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1.

PHILIPPINES

SUMMARY OF FINANCIAL MARKETS SURVEY

A. ENVIRONMENT

Unstable political climate - the ruling political party,
the New Society Movement, which has ruled since 1978
under President Ferdinand E. Marcos is now facing a
unified opposition in the upcoming elections. There is
also a strong communist party - Maoist Communistic Party
of the Philippines-Marxist Leninist is the strongest
co~munist party. It controls an army of approximately
10,000 soldiers and is considered a threat ~o the
national security.

2. Unstable economic climate - since 1979 the country's
economy has been deteriorating. The country has not
recovered from the global recession of the early 1980s.
It now faces depressed commodity prices, a significnnt
external debt burden and a sizable trade deficit. The
current political uncertainties have precipitated the
departure of many corporations and foreign investors.

3. Social groups - Filippinos are basically of Malay stock
but mixed with Chinese, Spanish and American strains. An
estimated 85% of the population is Roman Catholic and
the remainder belong to other Christian sects. The
country faces a problem with the Muslim minority (the
Moros) in the southern part of the archipelago who would
like to secede.

4. National languages - English and Tagalog are the
official languages. English is widely used in
commerce, goverr~ent and international relations.

5. Business community - most businesses in the Philippines
are family owned and managed. The estimates for the
number of families controlling the nation's wealth
vary from 25 to 90 families.
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6. International assistance
a) multilateral lenders:

b) country donors:

World Bank
International Development
Association
International Finance
Corporation
Asian Development Bank

Japan
United States
Germany

c) IMF Stand-by Agreement: Effective period is
12/04/84 through 06/13/86
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6.0
52.0
0.4

11.5
0.2
2.9

10.5
communications

4.1
and unreported

18.4

B. ECONOMY

1) Non-bank financial institutions
a) these institutions accounts for 21% of the country's

financial assets.

b) The different types of institutions and their
estimated share of total country assets are:

number of % of
tyPe of institution companies assets

1 investment houses 11 2.1
financing companies 369 4.2
(includes leasing companies)
securities dealers/brokers 142 0.3
investment companies 63 1.9
fund managers 9 0.3
lending investors 74 *
pawnshops 574 0.1
gov't runned institutions 4 8.3
venture capital companies 8 *
building & loan associations 7 *
non-stock S & L associations 73 0.1
insurance companies 135 3.9
(life and non-life)

2. Labor force analysis

total population: 54,189,100
total labor force: 20,190,277

literacy rate: over 80%
population growth rate: constant 3\

percent of prcfessionals:
percent of workers in - agriculture:

mining:
rnanufacturing:
utilities:
construction:
commerce:
transportation,
and storage:
other services
industries:
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C. REGULATORY CLIMATE

1. Foreign exchange (FX) control - all FX transactions are
controlled by the Central Bank of the Philippines. All
outward remittances must be approved. FX cannot be used
to import luxury consumer itenls. FX receipts from exports
and from current earnings or income of residents must be
surrendered for pesos to th~ commercial banking system.
Foreign borrowings by residents require prior approval by
the Central Bank and are restricted to those who already
have access to FX. The Central Bank and a few comercial
banks offer swap facilities and forward covers to pre
ferred customers such as exporters, but only for a
maximum of six months. Inward foreign investments are
required to register so as to monitor remittance of
profits and repatriation of capital. Outward foreign
investments require prior authorization by the Central
Bank and are rarely allowed.

The Philippine peso has been allowed to float since 1970.
The rate of exchange is determined by a weighted average
of all interbank sales consummated during the preceeding
day at the Foreign Exchange Trading Center of the
Bankers' Association of the Philippines.

2. Price controls - The Price Stabilization Council has the
power of pricing basic commodities such as rice, corn
grits, milk, sugar, cooking oil, pork, chicken, eggs and
school supplies. There has been much lobbying against
these controls, and the government has been considering
eliminating them. Price for transportation, utilities
and fertilizers are under separate agency control.

3. Labor reg~llations - the labor code hz:.s been established
by the Nat,ional Tripartite Congress of Labor. It
provides for compulsory arbitration of labor-management
disputes amd a limited measure of bargaining over wages.

4. Foreign investment restricti~ns - foreigners have very
restricted ownership rights. The ~,vernment has the
power to force foreign enterprises to sell shares to
Filippinos after it has been in operation for ten years.
The government has not allowed the offshore banking
units of foreign companies to open operations in local
currency. Foreign nationals may purchase shares labeled
class B (majority of shares), but cannot purchase Class A
shares.



5. Regulatory bodies for commerce

a) The Central Bank controls not only the monetary
system but the entire financial and credit system.
It regulates all banking and quasi-banking
activities (see Appendix) of banks and non-bank
financial intermediaries. The Monetary Board
is responsible for both policy and regulation.
This five man Board is composed of the Bank's
Governor, the Minister ot Finance, the Director
General of the National Economic and Development
Authority, the Chairman of the Boa~d of Investment,
and a representative from the private sector.

b) The Securities Exchange Commission (SEC) supervises
the securities market. The SEC is understaffed and
must direct mo~t of its attention to administrative
activities related to the registration of securities
and approval of the articles of incorporation.
As a result, regulation and enforcemen~ tend to be
lax.
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D. FINANCIAL SYSTEM

The Philippines' financial sector is highly diversified and
include a wide variety of institutions and financial instru',neni:s.
However, despite the number of institutions and innovative financial
practices, the system is still underdeveloped in terms of financial
asset accumulation and the volume of financial transactions. Financial
institutions are highly valnerable to external events. Several have
folded in the last few years. The corporate sector is generally weak and
poorly developed, unable to provide the support needed for strong
financial markets.

1) Banking system

a) monetary system
The Central Bank

• issues currency;
• administers the monetary, banking and credit

system;
• acts as a lender of last resort;
• discharges banking services for the government

and other banks;
• manages the country's international reserves;
• implements various la~" s governing the various

types of financial institutions;
~ undertakes savings promotions program;
• manages specialized guarantees and loan funds;
• operates a security printing plant, a gold

refinery and a mint.

b) institutions
- Commercial Banks

According to the recent Asian Development Bank
(ADS) study of the Philippines financial markets the
commercial banks are in financial distress. There are
33 insti.tutions: 27 private banks, a government owned
bank, a semi-government owned bank and the Philippine
branches of four foreign owned banks (see App~ndix).

The government owned bank, the Philippine Nat~onal

Bank, is the largest commercial bank. ADB reports
that this bank is practically insolvent because of
its extensive holdings of non~performing assets.
Prlvate commercial banks are also facing lit,1Uidity
sh~rtages, many being virtually insolvent. Part of
the problem stems from the fact that most of these
banks are small, closely associated with specific
business family groups. Al~o, many banks are
stre~ching their resources by lending more than
their deposit bases, thus making them more
vulnerable to a liquidity squeeze. The major
portion of comme~cial bank business is directed
towards short-term lending because the funds
available are short-term in nature as well.
In order to counteract the short term bias the

15



government introduced the expanded commercial
bankin~ system (ECB) allowing banks with ECB
lic~nces to engage more actively in providing
long term funds. There are now nine ECB banks.

- thrift banks
There are three types of thrift banks in the
country - the savings and mortgage banks~ the
stock savings and loans associations~ and the private
development banks. Although originally the three
kinds of institutions were set up to meet different
needs, 1980 reforms eliminated all functional distinc
tion between them. In addition, thrift banks were
allowed to become full domestic commercial banks once
they had reached the minimum capital requirements.
Currently, thrift banks may obtain separate authority
to engage in trust operations~ perform quasi-banking
operations~ undertake limited foreign currency
deposit operations~ and engage in foreign exchange
dealership.

- rural banks
The rural banks are small institutions which
act as unit banks within their specifically
defined regions. They are authorized to accept
savings and time deposits, and with special permis
sion from the Central Bank, even demand deposits.
Some rural banks act as foreign exchange dealers,
but they limit their acti~ities to simply buying
foreign currencies from tourists and residents for
resale to the Central Bank or the commercial banks.
Due to their involvement with the government's
massive financing programs for agricultural produc
tion these banks have been burdened with substantial
amounts of unpaid loans. This, in turn, has
adversely affected the Development Bank of the
Philippines, which has invested in preferred stock of
many rural banks as counterpart capital to induce
their formation.

- specialized government banks.
The Development Bank of the Ph~lippines (DBP), like

the Philippine National Bank, is holding a significant
number of non-performing assets which it acquired
through foreclosures. Many of the DBP borrowers had
high debt-to-equity ratios which rnade them very
vulnerable to the high interest rates of the early
1980's and the decrease in demand for their products.
In addition, nBP has taken over various government
projects which have been performing poorly.

The Land Bank of the Philippines (LBP) is a full
service commercial bank which has specialized in:

land transfer financing (using 25 long-term bonds);
providing financial and technical aid to farmers; and
assisting former landowners to shift their capital
towards com~ercial ventures.

16



The Philippines Amanah Bank is a combination com
mercial, savings, and development bank established to
serve the southern Muslim population. It relies
mainly on government deposits and its own capital to
finance its assets.

- foreign banks
The four foreign commercial banks in the
Philippines were established prior to the Central
Bank Act and the General Banking Act of 1948.
Since that tima no new foreign full-service
bank has been permitted although various offshore
banking units (OBUs) have since started up. The OBUs
are allowed to engage in all banking activities with
non-residents and among themselves, using any
currency other than the Philippine peso. They can
engage in foreign ex=hange activities with commercial
banks and can extend project related long-term
foreign currency loans to residents with prior
approval from the Central Bank. Since 1981, some
OBUs have been allowed to assist resident clients in
importing equipment when the value exceeded $1
million. They have also provided financial ~dvice

and related services to local businesses and recel~e

payment in fo~'eign currency. The 27 foreign banks
which do not have OBUs have representative office& in
the Philippines. These offices are limited to
promoting their banks and providing information
regarding aervices they can deliver abroad.

2)Financial Markets

a)-money market
The money market is well developed in terms of
instruments traded, the level of activities
and extent of market participants. The market
has recuperated slowly from the chaos created when
established industrialist Dewey De~J asbconded
with an unpaid debt of 635 million pesos. Many
investment companies failed and many manufactuling
companies were placed in the hands of NBP ~nd DBP and
other government financial insti~utions. The govern
ment now keeps a closer watch on the market and
requires stand-by guarantees by commercial banks
for commercial paper.

- types of sub-markets
• interbank call market
• commercial paper market
• government securities market

- participants in the money market (1982 figures)

17



~~. 2
4.1
1.8
0.5
0.3
0.3

Type of investor % of total transaction volume
individuals ---------::6:-.~3~......;..;;;..;;..;.;.......;;.;=.;,;,;:;.

commercial banks 50.7
other types of banks 9.7
inv~stment houses 9.3
investment companies 0.7
finance companies 4.9
trust/pension funds 2.5
insurance companies 1.3
government corporations 1.7
private corporations 12.4
securities dealer 0.3
lending investors 0.1

:ryPe of instrum\!nt -=%.....;;:;o.:.f--::t;,;:o;..:t;,;;;a:.:l:......;:t~r:-:::a::.:-n:.::s~a:.;:c:.;t:.:i:.;:o:.:n:.:..-v;..;o:;.;l:::..'=Jm::.:;e:.
interbank call loan 44.1
promissory notes 40.2
repurchase agreements 1.9
~ertificate of assignments 0.03
certificate of participation
commercial paper (non-financial)
commercial paper (financial)
CBCIs
treasury bills
DBP bonds
other ~ov't securities

b) capital market
The capital market is underdeveloped in the
Philippines. There are major problems in both
the demand and the supply of instruments. Investors
find that real assets such as real estate are prefer
ahle to long term securities ln the presence of r.igh
inflation. Those who prefer financial assets opt for
sh~rt-term money market instruments which are far
more liquid. The secondary market for shares is thin
thus greatly reducing the liquidity of long-term
securities. In terms of supply, most well

established companies are controlled by families which
are afraid of losing control and prefer to rely on bank
loans for additional funds. The g9vernment has recently
been encouraging companies to go public, but as of
yet there has not been great cooperation.

-corporate bonds. Few corporate bonds are publicly
placed. Only PICOP convertible debentures are
listed on the stock exchanges. Other corporate
bonds are privately placed.

18



-stock markets. There are two active stock exchanges
in the Philippines : the Manila Stock Exchange (MSE)
and the Makati Stock Exchange. 200 issues are
listed in both exchanges (1983 figure). The total
market capitalization for the two exchanges equaled
18.2 billion pesos or 38% of the volume of the money
market.

stock market image
Despite the long history of MSE (1927)
the public regards the market n~t only as
volatile and speculative, but corrupt, and
controlled by a few individuals. There are two
types of shares= those listed on the Rig Board
which are considered reliable steady companies,
and those listed on the Small Board which are
constdered speculative in nature (mostly mining
and o~l exploration companies). The latter
dominate the exchanges, consequently, the market
moves with the volatile commodity prices.

-underw~iters and brokers. Investment houses,
investment companies and ECB banks are eligible
to be underwriters. The commission rates for
common stocks are 1% of the amount, regardless of
price for quantities more than 2,000 pesos. For
lesser amounts there is a flat commision of 20
pesos. Br~k~rs do not have access to credit
facilities which would allow them to maintain an
adequate number of securities to smooth the
tradings.
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E. TAX SYSTEM

The tax system in the Philippines is based on the U.S. system and
is at least as complicated. The following summary is an over
simplification of the system. More detailed information is readily
available. The government office in charge of tax collection is the
Bureau of Internal Revenue.

1. Income tax
a) corporations: 25% for first 100,000 pesos;

35% for amounts over 100,000 pesos;
10% surcharge for closely held
companies.

10% on dividends which can be ded~cted

by the stockholder.

In addition, there are a variety of other taxes which
apply to certain organizations and corporations (5%
extra on banks, 10% extra on OBUS)

b) individuals: 3% - lowest paying tax bracket
70% - highest paying tax bracket

c) other taxes:
- estate and gift tax

- sales tax
- specific (excise) tax
- property tax
- business and occupation taxes
- documentary stamp tax
- mining tax
- franchise tax
- amusement tax
- tobacco inspection fees
- firearm tax
- water rentals
- overseas communication tax
- charges on forest products
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F. ACCOUNTING

1) Accounting standards. These standards are set by the
Philippine Institute of Certified Public Accountants
(PICPA) and are mainly based on hmerican standards.
The PICPA is a member of the International Accounting
Standard Committee (lASe) and the International Federation
of Accountants (IFA).

2) Accounting profession. In order to sit for the CPA exam
all candidates must first obtain a bachelor's degree in
commerce or in business administration 0 To practi~e, a
person must pass the exam.

3) Licencing and ethics. The Professional Regulation
Commission, through the board of Accc,untancy, is the
licencing committee. The Board of Accountancy is
responsible for enforcing the code of professional
ethics. Under this c~de, accountants are not allowed
to advertise using mass media.
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APPENDIX



..

TABLE 1 PHILLIPINE COMMERCIAL BANKS
(figures as at end December 1981, inP million)

Total Assets

Private Domestic

Ban}~ of the Philippine Islands
Allied Banking Corporation
Metropolitan Bank & Trust Co.
Far East Bank and Trust Co.
Republic Planters' Bank
Philippine Commercial & Industrial Bank
United Coconut Planters Bank
Rizal Commercial Banking Corporation
International Corporate Bank Inc.
Traders Royal Bank
The Manila Banking Corporation
China Banking Corporation
Pacific Banking Corporation
Equitable Banking Corporation
Security Bank & Trust Co. Inc.
Philippine Bank of Communications
The Consolidated Bank and Trust Corp.
Family Bank & Trust Co.
Insular Bank of Asia & America Inc.
Prudential Bank

The Philippine Banking Corp.
Associated Citizens Bank
Cititrust Banking Corp.
Producers Bank of the Philippi.nes
Philippine Trust Company
Pilipinas Bank
Commercial Bank of Manila

Government or Semi-Government

Philippine National Bank
Philippine Veterans Bank

Foreign

Citibank NA
Bank of America NT and SA
The Hongkong and Shanghai Banking Corp.
The Chartered Bank

8489.0
7430.4
6940.0
5355.6
5060.9
4817.7
4645.1
4589.2
4552.2
4144.5
3650.1
3473.4
3354.5
3209.0
3129.0
3109.9
3096.5
3001.2
2974.6
2565.2

2324.5
2030.9
1799.6
1771.1
1119.6
1089.6
446.9

44866.0
2726.5

12637.0
3602.1
1742.8
865.2



TALE 2 Philippine !links i1ld non-bank fiNncial interHdiaries perforlling quasi-bankIng functions: regulated franleNOrk for
selectrd categories lfigures in P)

Expanded Firlar,ce C~.

Coaercial COllIIIercial Thrift Investallmt with Q'.3si-Banl<
Bank ~nk ~nk House ~inanciTig

------------
NinilUi paid-in 5ee. at start IN • (old) ~std in .tro 58 • at start (new) As investment

Capi talization 3ee II at start Manila 2t • (old) - house
(new) 10 II Cold) to Dec. 1983

29 ~ (new)

~sed outside
!'!e~,'O /liard la
5 III (old)
10 II lnew)

lrlhert!l'lt POIeI"S COMtrcial Co.ercial Full do.stic Invest~t house Financing liTistal-
ban~ing banking banking oCunctions Illent; financlr:g,

Investlrnt house including lundtnn'iting; receivables; ClS-

functions ptrsonaI and securities; dealing; counting; fac-
Investlrl'lt in non- IIOrtgag. loans lquitilS) toring)

allittf enter- Leasing
prislS

Additional PO"I"S Trust Fortign currtI'ICY As expanded Trust :::.:~~i-!linking

granted Deposit Unit ce-en:ial !link Lillllted Fr.OU
CFCDU) operations
QUilsi-banking Fortign IXchang.

d.alll"ship

Duasi-bal'll<ing

Liquidity financing AYaillblt AYailibl. Available Rvailable Available
fra- CAntral Bank

Equity holdings .of~iil • of co"llll"cial ~ ce-ercial * in non-banks ~ investMlr,t
ptl"llit tid !links banks bank ptt"fol"llling house

quasi-banking

18•• of fiNncial 1. of thrift No lilitations on
alli tel enter- banks other non-blnl<S
p!"isil

1. of non- * of oth.r Minority in non-
finincial allitel fiNnc:ial all ied allied .nt,r-
",t.rpriSlll .nterprises prilll

~. of non-allild 1. of non-
trltlf'p" iSIll fiNnc:ial allild

",ttrPl"i... I..,



TRU 2 Philippint b.1nks illd I'lOYrbink fiNYlCiil inteY'lldiaries perforling quasi-banking functions: regulated fraJleWOrk for
selected categories (figures in PI

Expanded ~inal'lce Co.
Coaerc:ial C~rc:iil Thrift Investl'Dl!nt with Quasi-BaM

Bank Bank B.1nk House Financing

-------------------

j),nership 4~ or less total As expanded As Il(~nded At least maJority At least 60~

restrict ions foreign cCCIll!rcial bank conerc:iil bank Filipino or less Filiplno
Olinership

20" or less per
family group 40~ or 1e5S per 40~ or less ~er

i~diviaual, family lndiVll:ual ,:,r

or corporate ",jrporate src'J;l
;roup

Uplililrd converslon To IXpanded To cOIINrciil No to con.rcial No to any type of
possibilities (per ce-rrciil bank, then to bank bank
Centrd B.1nk b.1nk ellpiftdld cae-
policy) .reid blnk

Directly to Illpinded
ee-rc:ill bank

Net NOrth: risk asset l~ 1"~ 1~ Ib 10~

ratios

8" - see ~69'31

clpitll
6" - 7" or

'Ore capitll

Single borra-tr's ISS of \'lit Marth IS" of \'lit Marth IS" of net NOrth se~ of ntt NOrth 80" of rift wortn
lilit + Iddihonll

15" if for
housing of low
and Ilddl,
inca. borro-trs

R,urv, IlIund - 16~ As llI~nded DMand - 16" Dtposit substitutes As lnvestJ!!erlt
..-quir.-nh ~ial bink 73. dlys house

or IlSs - 16"
S.vings - 16" Savirlg - 8"

o -16" ~W - 12" Ovll" 738 dlYs-
S"

Ti_ Ti. Intlrbank - 1"
731 dI~ 01" 731 days 01"

~\,.,1111 • 16" 1111 - 8"



TRU 2 Philippine bihks ~nd non-blnk fininciil interllediaries perforlllng quasi-banking f"nctions: regul~ted fri1lM!NOY'k for
selected categories (figures in PI

-------------------

Expanded
COIHrcial

Bank
------------,---

Over 730 d~ys

S~

Deposit
substi tutes
730 days or less
- 16~

Over 73B days-'
5"

Interbank - 1~

Commercial
Bank

Over 730 days
S~

Deposit
subst itlJtes
730 clays 01' less
- 16~

Over 730 days
5~

Interbank - 1~

Thri ft
Bank

Invesilent
House

Fi naYlCe Co.
wi th Quasi-Bank

Financin~

Source: CBP Circulars; Enabling Acts of the respective financial intitutions.



END NOTE

We have limited the discussion of government attitudes in view
of the pending elections and the uncertainties surrounding previous
policies.

E.



ADB Recommendations

(a) Non-Securities Market
1.)Rehabilitation of PNB and DBP
2.)Strengthening of capital base, improvement of efficiency and

forti~ication of reserve positions in private commercial banks.
3.)tm~rovement of long-term funding and long-term lending

capabilities of private commercial banks.
4.)Strengthening of project appraisal capabilities of commercial

banks.

(b) Bonu Market
1.)Rationalization of issuance terms of government securities

corporations and organizations.
2.)Encouragement of domestic corporations whose revenue base is in

domestic currency to raise long-term funds in the domestic
market.

3.)Planning by the government of a comprehensive debt management
program, including government guarantees.

4.)Listing of government bonds on the stock exchange to alert
investors to the market pric~s of these securities.

(c) Equity Market
1.)Advancement of a policy encouraging more equity issues by

leading, well-performing companies.
2.)Imposition by the stock exchange of increasingly strict listing

requirements.
3.)Consideration by the GOP of incentives to promote individual

stock ownership.
4.)Restoration by the ~EC of public confidence in the equity mark~t

by enfo~cing regulations against fraudulent transactions.
5.) Encour~ge securitius financing so as to stimulate secondary

tradings.

/'tt,I


