) 

Year Direct Indirect Total 

Source: PDCP. 



T a h l e  C-5. Economic Impact  of PDCP Direct  
F i n a n c i a l  A s s i s t a n c e ,  1963-1982 

Type o f  Impact Cumula t ive  

E f f e c t s  on  Aggrega te  O u t p u t  

Value  of sales g e n e r a t e d  by  PDCP-assisted projects PIP. 5 b i l l i o n  
C o n t r i b u t i o n  t o  P h i l i p p i n e  n e t  d o m e s t i c  p r o d u c t  P5.5 h i l l i o n  

C a p i t a l  Format ion  

T o t a l  i n v e s t m e n t  r e q u i r e d  by  PDCP-assisted projects P8.9 t t i l l i o n  
PDCP's c o n t r i h u t i o n  P2.9 t d l l i o n  

F o r e i g n  Cur rency  Impact  

T o t a l  f o r e i g n  exchange  s a v e d  

Employment a n d  Income G e n e r a t i o n  

T o t a l  d i r e c t  employment g e n e r a t e d  
Average a n n u a l  p a y r o l l  

S e c t o r  O r i e n t a t i o n  

(see T a h l e  C-7) 

I n t e r m e d i a t e  a n d  C a p i t a l  Goods I n d u s t r i e s  

Total a s s i s t a n c e  t o  i n d u s t r i e s  engaged i n  t h e  
m a n u f a c t u r e  of i n t e r m e d i a t e  and  c a p i t a l  o o o d s  

T o t a l  f i r m s  u s i n g  i n d i g e n o u s  m a t e r i a l s  

Reg iona l  Development 

( S e e  T a b l e  C-6) 

~ ~ $ 5 0 6 . 5  b i l l i o n  

61.211 j o b s  
P480.6 m i l l i o n  

58% o f  t o t a l  
526 f i m s  

S o u r c e  : PDPR. 



Table C-6. Regional Distribution of Direct 
PDCP Assistance, 1963-1982 

(number of loans and millions of pesos) 

Region Number Amounta 
(millions of pesos) 

Luzon 
Ilocos 
Cagayan 
Central Luzon 
Southern Tagalog 
Bicol 
Subtotal, Luzon 

National Capital Region 

Visayas 
Western Visayas 
Central Visayas 
Eastern Visayas 
Subtotal, Visayas 

Mindanao 
Western Mindanao 
Northern Mindanao 
Southern Mindanao 
Central Mindanao 

Subtotal Mindanao 

Nationwide 

ASEAN 

Total 

- ~- - 

aComponents do not equal total because of rounding. 

Source: PDPR. 



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 3 8 131.2 

Manufacturing 
Food 
Textile/Garments 
Paper/Printing 
Wood/Furniture 
Chemicals 
Metals 
Nonmetallic 
Electrical Machinery 
Nonelectrical 
Rubber 
Transport Equipment 
Petroleum 
Miscellaneous 

Pipeline Operations 3 14.3 

Transportation 6 2 313.9 

Communication 

Construction 

Electric Light and Power - 4 0 102.1 

Others 4 6 64.7 

Total 1,012 2,892.1 - 

Source : PDPR. 



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

Small 
(less than Medium Large 

Year P1 million) (P1-P4  million) (over P4  million) Total 

Source: PDPR. Note that the sum of small a n d  medium loans here 
( 6 3 6 )  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  ( a u d i t e d ,  1978-1981) and P r o j e c t e d  (1982-1986) Income S ta tement  
( m i l l i o n s  o f  p e s o s )  

Income 

I n t e r e s t  on P r o j e c t  Loans and S e c u r i t i e s  104.9 112.7 126.7 161.0 164.1 209.3 263.8 326.4 391.4 
Income From Money Market O p e r a t i o n s  5.8 14.1 25.7 20.7 20.2 26.9 29.5 33.8 38.8 
1ncome From Stock Market Opera t ions  7.7 9.1 16.3 4.1 3.1 5.7 5.9 6.2 6.4 
Fees 5.3 5.5 7.9 11.1 8.4 11.5 12.7 14.1  15.8 

O t h e r s  
T o t a l  

~ n t e r e s t  and F i n a n c i a l  m p e n s e s  71.4 86.1 118.4 134.9 148.1 180.2 224.2 272.6 322.6 
A d m i n i s t r a t i v e  m p e n s e s  19 .1  25.0 29.7 30.8 26.1 42.2 50.7 60.8 72.9 
p r o v i s i o n  f o r  Doubtful  Account and n 

2.2 1 .2  1.5 9.9 4.6 3.0 3.5 3.5 3.5 I 
~ n v e s t m e n t  a 

B u i l d i n g  Opera t ions  ( n e t )  
T o t a l  

Income ~ e f o r e  Tax 
P r o v i s i o n  f o r  Income Tax 

N e t  Income After Tax 

R a t i o s  ( p e r c e n t a g e )  

N e t  prof  i t /Averaqe  F q i t y  15.8 15.9 16.0 9.5 7.5 10.3 9.8 10 .3  10.5 
A d m i n i s t r a t i v e  mpenses/Averaqe 

T o t a l  =sets 2.0 1.4 1 .3  1.2 1.4 2.3 2.3 2.3 2.4 
I c. n ~ i v i a e d  a s  Perceniar~r of par vdna =f C k z e c  1 6 . L - . -  16-n 1 0 . 0 ~  7.5 10.0 10.0 10.0 10.0 

= ~ e c r e a s e  due t o  bonus i s s u e  o f  shares .  



lable C-lo. p D s  Actual ( a u d i t e d )  and P r o j e c t e d  Balance S h e e t s ,  1978-1986 
( m i l l i o n s  o f  pesos) 

Actual  P r o j e c t e d  
1978  1979  1980 1981 1982 1983  1984  1985  1986 

Curren t  Assets 
Cash 
Short-Term Inves tments  
Accrued I n t e r e s t  
Other  Income 
Defer red  Incone Tax 
Other  Cur ren t  Assets 

T o t a l  Cur ren t  Assets 
m r t f o l i o  

Foreign cur rency  m a n s  
m c a l  cur rency  m a n s  
Equity Inves tments  
ress P r o v i s i o n  f o r  Doubtful Accounts 

m t a l  m r t f o l i o  
Other M s e t r  

Fixed m s e t s l n e t )  
Acquired -sets 
Misce l laneous  Other  hssets 

m t a l  Other  M a e t s  

m t a l  - s e t s  



Table C-10. PDCP Actual (audited1 
and Projected Balance Sheets, 1978-1987 (cont.) 

(mi l l ions  of pesos)  

Actual projected 

1978 1979 1980 1981 1982 1983 1984 1985 1986 

LIMILITIES EQUITY 

oarrent  L i a b i l i t i e s  
Accrued myables  
  ills myables  
Income m x  myable 
Dividends Payable 
Subscriptions Payable 
Other m r r e n t  L i a b i l i t i e s  

m t a l  o l r r e n t  L i a b i l i t i e s  
mng-tern L i a b i l i t i e s  

Foreign olrrency Borrowings 
U.S. Aid Borrowings 
other& 

m t a l  wnq-Wrn L i a b i l i t i e s c  

paid-In Q p i t a l  
Surplus 
Retained Earnings 

lippropriatad 
Unappropriated 

m t a l  p i t y  

m t a l  L i a b i l i t i e s  and Equity 

Debt/Qpity Ratio 

mnt ingent  L iab i l i ty  
(guarantees) 

a m e s  not include short-term loans  inadvertently l e f t  out of audi ted  report .  
bmcluaes  subscriptions payable long-term portions and l o c a l  currency borrowings. 
c ~ n c l u d e s  current  portion af long-term debt. 



Table C-11. PDCP Revenues and Income Before  and After Taxes,  1963-1982 
( thousands  o f  pesos and p e r c e n t a g e s )  

T o t a l  5-Year Income 5-Year Income 5-Year 
Revenues Compounded Before  Taxes Compounded A f t e r  Taxes Compounded 

Year (P1,000)  Growth Rate (P1,OOO) Growth P a t e  (P1,OOO) Growth Rate 

Source: PDCP annual r e p o r t s ,  1963-1982. 



Table C-12. PDCP A s s e t s ,  Unappropriated Retained Earnir~gs, 
and Earnings p e r  Share, 1963-1982 

(thousands o f  pesos  and percentages)  

Unappropri- 
Total  5-Year a t e d  Retained 5-Year 5-Year 
Assets  Oompounded Earnings Compounded Earningr; Compounded 

Year (P1.000) Growth Rate (P1,OOO) Growth Rate Per Share Growth Rate 

1981 

19R2 : 

Source: P ~ c p  annual reports ,  1963-1982. 



T a b l e  C-13. PDCP D i v i d e n d s  and Return  o n  E q u i t y ,  1963-1982 
( p e s o s )  

Cash D i v i d e n d s  
Cash Per S t o c k  Return  o n  

Year D i v i d e n d s  S h a r e  D i v i d e n d s  E q u i t y  

S o u r c e :  PDCP a n n u a l  r e p o r t s ,  1963-1982 .  



Table C-14. PDCP Foreign Cbrrency Resource 
Mobi l iza t ion ,  1963-1982 

( m i l l i o n s  of d o l l a r s  and pe rcen t age  t e r n s )  

Amount Term I n t e r e s t  Date F u l l y  
Year Source a r r e n c y  ( $  m i l l . )  ( y e a r s )  Rate ($1 Disbursed 

T o t a l  

IBRD 
None 
None 
IBRD 
None 
None 
IBRD 
ADB 
ADB 
None 
IFC 
E x i d P h i l  
None 
IBRD 
ADB 
None 
ADB 
DEG 
None 
IBRD 

BOT 

CDC 

ADB 

CB Apex 
Comerc i a1  
IBRD 

Various - - 
Various - 

- 
Various 
Various 
Various - 
S. F, US$ 

unk us$ - 
Various 
Various - 
Various 

DM - 
Various 

Var ious  

us$ 
Various 

06/15/71 - - 
07/13/71 - 

- 
10/02/73 
03/15/74 
04/09/76 - 
09/27/78 - - 
09/15/81 
04/21/80 - 
07/31/81 
06/09/81 - 
S t i l l  
D i sbu r s in s  

LIBOR+1.25 03/27/81 
+ tax 

9.5 S t i l l  
Disburs ing  

7.6 S t i l l  
Disburs ing  

LIBOR+1/'8 S t i l l  
9.6+0.75 Disburs ing  

Source: IBRD. October 1982. 




