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SECTION I -- SUMMARY AND INTRODUCTION
 

Background
 

LDC power sector investment needs may total as much as $1
 
trillion dollars during the 1990-2000 period. Due to concerns over
 
operational efficiency as well as financing constraints many
 
governments are considering private sector involvement in these
 
and other major infrastructure projects. International aid
 
organizations and Ex-Im banks have important and evolving roles to
 
play in assisting such projects. In addition, as occurred in
 
developed countries during earlier periods, the financing of these
 
major projects offer a potentially large supply of lower risk
 
securities which could stimulate the development of investment
 
banking organizations, new issue markets, private placement

markets, and secondary trading markets, in LDC's.
 

Scope of This Report
 

USAID/ANE contracted FMIRI, Inc. through a subcontract with
 
Price Wat- rhouse under the auspices of the AID/PRE Financial Sector
 
Development Project to undertake research on private power projects

and capital market development. This project has several research
 
objectives. First is to assess the likely availability of private

financing for LDC )?rivate power projects under current conditions.
 
Second is to identify the factors currently inhibiting private

financing for such LDC projects. Third is to identify project

modifications, regulatory changes, and capital market innovations 
which could expand the flow of private financing to private power
projects. Fourth is to understand the historical roles of private
and public power projects in LDC's. Fifth is to identify the 
historical connection between private utility financing and capital
market development in developed countries and to ascertain how the 
financing of private power projects in LDC's can be utilized to 
assist in developing their capital markets. 

Research Methodolog
 

The adopted research methodology begins with a review of the
 
literature on utility financing in developed and developing

countries. In addition, a capital market analysis framework was
 
developed and applied to publicly available information on the 
financial market structure and conditions in six Asian countries. 
A prototype private power project was also developed and then 
refined through interviews with project financing and financial 
market experts. Finally field studies in the Philippines and 
Thailand were undertaken to assess the feasibility of private power
projects and identify needed project modifications, regulatory
changes and local capital market innovations. 
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Project Team
 

The principal authors of this research study are Professors
 
Theodore Barnhill and Yoon Park of The George Washington Univer
sity, School of Business and Public Management. Graduate students
 
Wing Wu and Polly Tan provided important assistance. The authors
 
wish to express their thanks to Robert Archer of USAID, Dick Breen
 
of Price Waterhouse and Hugh Wynne of Lehman Brothers who reviewed
 
the manuscript as well as the numerous professionals who agreed to
 
be interviewed and who provided valuable information and insights.
 

Project Financing Structures
 

Two concepts under active consideration are the Build Own and
 
Operate (BOO) and Build Own and Transfer (BOT) project structures
 
with non-recourse financing. While there are several variations
 
in the basic model, all involve the establishment of a private
 
sector company as a vehicle for ownership, financing, construction
 
and operation of the project for a certain period. Thereafter,
 
ownership may be transferred to the public sector (BOT) or still
 
retained by the project entity (BOO) at its own discretion. These
 
new schemes involve limited privatization of the public utility to
 
the extent that the power project is privately owned and operated,

with the project completion and operational risk shifted to the
 
private sponsors of the project.
 

A number of experts favor the BOO approach since it implies
 
a long-term private sector role. This approach leaves the exit
 
decision on when the sponsors might sell all, or part, of their
 
equity in the project to be made on the business merits rather than 
being preordained as in BOT.
 

Role of Aultilatezal and Bilateral Aid Organizations
 

A number of multilateral and bilateral international aid
 
organizations as well as certain Ex-Im Banks are involved in
 
supporting this effort to foster private participation in LDC
 
electric power generation including the World Bank, U.S.A.I.D.,
 
the Asian Development Bank (ADB), IFC, Japanese Ex-Im Bank and
 
others. Five principal functions can be identified for these
 
organizations. First is the promotion of a suitable economic
 
environment in LDCs, for private sector development, and assisting
 
LDC governments to pursue the right mix of market liberalization
 
and regulatory reforms. Licensing, property rights and similar
 
issues ;re critical. Second is to work with LDC's and project
 
sponsors to develop project structures and procedures which 
minimizes potential conflicts and if necessary assist in resolving
conflicts which may develop. Third is to provide loans to an LDC 
government which can be used to fund the project's long-term debt 
financing needs. Alternatively the ADD and IFC can invest directly 
in the project's debt and equity securities. Fourth is the 
provision of foreign exchange convertibility guarantees possibly 
through MIGA and OPIC. Lastly, would be to assist in financing
certain ancillary projects such as power transmission and port 
facilities. 
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Private Power Projects History and Riska
 

In many cases private companies built, owned and operated the
 
first large scale electric generating plants in LDC's 35 to 50
 
years ago or longer. However, over time an inability to enforce
 
franchise concession agreements weakened these projects
 
financially and many were merged into public sector entities.
 

Current BOT/BOO power project proposals are viewed as having
 
significant potential risks due to:
 

A difficult history of risk transference as shown in the
 
Cogasco Pipeline which went bankrupt in spite of having
 
a take or pay contract with the Argentinean government.
 

* 	 Government controls on both the input and output prices.
 
* 	 The history of government actions to hold down rates to
 

achieve political objectives.
 
The history of government actions to maintain employment
 
even if workers are not really needed.
 

* 	 Inflation risks.
 
* 	 Political stability risks.
 
• 	 Questions regarding the ability of certain governments
 

to live up to the power purchase agreement.
 
Questions regarding the host country central bank's
 
ability to live up to commitments to provide foreign
 
exchange.
 

• 	 Potential labor strikes.
 
* 	 Potential fuel supply disruptions, and
 
* 	 Potential inflationary problems and currency collapses.
 

The U.S., Canada and certain European countries have in place
 
regulatory systems which act as a referee between private power
 
companies and consumers. This type system does not exist in LDC's
 
and some reliable mechanism needs to be created to resolve
 
disputes, establish bidding guidelines, etc.
 

Private Power Financing Issues
 

The financial structure for BOO/BOT proje ,ts is typically on
 
the order of 20% to 40% equity financing. Local currency financing
 
is typically 30% to 40% of total project cost.
 

Indications are that the way to motivate potential private
 
power sponsors is to offer them a return commensurate with risk.
 
It would appear that such sponsors can he found and might include:
 

• 	 Construction Firms
 
• Unregulated affiliates of domestic power companies,
 
0 Fuel suppliers,
 
• 	 Equipment suppliers,
 
• 	 International Trading companies, and
 
0 	 Local entities with a good understanding of the local 

political and economic environment. 
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Further use of a "team approach" drawing together various
 
interested parties seems to be preferred.
 

The most difficult financing problem involves arranging debt
 
financing. Given the various risks identified above for BOO
 
private power projects both private lenders and potential guarantor

agencies including various Ex-Im banks seem to be of the mind that
 
a sovereign debt guarantee, or its equivalent through various other 
arrangements, would often be required. Under such conditions some
 
people argue that BOO projects are really just "off balance sheet" 
financing by LDC governments. Since such projects typically
 
generate no foreign exchange earnings, investors, lenders and
 
guarantor agencies will be equally concerned about the credit
worthiness of the project and the country.
 

It is conceivable however that a BOO/BOT project could be
 
financed without a sovereign guarantee if:
 

The tariff and power purchase agreement are clearly
 
adequate to cover debt service.
 

• 	 A substantial portion of financing is equity.

* 	 Sponsors are experienced and reputable.
 
* 	 The builder is a world class contractor.
 
* 	 Someone, for example the builder, provides completion
 

guarantee.
 
The LDC government gives adequate assurances against

political risks including expropriation, currency

convertibility restrictions, civil unrest, etc.
 

Further financing is already available to certain private
 
power companies without a sovereign guarantee when they are clearly

credit-worthy (for example Hong Kong Electric).
 

Various innovative financing techniques have been mentioned
 
which could expand the amount of financing available for private
 
power projects, including:
 

* 	 Spinning off existing power plants so as to create a 
credit-worthy entity with a capacity to help finance 
incremental investments. 

* 	 Using take-or-pay contracts with credit-worthy export 
oriented power customers as a secure source of foreign

exchange.


0 	 Using LDC commercial banks as agents to sell equity 
securities in projects.


0 	 Offering the opportunity or even requiring, electric 
power customers in LDC's to buy equity securities as they
 
pay their power bills.
 

* 	 Issuance of local currency bonds payable on an index
 
based on the U.S. dollar exchange rate.
 

0 
 Use of subordinated debt convertible into equity.
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Perhaps the financing of such projects will get easier over
 
time. A few successful projects demonstrating how they can be
 
structured and how the various risks can be managed could encourage

private sponsors and lenders to step forward with large amounts of
 
financing.
 

Current LDC Financial Market Conditions
 

LDC financial markets are currently dominated by the banking
 
sectors which concentrate on short-term lending for working capital

and trade. Security markets and non-bank financial institutions
 
exist but are relatively underdeveloped and presently provide only

limited long-term financing for private projects. Various studies
 
by U.S.A.I.D., the World Bank, IFC, ADB and others have identified
 
needed financial market reforms, and some countries are moving

forward on recommended programs to strengthen local capital

markets.
 

Problems limiting the amount of long-term financing which can
 
be raised in LDC financial markets fundamentally revolve around:
 

• 	 Inflation risks,
 
• 	 Political risks,
 
• 	 Investor desires for confidentiality,
 
* 	 Investor desires for geographic diversification of
 

investments.
 

Synopsis of Thailand Case Study
 

In recent years Thailand has achieved economic growth rates
 
over 10%, in the contest of moderate inflation rates, stable
 
exchange rates, and a recently balanced federal budget. This
 
exceptional economic performance has created a pressing need for
 
tens of billions of dollars of infrastructure investments in a
 
number of areas including el3ctric generating facilities, transpor
tation, telecommunications and water works.
 

A significant concern is whether due to financing constraints 
The Electricity Generating Authority of Thailand (EGAT) will be 
able to accomplish the expansion in electricity generating
capacity. Recognizing this financing problem the National Energy
Policy Committee has recommended that the private sector should be 
invited to participate in the production of electricity. In the 
near term it appears likely that smaller scale private co
generation projects will be possible. 

The principal obstacle to large-scale private electric
 
generating plants in Thailand is the opposition of the politically

powerful EGAT and its unions. Should this issue be resolved, and
 
appropriate take or pay power purchase contracts negotiated, it
 
would appear that such projects costing up to several hundred
 
million dollars could be financed privately without Government of
 
Thailand sovereign guarantees or foreign exchange risk bearing.

This comes about due to the very favorable financial market
 
attitudes toward Thailand at the present.
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While local financial markets are of significant size and have
 
the capacity to finance individual large projects they do not
 
currently have the capacity to finance all needed investments
 
through out the economy and thus financial market development
 
remains an important objective. In particular, debt market
 
development could help achieve a number of important monetary
 
management and capital mobilization objectives. Such efforts would
 
ideally involve a number of coordinated activities in the areas of
 
increasing investor confidence, investor education, corporate

education, regulatory and tax review, security underwriting, and
 
secondary markets.
 

An extremely important issue is identifying the context in
 
which a critical mass of such activities can be accomplished to
 
achieve the overall objective. It is suggested that the financing
 
of the above major infrastructure projects could provide such an
 
opportunity where a large number of people would have a profit
 
motive to undertake needed efforts. In particular, debt market
 
development could be advanced significantly if the Government of
 
Thailand would encourage, or require, project sponsors and
 
financiers to make a good faith effort at selling medium and long
term debt in Thailand and internationally.
 

Synopsis of Philippines Case Study
 

A second case study for this project was on the Philippines.
 
With energy demand expected to grow at the rate of 4.5 percent per
 
year for the next five years, it is recommended that the Philippine
 
government take the initiative to draw up a phased program to
 
improve energy sector operations.
 

In view of the financial constraints faced by both NPC and
 
the government, the private sector can play an important role in
 
Philippines power production, given the proper financial incen
tives. The BOT/BOO approach can supplement the nation's power

supply relatively quickly without the expenditure of large up-front

capital costs by the public sector.
 

Even though the Philippine financial institutions and
 
financial markets are limited in their capacity compared to other
 
more developed financial markets, there appears to be the potential
 
for raising the 25 to 30 percent of local currency funds needed for
 
a private power project costing $170 to 200 million.
 

The Philippines, through its Hopewell project, has already

demonstrated that it can successfully attract foreign private
 
investors who are able and willing to develop power plants on a
 
BOT/BOO basis. The Hopewell project has acted as the trail blazer
 
for similar ventures in the country, as both the government and the
 
private sector in the Philippines have become familiarized with the
 
BOT/BOO concept. In this sense, the Philippines can be said to be
 
one of those developing countries that are well prepared to
 
encourage further private power plant projects on the BOT/BOO 
basis.
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Conclusions
 

The principal conclusions of this study are:
 

The BOO/BOT project financing framework offers a badly

needed additional financing channel which may be used to
 
relieve financing constraints faced by many LDC govern
ments.
 

Such private sector involvement may also increase
 
operational efficiency for electricity generation and
 
other major infrastructure projects.
 

Multilateral and bilateral international aid organiza
tions have important roles to play in terms of helping

create an appropriate environment in which such private

sector initiatives can succeed, as well as in some cases
 
providing necessary financial assistance where risks are
 
perceived to be particularly high.
 

However in some countries with more stable economic
 
conditions and more developed financial markets it would
 
likely be possible to finance such projects without
 
sovereign guarantees provided that appropriate take or
 
pay contracts can be negotiated.
 

In order to reduce perceived risk levels and attract
 
greater private participation LDC's need to develop

regulatory systems which provide a reliable mechanism to
 
resolve disputes, establish bidding guidelines, etc. It

would also be most helpful if model agreements can be
 
developed for private power projects which would

streamline the project approval process and reduce
 
potential project sponsor's time, cost, and risk during

the planning and approval stage for such projects.
 

Increased participation of Ex-Im banks 
in non-recourse
 
financings would be of great practical assistance in
 
funding such projects. Further attention needs to be
 
given to the issue of how the projects' risks can be
 
handled in such a way as to attract expanded Ex-Im bank
participation.
 

As was 
the case for the U.S. and Canada in earlier
 
periods the private financing of major infrastructure
 
projects could offer a large volume of lower risks
 
securities to stimulate the development of LDC investment
 
banking organizations, secondary markets and private

placement markets.
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The financing of such projects provides a number of
 
people with a profit motive to participate in various
 
capital market development activities. LDC governments
 
intent on local capital market development should
 
seriously consider requiring sponsors and financiers to
 
make a best efforts attempt at selling project securities
 
locally and internationally as well as assisting in
 
making a secondary market for such securities.
 

On a country by country basis it would be useful to
 
develop a plan identifying which parties would be
 
involved in various activities including investor and
 
corporate edtication, regulatory and tax reviews,
 
expansion of security underwriting and distribution
 
capacity, secondary market development, etc.
 

Report Organization
 

The remainder of this report is organized as follows: Section
 
II discusses the historical role of utilities in economic and
 
financial market development. Section III outlines a prototype

private power project. Section IV gives the LDC capital market
 
analysis framework and an overview of the financial systems in six
 
Asian countries. Section V discusses the potential role of Ex-Im
 
Banks and MIGA. Section VI gives the views of power sector and
 
financial market experts. Section VII is the Philippines case
 
study. Section VIII is the Thailand case study. Section IX gives

the names of public and private sector experts interviewed for this
 
project.
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FIGURE 1
 
SUMMARY OF THE NUMBER OF DIFFERENT TYPE FINANCIAL INSTITUTIONS IN SIX ASIAN COUNTRIES
 

INDONESIA MALAYSIA 
 PAKISTAN PHILIPPINES THAILAND 
 TURKEY
 

FINANCIAL INSTITUTIONS
 

BANKS
 
CENTRAL BANK 
 BANK INDONESIA BANK NEGARA 
 STATE BANK OF CENTRAL BANK OF BANK OF CENTRAL BANK OF
 

MALAYSIA PAKISTAN 
 THE PHILIPPINES THAILAND TURKEY
 

COMIMERCIAL BANKS 67 38 22 32 16 
 56
 
STAT-OWNED 
 5 2 
 5 3 
 12
 
PRIVATE 
 51 20 
 0 25 16 26
 
FOREIGN 
 11 16 17 
 4 25 18
 

DEVELOPMENT BANKS 
 28 YES YES YES YES 
 YES
 
OFFICIAL 
 YES YES YES 
 YES 
 YES N.I.
 
PRIVATE 
 YES NO 
 NO YES 
 YES N.I.
 

SAVINGS BANKS 
 3 YES YES YES 
 YES N.I.
 

NBFIS 
 YES YES YES YES 
 YES YES
 
FINANCIAL/INVESTMENT CO. 
 YES 59 YES YES 112 
 YES
 
INSURANCE CO. 
 100 
 63 YES 132 
 12 YES
 
PROVIDENT/PERNSIONJ FUNDS 
 N.I. YES YES YES 
 N.I. YES
 

*N.I. = No Information 
*YES = Exist but no further information available at this time 
*The information presented in this figure is taken approximately as of the end of 1987
 
*Sources: 
 IFC Emerging Stock Mrket Factbook, World Bank reports, Central bank reports, etc.
 



FIGURE 2
 
SUMMARY OF ASSET LEVELS INDIFFERENT TYPE FINANCIAL INST:7L;IONS IN SIX ASIAN COUNTRIES
 

(InBittions of U.S.S)
 

INDONESIA MALAYSIA 
 PAKISTAN PHILIPPINES THAILAND TURKEY
 

FINANCIAL INSTITUTIONS
 

BANKS
 
CENTRAL BANK BANK INDONESIA BANK NEGARA 
 STATE BANK OF CENTRAL BANK OF BANK OF CENTRAL BANK OF
 

MALAYSIA PAKISTAN THE PHILIPPINES THAILAND TURKEY
 
20.91 8.08 8.08 
 15.09 N.I. 2.17


COMMERCIAL BANKS 28.24 32.0 13.93 
 14.28 38.0 9.12
 
STAT-OWNED
 
PRIVATE
 

FOREIGN
 
DEVELOPMENT BANKS 
 Z.12 1.72 1.31 
 0.53
 
OFFICIAL
 
PRIVATE
 

SAVINGS BANKS
 

NBFIS 
 0.8 
 5.43
 
FINANCIAL/INVESTMENT CO. 
 23.4 2.16 
 6.4
 
INSURANCE CO. 
 2.2 0.4i 
 1.0
 
PROVIDENT/PERNSION FUNDS 
 28.0 
 0.34
 

*N.I. = No Information
 

*The information presented in this figure is taken approximatety as of the end of 1987
 
*Sources: IFC Emerging Stock Market Factbook, World Bank reports, Central bank reports, etc.
 



FIGURE 3 
A SUMMARY OF SIX ASIAN COUNTRIES' FINANCIAL MARKETS
 

INDONESIA 
 MALAYSIA 
 PAKISTAN PHILIPPINES 
 THAILAND 
 TURKEY
 

FINANCIAL MARKETS
 

MONEY MARKET
 
INTERBANK MARKET 
 YES WELL-DEVELOPED RUDIMENTARY 
 YES 
 WELL-DEVELOPED
GOVERNMENT SECURITIES 	 FRAGMENTED
TB 	 TB TB 
 TB, 	CBS 
 TBOTHERS 	 TCBA, 	 CD, PN BA, NCD CD CP, 	 REPO, COP CP, 	 TCDSTOCK MAkKET 	 CP, BA, CrDJAKARTA STOCK KUALA LUMPUR KARACHI STOCK MANILA, STOCK STOCK EXCHANGE ISTANBUL STOCK 

EXCHANGE 
 STOCK EXCHANGE EXCHANGE 
 EXCHANGE 
 OF THAILAND
LISTED COMPANIES 	 EXCHANGE
24 
 242 
 416 
 144 
 148
CAPITALIZATION(USS) 	 50
0.253 B 29.2 B 2.3 9 6.4 	B 14.1 PTRADING VOLUME(USS/DAY) N.I. 	 2.2 B 
25.2 M 0.8 M 7.7 M 43.3 M 10.9 	NBOND MARKET 
 INFANT DEVELOPED 
 UNDER-DEVELOPED 
 UNDER-DEVELOPED 
 EMBRYONIC
Charteristics 1. Mainly State Bonds 	

THIN 
1. 	 Dominated by 1. Corporate bond 1. 	 Dominated by 1. Dominated by 1. 	 Issuing prices & 

Goverrrient 
 markat virtuaity government, at government & coupon rates are
securities does not exist since government agencies
2. 	

set by central
Infant private bond conversion to 
 securities 
 bank

market and no market istamic banking 
 2. Secondary market 2. Maturity 2-7 years
makers in medium 2. Lack of credibility 
 is developing 
& Long term bonds 3. Pricing of new share 

3. 	Secondary maket issues is set by
 
inactive 
 public authority
FOREIGN EXCHANGE 1. 27 participating 1. Central bank is 
 N.I. 	 1. Closely contro 1. Controlled by 
 N.I.
MARKET 
 banks 
 the 	main player 
 by central ban central bank 

2. 	Official ceiling on 
 2. Outward remittance
 
foreign currency 


required prior

borrowings 

approval 

S. 	Swap facilities are 
sometimes offer by 

Possible Sources State comm rcial banks, Development banks, the central bankIndustrial Development Development bank o Development banks & Insurance companies &of tonc term deveLopment banks & insurance companies, bank of Pakistan, Philippines, Insur insurance companies social security fundsfinancing insurance companies provicent/pension insurance coanies & companies & stock 
funds & stock market provident/pension funds 

market
 

*TBz Treasury Bill, BAzBanker Acceptance, CD-Certificate of Deposit, PN=Promissory Note, NCD=Negotiabte CD, REPO=Repurchase Agreement,
COP-Certificate of Participation, CP=CommerciaL Paper, TCDTransferabte Cd
 



SECTION II. - HISTORICAL ROLE OF UTILITIES IN ECONOMIC AND CAPITAL
 
MARKET DEVELOPMENT: THE EXPERIENCE OF THE U.S.
 
AND CANADA
 

1.1 The Economic Role of Utilities
 

Every business has a function in the economy, but the economic
 
role of public utilities is a very distinctive one from three
 
aspects. First, the services provided by public utilities are
 
essential for economic growth and development. Second, a modern
 
complex society is completely dependent on utility services.
 
Third, utilities are very large users of economic resources. As
 
history attests, public utility functions are extremely important

in furthering economic development.'
 

1.2 The Historical Role of Utilities in Capital Market Development
 

Public utilities, more than any other important industry, use
 
large amounts of capital. Because of these huge capital require
ments, rapid pace of expansion and regulated profit levels,

utilities typically cannot generate cash flow large enough to
 
finance their growth internally. As a result, they are frequent
 
users of external financing. Indeed, in many countries public

utility financing has represented by far the largest single segment

of all corporate financing over a significant period of years. If
 
railway financing is included the percentage is even higher.
 

1.2.1 United States
 

The capital invested in utilities in the U.S. is enormous.
 
It has been estil atad that 20% of all business assets, exclusive
 
of banking, are held by utilities. In addition, as can be , en in
 
Table 1 and Figure 1, utilities are large users of new capital.

During the 1950 to 1982 period, U.S. public utilities account for
 
20 to 30% of all new securities issued by corporations. Moreover,
 
utilities on average accounted for approximately 26% of the total
 
capital investment in new plant and equipment. In earlier periods

of economic development, U.S. utility financing as a percentage of
 
total financing was even higher in the 40 to 60% range.
 

Even earlier, from the 1800's, pub:', utilities were the
 
giants of the American economy. First came the canal boom, then
 
the railroad boom. Numerous railroad companies, each needing

capital, came into being. To finance these companies, capital was
 
drawn from all factors of the nation generating substantial
 
financial market activity. By 1870 the net value of the plant and
 

iFor an extended discussion on this topic see Martin T. Farris
 
and Roy J. Sampson, Public Utilities: Regulation, ManaQement and
 
Ownership, Houghton Mifflin Co., 1973.
 



equipment of the regulated industries had reached $8 billion,
 
measured in terms of 1929 prices. This was somewhat more than the
 
entire GNP in that year. In the following decade, the average
 
annual gross flow of capital to this segment of the economy, again
 
figured at 1929 prices, exceeded $500 million. This was about 15%
 
of the entire nation's annual gross investment in this period. Of
 
these, the railroads were by far the most important. They
 
accounted for 85% of the total value of the plant and equipment of
 
all regulated industries, and more than 80% of their gross capital
 
formation, net capital formation, and output.

2
 

It should be noted that at thc Lnception of the electric
 
utility industry, the general public was reluctant to participate
 
in the risks of a new and untried 4ndustry. This risk aversion
 
forced local electric utilities to resort to debt financing with
 
some note issues taken by supplier and manufacturing companies in
 
exchange foi equipment. Many of the bond issues were based on
 
closed end mortgages that made further borrowing difficult or
 
impossible. However, as utilities demonstrated an ability to
 
generate stable cash flows, they were able to issue securities to
 
financial institutions and the general public.
 

The high level of national income in the U.S. after the First
 
World War created a huge store of savings. This factor, coupled
 
with the expanding demand for utility services produced a tremen
dous demaihd for the utilities securities. This movement of the
 
nation's savings into the utility industry was in part accelerated
 
by growing investor confidence as reflected in the decline in
 
interest rates during 1920 to 1930. The demand for utility
 
securities was further increased by the adoption of laws permitting
 
savings banks to invest in utility securities. This not only
 
represented a new source of capital but created an aura of safety
 
and security around utility stocks and bonds in general. Neverthe
less, with the exception of the year 1929, the majority cf the
 
utility financing during the period was still by means of long-term
 
debt securities.
 

Despite the stock market crash, the utility industry carried
 
its expansion program over into 1930, and in contrast with industry
 
in general, floated a larger amount of new capital issues than in
 
1929 or in any other previous year in history. Though new capital
 
construction fell off sharply in 1931 and declined almost to the
 
vanishing point by 1934, ut. ty financing was the most significant
 
segment of all financing. After 1932, there was an increasing
 
tendency to finance by private placements, usually to insurance
 
companies. The scarcity of sound investments and the overabundance
 
of investment funds made it easy for many utilities to sell their
 

2See Melville J. Ulmer, Capital in Transportation, Communica
tion, and Public Utilities, NBER, Princeton U Press, 1960.
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securities directly to insurance companies without the services of
 
banking intermediaries. The financial policies of the utility
 
industries were thus closely entwined with those of the country's
 
insurance companies, banks, trusts and foundations. It was
 
estimated that these institutions owned from 85% to 90% of all
 
utility bonds in 1946. In addition, they owned possibly a quarter
 
of the utilities' preferred stock and something less than a tenth
 
of their common stock.

3
 

1.2.2 Canada
 

Utilities, which scarcely existed in the mid-nineteenth
 
century, rapidly became some of the biggest business enterprises
 
in the Canada. For example, Hydro-Quebec and Ontario Hydro became
 
the two largest companies (measured by assets) in the country.
 
Encompassing such sums of capital as they did, utilities played a
 
key role in the development of Canadian capital market. Utilities
 
not only provided essential services to their users; they also
 
supplied vast quantities of stocks, bonds, and other high-quality
 
securities upon which finance capitalism depended.
 

Raising the money to build plant and equipment, and provide
 
the systems with necessary working capital, required hundreds of
 
thousands of dollars even in the 1890's. The scale and technologi
cal complexity of the projects later pushed capital requirements
 
up into the tens of millions of dollars and helped coax into being
 
a larger, more articulated Canadian capital market especially the
 
institutionalized capital markets. However in the process of
 
capitalization, these enterprises not only fed securities into the
 
new issue market and the investment bankers who served it, but also
 
the secondary market where investors traded utility securities.
 

Though Canadian financial markets had existed before, these
 
capital-intensive public service companies helped widen them and
 
change their practices. Money was raised in new ways from new
 
sources as new classes of individuals and institutions became
 
attracted to the securities offered for sale.
 

The utilities sector created obligations which in 1905
 
approached 63% of the outstanding liabilities of all Canadian
 
chartered banks. Urban utilities depended heavily upon capital
 
markets to finance expansion during these years. Company promoters
 
could sell bonds of this sort in such large quantities partly
 
because a new class of institutional investor appeared on the scene
 
just as capi.tal requirements began to soar. The utilities filled
 
a demand for interest bearing securities on the part of banks,
 
trust companies, private investors, and the rapidly growing life
 

3See Winston Clemens, Economics & Public Utilities, Appleton
Century-Croft Inc., 1950 pp. 100-126.
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insurance companies. A mutually complementary, almost symmetrical
 
relationship developed between lenders and borrowers.
 

Canadians even developed an international specialization in
 
the promotion of Utilities companies. Before World War I, many of
 
the principal figures in the development of Canadian utilities were
 
also responsible for organizing similar ventures in Great Britain,
 
the United States, Brazil, Mexico, Cuba, Puerto Rico, Jamaica, and
 
Spain.4
 

1.2.3 Switzerland
 

Before the nineteenth ccntury, major funding efforts took
 
place in the context of families, clans or communities. Major
 
economic efforts, especially in the field of mutual expioitation
 
of natural resources, were undertaken in the framework of co
operatives rather than joint-stock corporations.
 

It was only during the period of industrialization and
 
construction of the first modern infrastructure projects 
particularly railways that made the common stock popular in
 
Switzerland. So mammoth were the funding requirements of these
 
projects that neither the families nor the cities were sufficiently
 
wealthy to meet them. Thus, public utilities played a critical
 
role in the invention and evolution of the common stock as an
 
important financial instrument in the Swiss capital market.

5
 

4See Christopher Armstong & H.V. Nelles, Monopoly's moment:
 
The Organization and Regulation of Canadian Utilities 1883-1930,
 
Temple U. Press, 1986.
 

5
See Henri B. Meier, The Swiss Equity Market, pp. 1-5.
 

4
 



SECTION III. - PROTOTYPE PRIVATE POWER PROJECT
 

(1) Location: Asian LUC
 
(2) Plant Size and Type: 200 megawatt, combined cycle gas plant
 
(3) Capital Cost: Approximately $170 million
 

Table 1: Summary of Project Cost Estimate Including Import Duties*
 
($,000) 

EQ. US$ EQ. US$ EQ. US$ 
F.C. L.C. Total 

Civil Works 14,000 8,000 22,000
 
Electrical/Mechanical 62,000 24,000 86,000
 

Equipment

Project Management, 	 7,000 3,000 
 10,000
 

Supervision and
 
Administration
 

Initial Working Capital 8,000 3,000 11,000
 
contingency 13,000 6,000 19,000
 
Interest During Construction 15,000 7,000 22,000
 
Total 119,000 51,000 170,000
 
Fraction of Total 0.70 0,30 1.0
 

(4) 	Ownership: The plant would be developed by private firms on a Build,
 
Own, and Operate (BOO) basis with private ownership for the life of the
 
project.
 

(5) 	Power Purchase Agreement
 

Projected Return on Equity = 18 percent
 

Questions: 	 What range of real rates of return on equity are
 
reasonable? How sensitive is the required real ROE
 
to the country selected? Why?
 

Fuel 	Adjustment Clause
 

One alternative is to have a tariff provision that allows the power
 
plant operator to increase (or decrease) the price of electricity
 
so as to account for changes in fuel prices.
 

*This project cost estimate is derived from data on various similar type
 
projects, including ones in which USAID has been involved.
 



A second alternative is to shift the risk of fuel price
 
changes to a third party (i.e. LDC government, or private
 
suppliers) by entering into a fixed price fuel purchase
 
agreement.
 

Question: Which of these alternatives is preferable?
 

Why?
 

Fixed Power Purchase Payments
 

Provided that the power plant becomes operational, the
 
government owned central utility is obligated under the power
 
purchase agreement to make certain minimum payments adequate 
to cover fixed costs, debt service and a minimum return on
 
equity regardless of whether they purchase power from the
 
plant or not.
 

Variable Power 	Purchase Payments
 

For each kilowatt of electricity purchased, the central
 
utility will pay a specified amount adequate to cover the
 
variable cost of producing the electricity. Agreed bonuses
 
and penalties will be added to or deducted from the projected
 
ROE depending on the level of output.
 

Conflict Resolution Procedures
 

In the case of conflicts concerning appropriate charges to be
 
paid, the parties to the power purchase agreement agree to
 
binding arbitration in a neutral international forum.
 
Alternatives include:
 

* International Chamber of Commerce
 
* Others?
 

Questions: 	 How can the risks of either party not living
 
up to the tariff and power purchase agreements
 
be minimized?
 
What set of laws should provide the framework
 
for arbitration? The host LDC's? The project
 
sponsor's home country? New York State?
 
etc.?
 

Currency Denomination ,f Payments:
 

Both fixed and variable power purchase payments will be made
 
in local currency, with exchange rate risk insurance purchased
 
from the host country's Central Bank.
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* Expropriation Contingency
 

Specific compensation payments will be agreed upon in the case
 
of expropriation of assets.
 

(6) Insurance:
 

A comprehensive insurance package will be assembled to cover
 
all principal construction and operating risks. To the extent
 
possible
 
private and multilateral insurers will be utilized except
 
where costs become prohibitive. Certain political Force
 
Majeure risks may ultimately be borne by the host country and
 
multilateral agencies.
 

(7) Government Consents and Approvals:
 

All required government consents and approvals would be in
 
place prior to start of construction, including host govern
ment guarantees of the publicly owned utility's performance
 
under the power purchase agreement, permission to borrow in
 
foreign currencies, guarantees regarding foreign exchange
 
convertibility and availability, tax advantages if any, land
 
concessions, and assurances regarding non-expropriation of
 
project assets as well as appropriate compensation in the
 
event of transfer of the plant to the host government.
 

Questions: 	 How willing will private investors and lenders
 
be to bear the risk that in the case of
 
dramatic exchange rate changes and/or shortages
 
of foreign exchange the Central Bank could
 
default on such an agreement? What backstopp
ing arrangements might be possible to assure
 
performance by the Central Bank. What types
 
of tax advantages would be most useful in
 
attracting private investment?
 

(8) Construction Contract:
 

The plant will be constructed by an experienced reputable firm
 
on a fixed price, date certain, turnkey basis.
 

(9) Offshore Account:
 

An offshore account in a recognized international bank will
 
be set up to hold the foreign currency required to cover debt
 
service and dividend payments. A target minimum balance
 
adequate to cover the next six month's payments will be
 
established.
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(10) As shown below, the prototype financing plan envisions
 
utilization of both donestic LDC and international sources of
 
financing. It is recognized that in some LDC's the current
 
availability of significant amounts of long-term financing is
 
questionable. However, one of the principal objectives of
 
this study is to identify capital market innovations which can
 
expand the capacity of local capital markets to finance large
 
private projects.
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Table 2: Financing Plan*
 
($'000)
 

EQ. US$ EQ. US$ EQ. US$ Fraction 
F.C. L.C. Total of Total 

uJuity 

Sponsor(s) 
Local Private Equity 

25,000 -
4,000 

25,000 
4,000 

.15 

.02 
Investors 

Multi-Lateral Financial - 8,750 9,500 .06 
institutions 

International Banks 4,750 - 4,000 .02 

Total Equity 29,750 12,750 42,500 .25 

)ng-Term Debt 

Multi-Lateral 36,000 15,000 51,000 .30 
Financial Institutions 
Foreign Banks/Export 53,250 - 53,250 .31 
Credits 

Local Financial Institu
tions 
Total Debt 

-
89,250 

23,250 
38,250 

23,250 
127,500 

.14 

.75 

ITAL 119,000 51,000 170,000 

Fraction of Total .70 .30 1.0 1.0 

estions: 

How critical is the participation of multilateral organizations such as
 
The World Bank, ADB, IFC, U.S.A.I.D., and others in terms of attracting

private financing?
 

This prototype financing plan is based in part on information regarding

e financing of other private sector projects in various LDc's. 
 In some
 
untries local private equity participation or loans may prove unavailable.
 
is recognized that more specifics regarding investment and loan guarantees

needed.
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(11) Key Financial Indicators (assumed):
 

Overall Project Internal Rate
 
of Return 15 per cent
 
Debt/Equity Ratio (Max) 3:1
 
Liquidity Ratio (Min) 1.4/1
 
Total Debt-Service Coverage Ratio (Min) 1.4/1
 

(12) Potential Innovations:
 

Entities having an established cash flow often have an
 
easier time raising private financing. From a financing
 
standpoint would it be useful for the LDC government to
 
sell, or spin off, an existing power plant to the entity
 
undertakening the new power plant?
 

In some circumstances, particularly where low cost hydro
 
power plants are involved, it might be possible to
 
arrange to sell a substantial portion of the power to a
 
single credit-worthy industrial user (for example an
 
aluminum refiner). If such a customer were willing to
 
sign long-term take or pay contracts (with payments in
 
appropriate foreign currencies) to purchase adequate
 
amounts of power to cover the projects debt service, what
 
additional guarantees would be needed to assure private
 
financing for the project? What public policy issues
 
would such a project raise?
 

From an LDC capital market development perspective, how
 
important is it that local investors p.. cicipate in the
 
equity financing of the project? Would it be preferable
 
for a number of small local equity investors to par
ticipate or a few larger investors? Would listing equity
 
shares on local stock exchanges provide adequate
 
liquidity for equity investors? Are alternatives
 
available to provide such liquidity such as: (1) over
 
the counter trading, (2) a repurchase agreement between
 
the investors and issuing firm whereby after some period
 
of time shareholders would have the option to sell back
 
to the project company a portion of the issued shares at
 
a price set by some formula, provided that the firm had
 
adequate financial resources to repurchase the shares and
 
still meet the loan indenture provisions.
 

6
 

Wf)
 



SECTION IV. - OVERVIEW OF THE FINANCIAL SYSTEMS IN SIX ASIAN
 
COUNTRIES: INDONESIA, MALAYSIA, PAKISTAN AND TURKEY
 

The following overview of the financial systems in Indonesia,

Malaysia, Pakistan and Turkey is given as background for assessing

the current environment in which the financing of private power

projects would take place. It may also help in identifying needed
 
LDC capital market reforms. Similar types of information and
 
analysis are given for the Philippines and Thailand in their more
 
in depth case studies and is also presented in summary form in this
 
section. In several respects the characteristics of the financial
 
markets in these countries are similar including:
 

I. Summary and Introduction
 

1.1. Commercial banks hold by far the largest share (average

about 60%) of the financial sector's total assets and play a major

role in both the mobilization and allocation of the countries
 
capital resources. Also, the banking sector is rather concentrated
 
either in a few state-owned or larger private commercial banks.
 

1.2 Banking institutions make mostly short-term commercial
 
loans for working capital and trade financing with interest rates
 
set on a floating rate basis.
 

1.3 Foreign banks concentrate on financing trade business,

and on occasion extend project related long-term foreign currency

loans subject to prior Central Bank approval.
 

1.4 Interest rate levels are typically regulated, or
 
influenced substantially, by the government.
 

1.5 A small imount of long-term credits (around 5 year

maturities) are extended by banks. These are typically granted on
 
a secured basis with Real Estate Mortgage or plant and equipment
 
as collateral. Loans for special projects usually require approval
 
from the Central Bank.
 

1.6 All these countries have government-owned development

banks, which extend medium and long-term loans (10-15 years) for
 
modernization and expansion of existing plants and initiation of
 
new projects.
 

1.7 Non-bank 4inancial institutions such as finance and
 
investment companies, insurance companies and provident and pension
 

6The information and conclusions given in this overview of the
 
financial system of six Asian countries are drawn from the various
 
studies cited in the attached bibliography as well as from
 
interviews with various financial market professionals.
 



funds exist but are slow in developing and currently provide

minimal long-term financing to private projects. Most of these
 
institutions' assets are invested in government and government

enterprises securities. Thus, the largest non-depository source
 
of financial savings is insulated from the rest of the capital

market and provides virtually no funding for the private sector.
 
To deepen the capital market, the government needs to allow if not
 
encourage the NBFIs to invest in credit-worthy private firms.
 

1.8 The bond market is under-developed and is dominated
 
largely by government bonds and treasury bills.
 

1.9 Bond issues frequently require a bank guarantee. As a
 
result, the cost of issuing a debenture may be greater than getting
 
a loan. Also, companies find it much easier to borrow from banks
 
than to issue bonds.
 

1.10 The stock market is also relatively shallow as there are
 
few participants. Many potential investors find the stock market
 
too volatile based on past historical incidents or scandals which
 
have led to a loss of confidence and liquidity in the market.
 

1.11 For a variety of reasons, many companies who would be
 
attractive issuers of stocks and long-term securities prefer to
 
remain closely held enterprises and rely on bank financing for
 
incremental funding. For example, frequently a government agency

sets the issuing prices for stock issues and the coupon rates for
 
bond issues at unfavorable levels. To encourage firms to raise
 
more capital through such security issues and thus promote

development of local capital markets, governments should allow such
 
new issue pricing decisions to be made largely by the issuing firms
 
and underwriters. Other reasons firms do not use security markets
 
include easy access to DFI loans, reluctance to dilute shareholding

(family business), and higher disclosure requirements, etc.
 

1.12 High interest rates on other financial instruments,
 
especially the risk free assets (eg. TBs) also make it less
 
attractive for investors to invest in equities. Hence, the
 
development of long-term instruments needs to be promoted through

rationalization of the interest rate structure with respect to
 
risk, maturity and liquidity.
 

1.13 The lack of an active secondary market limits the
 
liquidity of longer term financial instruments and thus makes it
 
more difficult for firms to issue such securities. Institutions
 
like discount houses, or their equivalence, should be promoted in
 
order to facilitate the development of the secondary market.
 

1.14 Given the large wealth disparities in many of these
 
countries, significant pools of private capital tend to be
 
concentrated in relatively few hands, which otten also have strong
 
ties to the government.
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1.15 In recent years, U.S.A.I.D., The World Banks, The Asian
 
Development Bank and other organizations have studied most of these
 
countries' financial markets and suggested various reforms to
 
liberalize and further develop the markets. Figure 1,2 & 3 below
 
give a brief overview of the current structure of the financial
 
markets in the six Asian countries covered by this study. In
 
certain countries, activate reform programs are underway which may
 
significantly increase the capacity of the markets to finance
 
private projects in the future.
 

The remainder of this section of the paper is organized as
 
follows: Part II gives a general capital market analysis frame
work. Parts III to VI apply this analytical framework to the four
 
countries identified above. Part VII gives the supporting charts,
 
tables and bibliography.
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I. 	Framework For Assessing an LDC Financial Market's Capacity To
 
Assist in Financing Private Power Projects.
 

Current Structure, Types and amount of Financing
 
Available From Financial Institutions (Equity, Long-Term
 
Debt, Bridge Financing).
 

BANKS
 
Central Bank
 
Commercial Banks
 
Development Banks/Government Banks
 
Foreign Banks
 
Other Banking Institutions
 

NON-BANK FINANCIAL INSTITUTIONS
 
Finance Companies
 
Investment Companies
 
Insurance Companies
 
Pension Funds
 
Other Non-Bank Financial Institutions
 

Current Structure, Types and 
Available In Financial Markets 

amount of Financing 
(Equity, and Long-Term 

Debt). 
MONEY MARKET 

Interbank Loan Market 
Government Securities Market
 
Others
 

STOCK/BOND MARKET
 
Set-up/History
 
Weaknesses
 
Brokerage Houses
 
Security Underwriting System
 

Investment Banks
 
PRIVATE PLACEMENT MARKET
 

Regulations affecting Private Projects and Financings
 
New Issue Pricing Mechanisms
 
Limitations on issuing equity securities for new ventures
 
Listing Requirements on Security Markets
 
Limitations on Foreign Portfolio Investments
 
Foreign Ownership Regulations
 
Regulations on Foreign Joint Ventures
 
Tax treatment of various type securities and investments
 
etc.
 

4 

'V 



III. INDONESIA
 

A. FINANCIAL INSTITUTIONS
 

1. BAIKS
 

Banks are classified into four categories: Central Bank,
 
commercial banks, savings banks and development banks. In regard
 
to the last three, four kinds of ownership are distinguished:
 
government (national or provincial); co-operative; private and
 
foreign. The assets of the Central Bank, the state-owned commer
cial banks plus development banks and insurance companies account
 
for about 87% of all financial institutional assets.
 

1.1 Central Bank
 

Bank Indonesia's responsibilities come under three broad
 
headings: the promotion of government economic objectives; the
 
development of the financial sector and the maintenance of price
 
stability.
 

1.2 Commercial Banks
 

Commercial banks include both state-owned and privately-held
 
banks.
 
1.2.1 State-owned Banks
 

There are five state-owned banks, which provide banking
 
services to specific sectors of the economy.
 

1.2.1.1 Bank Negara Indonesia - specializes mainly in finance for
 
the manufacturing sector.
 

1.2.1.2 	Bank Bumi Daya - specializes in finance for the state and
 
forestry sector.
 

1.2.1.3 Bank Rakyat Indonesia - concentrates on financing coopera
tives, as well as the agriculture and fisheries industries. 

1.2.1.4 Bank Dagang Negara - specializes in finance for the mining, 
industry, construction, trade and service sectors. 

1.2.1.5 Bank Ekspor Impor Indonesia - specializes in international 
trade and in particular, the production, processing and marketing 
of export commodities. 

Today, with the exception of Bank Rakyat, which still focuses
 
on agricultural projects, all of the state commercial banks engage
 
in all economic sectors. All five state commercial banks are
 
authorized to deal in foreign exchange.
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1.2.2 Private Commercial Banks
 

Private commercial banks have grown in importance in the
 
nation's financial system. Their principal sources of fundL, have
 
been their equity capital and deposits.
 

The major portion of commercial bank lending has been on a
 
short-term basis to trade and commerce, but increasingly banks have
 
been granting loans for working capital requirements of industrial
 
units and medium term loans for fixed assets. Banks can grant 
long-term credits and participate in investment enterprises with
 
approval of Bank Indonesia. Bank lending is invariably on a secured
 
basis; medium and long-term loans are required tc. be secured
 
against collateral which adequately covers the loans. Generally
 
there is a ceiling on loans on the basis of total investment: the
 
borrower has to finance at least 25% of priority projects and 50%
 
in other cases.
 

1.3 Development Banks
 

Development banks fall into three groups: The Development
 
Bank of Indonesia (BAPINDO), the regional development banks and the
 
private national development bank (Bank Pembangunan Industry).
 

1.3.1 BAPINDO
 

BAPINDO is the foremost state institution in. the field of
 
development financing. The bank's lending mainly takes the form
 
of medium and long-term loans for modernization and expansion of
 
existing plants and initiation of new projects, mainly in the
 
indigenous private sector and particularly in the industrial,
 
transportation and shipping sectors. Their largest source of funds
 
are from foreign banks, IDA, ADB, WB and Kreditanstalt Fiir
 
Wiederaufbau, together with direct loans from the government.
 

1.3.2 Regional Development Banks
 

These are owned by local authorities, or jointly owned by
 
local authorities and private parties. They offer medium term
 
loans for the acquisition of fixed assets or for working capital
 
by obtaining refinance through BAPINDO.
 

1.3.3 Private Development Banks
 

These are small privately-owned development banks intended to
 
provide investment and development services.
 

Long-term loans are mainly granted by state commercial banks 
and TAPINDO for a maximum periods of ten and fifteen years, 
respectively. Loans for a period exceeding 15 years are not 
normally granted. Loans are invariably required to be adequately 
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secured by fixed assets and other collateral. Foreign concerns and
 

joint ventures cannot obtain credit from these sources.
 

1.4 Foreign Banks
 

The location and operation of foreign banks and the procedure
 
for applying a license are subject to Government Regulation #3 of
 
1986.
 

The object of permitting foreign banks to open branches is to
 
enable them to participate in foreign investments, finance import
 
and export business, and assist in the development of domestic
 
industries and production.
 

1.5 Other Banking Institutions
 

There are a number of relatively small banking institutions
 
organized primarily to meet the needs of market retailers and
 
farmers. They operate mainly in rural areas.
 

1.5.1 Savings Banks
 

The savings bank sector is dominated by BTN (Bank Tabungan
 
Negara) which obtains most of its funds from two government
 
sponsored savings programs: the national development savings
 
scheme and the insured savings scheme which is linked to life
 
assurance. Both schemes are very popular among small savers.
 

2. NON-BANK FINANCIAL INSTITUTIONS
 

The NBFIs often involve collaborative ventures between
 
domestic and foreign financial institutions and are of two main
 
types, Development finance corporations and Investment finance
 
corporations.
 

2.1 Finance Companies
 

Development finance corporations are intended to provide
 
medium and long-term credits to Indonesian enterprises, although
 
they have tended to display a marked predilection for money market
 
activities and a considerable proportion of their asset portfolio
 
consists of short-term promissory notes and certificate of
 
deposits.
 

2.2 Investment Companies
 

Investment Finance Corporations are intended mainly to fulfill
 
merchant banking functions, including the underwriting of share
 
issues by Indonesian companies.
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2.3 Insurance Companies
 

The insurance industry is divided into four sectors: life,
 
non-life, reinsurance and social. The industry has a number of
 
large firms, most of which are state owned.
 

In regard to the assets held by insurers, it appears that by

far the largest part comprises demand and time deposits as well as
 
short term money market assets. Long-term debt (greater than 1
 
year) and equities are clearly of little importance.
 

Joint venture insurance companies are not permitted to own
 
shares in Indonesian firms; this is somewhat paradoxical, given the
 
government attempts to promote the development of an active stock
 
market and very limited availability of other kinds of assets for
 
investment. The industry as a whole has been otherwise relatively
 
free of government regulation.
 

2.4 Other Non-Bank Financial Institutions
 

Other non-bank finance include government pawnshop services,
 
moneylenders and retailing credit group. These organizations fall
 
more under the informal financial market.
 

2.4.1 Leasing Companies
 

Leasing is a form of financing whereby capital goods are
 
supplied for a fixed term on the basis of periodical repayments,
 
often with the option to purchase the assets or to extend the
 
lease. Leasing companies are regulated by the ministry of finance.
 
These companies include both domestic firms and joint venture
 
enterprises with US, European and Japanese participation. The
 
firms are not permitted to accept deposits being regarded as a non
financial institution. They must finance their activities through
 
off- and onshore loans or the issuing of promissory notes, which
 
cannot, however, be discounted as can similar papers issued by
 
banks and NBFIs.
 

B. FINAN4CIAL MARKETS
 

1. MONEY MARKET
 

The Indonesia money market has been slow to develop, as its
 
growth has long been hampered by a lack of T-bills and other high

quality negotiable paper. Until recently the market has been
 
dominated by 'bearer' certificates of deposit and interbank
 
deposits in the form of call or short-term deposits.
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1.1 Interbank Loan Market
 

An organized interbank call money market has been functioning
 
since 1 April 1974 under the auspices of Bank Indonesia. Dealings
 
are at present confined to members of the Jakarta Clearing House.
 

1.2 Others
 

In Feb 1985, Bank Indonesia introduced three additional short
term securities, including: Promissory Notes issued by banks or
 
a NBFI in the course of interbank borrowing; bills of exchange
 
drawn by participants in trade transactions and accepted by a bank
 
or an NBFI; Promissory Notes arising from credit extended by banks
 
and NBFI's to commercial and industrial borrowers.
 

These securities were intended to enhance the liquidity of
 
both bank and corporate borrowers in the money market and to create 
a money market instrument appropriate for open market operations.
 
In order to encourage the development of a secondary market in
 
these securities, a private securities house has been authorized
 
to trade money market securitie3 that have been endorsed by banks
 
or NBFIs.
 

2. STOCK MARKET
 

2.1 History/Set-up
 

The Jakarta Stock Exchange (JSE) owes its origins to the
 
colonial era, when there was a thriving stock market serving Dutch
 
enterprises and individuals. The market was closed during the
 
Japanese occupation and the nationalization of Dutch firms in the
 
late 1950's.
 

The exchange was relaunched in August 1977 following com
prehensive institutional reforms, which resulted in the establish
ment of several official agencies designed to promo-e a rapid
 
development of the exchange.
 

2.2 Weaknesses
 

The stock market is under-developed. It caters largely still
 
( as in Dutch colonial days) to foreign multinational companies as 
well as Indonesian/foreign joint ventures and a few local "blue 
chip" companies. Despite numerous official measures to spur the 
market, Jakarta Stock Exchange have been slow to develop. At the 
end of 1985, there were only 24 listed companies with a total 
capitalization of just Rupiahs 132 billion or roughly $80 million. 
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The main reason why a lot of companies are not listed is the
 
general reluctance by Chinese businessmen to reveal their financial
 
affairs beyond the immediate family circle and the dominance of the
 
banks in Indonesia. A more important or special factor is that
 
most Chinese business tycoons in Indonesia are supremely sensitive
 
to the resentment and envy of their wealth among the pribumi
 
population so they have to keep an ultra-low public profile.
 

An important characteristic of Indonesia's financial markets
 
is the extent of government ownership of financial institution.
 
One reason for all this is the fact that the Indonesian government
 
has for some times collected huge oil revenue and used the
 
financial system as a conduit for redistributing these revenues
 
rather than as a means of collecting and investing people's
 
sarings. The enormous wealth disparities in Indonesia also mean
 
that pools of private capital are concentrated in relatively few
 
hands which also have strong government ties.
 

3. BOND MARKET
 

The bond market has grown only slowly as the government has
 
been slow to tap domestic savings by issuing state securities or
 
bonds; it is only since 1983 that some official enterprises have
 
begun to issue bonds.
 

4. OTHERS
 

4.1 Foreign Exchange Market
 

At present 27 banks, comprising Bank Indonesia, all five state 
commercial bank, 10 private national commercial banks, 10 foreign
banks, and a joint-venture bank, can conduct foreign exchange 
business. 

Swaps up to six months can be made with Bank Indonesia to
 
cover exchange risks. Financial institutions, including foreign
 
banks, are not permitted to borrow from abroad beyond certain
 
ceilings fixed by Bank Indonesia. Financial institutions must
 
report all offshore loans to Bank Indonesia.
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IV. MALAYSIA
 

A. FINANCIAL INSTITUTIONS
 

1. BANKS
 

In terms of structure and organization, the Malaysian banking
 
system is basically similar to the U.K.'s, being based on branch
 
rather than unit banking. It is also dominated by a handful of
 
large banks with an extensive branch network. It compromises mainly

the central bank, commercial banks, finance companies, merchant
 
banks, the National Savings Bank and the Credit Guarantee Corpora
tion. Financial institutions in Malaysia operate under predominant
ly competitive conditions. Commercial banks' share in total assets
 
of the financial system is about 40%. The shares of nonbank
 
financial institutions together with the Central bank total about
 
30%, with the rest belong to provident, pension and insurance
 
funds, saving institutions and development finance institutions.
 

1.1 Central Bank
 

Bank Negara Malaysia was e.itablished under the Central Bank
 
Ordinance 1958, and commenced operation on 26 January 1959. It is
 
responsible for formulating and implementing monetary and credit
 
policies within the structure of the country's overall financial
 
and economic objectives. It also acts as the issuer of currency.

In addition, the bank also operates in foreign exchange and
 
administrates exchange control regulations.
 

1.2 Commercial Banks
 

The role of commercial banks in Malaysia has evolved from the
 
traditional one of merely !.roviding depository facilities and using

such deposit funds for the finance of trade and commerce to that
 
of motivating private investment and supporting economic develop
ment generally in the country.
 

The commercial banks are the largest and most important credit
 
institutions in the country. At 31 December 1984, Malaysia was
 
served by a network of 38 commercial banks, of which 22 are locally

incor-porated and 16 foreign banks. They operate a total of 770
 
banking offices located throughout the country. The commercial
 
banks had a total assets of M$74.2 billion at thc end of 1985.
 

In the last 15 years, the commercial banking sector has grown
 
even more rapidly than the financial system as a whole. Growing at
 
a compound average annual rate of 20.6%, the commercial banks
 
increased their share in the financial system from 38% in 1970 to
 
45% of the total assets at the end of 1985.
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The commercial banking system is quite concentrated, with the
 
largest two banks, mainly government owned, accounting for about
 
64% of its total assets. Commercial banks are allowed to determine
 
their own interest rates on deposits and loans. However, a ceiling

on lending rates is continued for special categories of borrowers
 
and for housing loans.
 

1.3 Development Banks
 

The development banks in Malaysia are mainly public sector
 
established institutions aimed at financing specific arc-'. .ifthe
 
economy not serviced by existing types of institut -, They

specialize in encouraging investment in key industries and priority
 
sectors by providing medium and long term development finance.
 

These institutions are mainly funded by other financial
 
institutions or by government. They include the Malaysian In
dustrial Development Finance Berhad, the Development Bank of
 
Malaysia, the Industrial Development Bank of Malaysia, the Sabah
 
Development Bank, Agricultural Bank of Malaysia, and the Borneo
 
Development Corporation.
 

1.4 Foreign Banks
 

At the end of 1984, there were 16 foreign banks with a total
 
of 146 offices operating in Malaysia. Until the 1970's, commercial
 
banking was largely dominated by foreign banks. While the relative
 
importance of foreign banks in Malaysia has declined, they continue
 
to play an important role in the economy. The foreign banks
 
represent 28% of the banking assets; entry into this part of the
 
sector is presently closed.
 

1.5 Other Banking Institutions
 

There are two Apex co-operative societies in Malaysia - the
 
Cooperative Central Bank and Bank Kerjasama Rakyat Malaysia. The
 
CCB is established in 1958 with the main objective of mobilizing

funds from individuals and co-operative societies and of directing

these funds to viable co-operative enterprises. Bank Rakyat was
 
established in 1954. It is a major source of funds for the co
operative societies; it also provides loans directly to individual
 
members. But loans provided by the bank have been largely for the
 
financing of industry; agriculture and fishing, and housing.
 

1.5.1 National Saving Bank
 

The Bank Simpanan National Malaysia was established in
 
December 1974. The NSB mobilizes savings from small savers,

particularly in small towns and rural areas, through a wide network
 
of Post Offices in addition to its own branches.
 

12
 



2. NON-BANK FINANCIAL INSTITUTIONS
 

2.1 Finance Companies
 

The 47 finance companies constitute the second largest group
 
of deposit-taking institutions, with 10.7% of financial assets at
 
end of 1985 and a network of 372 branches. The growth of finance
 
companies has been phenomenal, with assets expanding at a compound
 
average annual rate of more than 26% during 1970-85; their share
 
in the financial system's total assets has increased from less than
 
5% to more than 10% during the same period. Over half of the total
 
assets of the finance companies are held by companies owned by
 
commercial banks.
 

Unlike commercial banks, they are prohibited from accepting
 
deposits repayable on demand. The finance companies are engaged
 
principally in installment credit for retail sales, financing
 
wholesale trade, housing loans, factoring, personal loans, leasing,
 
bridging finance, refinancing and other commercial loans.
 

2.2 Investment Companies
 

The merchant banks in Malaysia were established to complement
 
and supplement the services provided by the commercial banks and
 
finance companies. At the end of 1984, there were 12 merchant banks
 
operating, most of them joint ventures between Malaysian and
 
foreign interests. While their activities have been concentrated
 
in money market and lending operations, they also provide corporate
 
finance and advisory services relating to underwriting of share
 
issues; loan syndications; corporate reconstructions; acquisitions;
 
portfolio management; and investment feasibility studies.
 

There are now 12 such banks, whose assets represent 3.8% of
 
total financial assets at the end of 1985. The sector is highly
 
concentrated, with the largest merchant bank accounting for 40% of
 
the sector's assets. Compared with the commercial banks and finance
 
companies, their assets and liabilities are relatively short term.
 

2.3 Insurance Companies
 

Although the insurance industry was initially dominated by
 
foreign companies, since the 1970's domestic insurance companies
 
have increased significantly. A high proportion of their funds are
 
invested in long term instruments such as long term government
 
securities, corporate securities, loans to public corporations, and
 
mortgage and policy loans. At the end of 1984, there were a total
 
of 63 insurance companies, of these 50 companies are incorporated
 
in Malaysia. The ten foreign companies play a key role in the
 
system and have a large market share.
 

Of the total 63 companies, 14 conducted both life and general
 
insurance business, 4 specialize in life insurance, and the
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remaining 45 companies are general insurance companies. Total
 
resources of the insurance companies at the end of 1985 amounted
 
to M$5 billion. There were about 1.6 million life insurance
 
policies in force, i.e., one in ten Malaysians owned a life policy.
 

The life insurance companies are relatively liquid ana are
 
interested in holding long-term debt instruments. At the end of
 
1985, Government securities accounted for 27% of the total assets,
 
followed by loans for real estate and loans to policy holder (20%),

cash and deposits (24%), corporate securities (15%) and others
 
(14%).
 

2.4 Discount Houses
 

Discount houses are the only nonmonetary institutions which
 
can accept deposits of less than one month's maturity. They were
 
set up to develop a secondary market in money instruments and are
 
required to keep at least 85% of their resources in treasury bills
 
and government securities of less than three years in maturities.
 

The growth of discount houses has been fairly rapid and by the
 
end of 1985, their total assets accounted to about M$5.0 billion,

accounting for 1.7% of the assets of the financial system. The
 
rapid growth is mainly due to the growth in the primary liquidity

requirement of the banking institutions.
 

2.5 Other NBFIs
 

Other NBFIs include the Urban credit societies, Rural credit
 

financial in of total 

co-operative societies, 
mortgage finance. 

Building society and Borneo Housing 

2.5.1 Provident and Pension Funds 

Provident and pension funds in Malaysia are significant in the 
system terms resources. They have been so 

effective in the mobilization of savings that they rank second, 
next to commercial banks. 

The Employees' Provident Fund (EPF), the largest, covers more
 
than 70% of Malaysia's labor force, and represents an important
 
source of finance for the government. EPF was set up in 1951 under
 
an ordinance. It is essentially a forced savings scheme. The
 
contributions are deducted monthly at source and paid directly to
 
the EPF. EPF is currently the single largest source of long-term

funds in Malaysia. It is also the single largest source of funds
 
for the Federal Government. In 1985, EPF invested M$3.4 billion in
 
Government securities which accounted for about 94.7% of the net
 
domestic financing requirements of the Federal Government.
 

Most of its assets are in government securities, which are
 
purchased at face value and held to maturity and, therefore, return
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a pre-set yield, annually between 8.0% and 8.6% depending on

maturity. Hence, the largest non-depository source of financial
 
savings is insulated from the rest of the capital market and

provides virtually no funding to the private sector. As of December 
1985, the EPF had invested about 86% of its funds in long-term
Federal Government securities; such investments amounted to M$545
 
million, or 2.2% of its total portfolio at the end of 1985.
 

B. FINANCIAL MARKETS
 

1. MONEY MARKET
 

The money market in Malaysia consists of the direct interbank
 
market and the market through the intermediary of the discount
 
houses. Besides call money, the main instruments of the money

market are treasury bills and, lately, bankers acceptances.
 

The major intermediaries in the money market are local and
 
foreign commercial banks, discount houses, and large corporations.

Although the money market is efficient, the volume of transactions
 
is relatively small in comparison to the overall size of the

banking system and the short-term funds available for money market
 
operations. This is mainly due to the openness of the Malaysian
 
economy which enables intermediaries to raise funds through other
 
channels.
 

The money market instruments in Malaysia include overnight and
 
7-day call money, short-term fixed deposits or loans of one to 12
month maturities, T-bills, Bankers Acceptances, and Negotiable

Certificates of Deposits and Repurchase Agreements.
 

1.1 Interbank Loan Market
 

The largest component of the money market is the interbank
 
market. The interbank market is an important source of short term
 
funds for the banking system. With the increased importance of
 
liability management, the interbank money market has grown rapidly.

An alternative to the interbank money market is to place funds at

the discount houses. The discount houses accept deposits from the
 
general public, commercial banks and NBFIs, but do not lend funds
 
in the domestic money market.
 

1.2 Government Securities Market
 

Treasury bills market is the second largest component of the
 
money market. Treasury bills have been issued on a tender system

since August 1973. The T-bills are offered weekly to the public.

The commercial banks, however, remain the main holder of TBs. To
 
encourage the development of the market for TBs, the Central Bank

provides rediscounting facilities for these securities.
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1.3 Others
 

Bankers' acceptances and Negotiable certificates of deposits
 
were introduced by the Central bank in 1979 to further develop the
 
money market. The growth of BAs has been rapid, however, foreign
 
banks are more active than local banks in this market. The Central
 
bank also offers rediscounting facilities for BAs.
 

NCDs are in bearer form and, therefore, can be transferred 
easily. Unlike BA's, the NCDs are not eligible for discounting at
 
the central bank and, therefore, these are not as marketable as the
 
BA's.
 

2. STOCK MARKET
 

2.1 History/Set-up
 

The Malaysian stock market dates back to the early 19th
 
century. Until 1965, Singapore was a part of the Federation of
 
Malaysia and Singapore and there was a joint exchange, the stock
 
exchange of Malaysia and Singapore, with two separate trading
 
rooms, one each in Kuala Lumpur and Singapore. On July 1973, a
 
separate and distinct Malaysian stock exchange, the Kuala Lumpur
 
Stock Exchange (KLSE), was established. There is also a small,
 
nearly defunct second exchange, the Bumiputra Stock Exchange, on
 
which eligible firms may be listed subject to less stringent
 
conditions. Only 7 firms are listed on this exchange. Even after
 
a prolonged and sharp decline, the market capitalization of KSLE
 
at the end of 1985 was around US$24 billion.
 

Although the KLSE is largely a self-regulatory body, with its
 
own rules, by-laws, listing requirements and corporate disclosure
 
policy, it is subject to the administrative control of the Capital
 
Issue Committee (CIC), a body established by the Central bank to
 
supervise the securicy industry. All companies seeking listing on
 
KLSE must sell at least 30% of the shares to Bumiputra or the
 
Bumiputra designed organizations. Also, since CIC determines the
 
issue price and seeks to encourage the widest possible participa
tion from small investors, especially Bumiputras, its pricing
 
policy has tended to favor the investors, resulting in low initial
 
price to earning ratios and over subscriptions.
 

The bulk of the companies listed in KLSE represent industrial
 
and commercial concerns, although significant numbers in the fields
 
of hotels, banking, property, plantation, agriculture and tin
mining are also represented. The securities listed include
 
companies incorporated in Malaysia, Singapore, the U.K. and Hong
 
Kong, and bonds issued by the federal, state and local governments.
 

The Singapore and Malaysian stock markets have been reputed
 
to be a theater of operations for "syndicate" operators whose size
 
or identity was always difficult to establish. Though the two
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exchanges were separated in 1973, many of their Siamese-twin
 
characteristics persisted, most notably the crons listings of
 
companies on both exchanges. They were to all intents and purposes

mirror images of each other and the regulatory systems and
 
legislative framework in which they operated were broadly similar.
 
The only difference was that Singapore had a reputation both
 
locally and overseas for being more developed and efficient
 
financial center.
 

2.2 Weaknesses
 

The 1985 crash of the Pan-Electric company and subsequent

stock market crisis brought to awareness several major weaknesses
 
in the structure of the stock market. First, brokerage houses were
 
shown to be undercapitalized and have engaged in over-trading.

Second, large local operators and syndicators dominated a relative
ly shallow market.
 

Pan-Electric's default on repayment of debt to a syndicate of
 
local and foreign banks was brought about by the company's issuance
 
of a large amount of "forward contracts" with share buy-back 
arrangement where Pan-El was able to honor them. The height of the
 
forward contract affair was evident within the stock market during
 
the 70s. To rescue the country's stockbroking profession,
 
Malaysian authorities injected a M$80 million fund into the KLSE
 
to protect innocent third party clients of brokers hit by the
 
forward contract failure.
 

Some of the remedial measures instigated by the authorities 
were: - corporatization of the brokerage industry 

- authorization of at least partial foreign ownership of 
brokerage industry 

- limitation on branch networks so as to avoid a dominant 
control of a certain company or bank over the whole 

brokerage industry 

- closer official supervision of the securities industry
 

3. Bond Market
 

3.1 Government Bond Market
 

The Malaysian debt securities market is dominated by Govern
ment paper. The net borrowing by the government amounted to only

M$2.6 billion during 1961-70. Securities issued during this period
 
were mainly to meet the New Economic Policy in early 1970's. With
 
the formal adoption of NEP in the early 1970's, the Government
 
became much more involved in development financing. The net
 
borrowings by the Government during 1971-80 amounted to M$13.2
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billion. Most Government securities were subscribed by provident
 

and pension funds, and life insurance companies.
 

3.2 Corporate Bond Market
 

In contrast to the equities market, the private fixed income
securities market in Malaysia is in an infant stage. Due to the
emphasis on the issuance of equity shares and the absence of the
capital gains tax, the development of the long-term fixed income
securities market has been slow. Consequently, Malaysian firms, by
and large, are not very highly leverage. 

Moreover, the top tier companies in Malaysia which would
normally be issuing bonds in the market, generally find the cost

of bond issues to be prohibitively high. For them, the alternative
 
to issuing bonds is to borrow from commercial banks.
 

The lack of an active secondary market for corporate bonds is
another major constraint on the development of the bond market.
None of the very few existing bonds are actively traded and the

quotations are generally indicative only. There are no market
 
makers in medium and long-term bonds.
 

4. OTHERS
 

4.1 Commodity Exchange Market
 

The Kuala Lumpur Commodity Exchange (KLCE) was established in

1980, to trade commodity futures contracts within Malaysia, and to
provide domestic palm oil producers with an opportunity to hedge

their activities locally. The KLCE operates under the Commodity

Trading Act 1980, and is supervised by the Commodities Trading

Council.
 

4.2 Foreign Exchange Market
 

Only the licensed banks are authorized by Bank Negara to deal

in foreign exchange. Since 1975, the official value of the

Malaysian Ringgit has been determined in terms of the currencies

of a group of countries which are significant trading partners of

Malaysia. Under this exchange rate agreement, the Kuala Lumpur

foreign exchange market operates in the normal manner, with Bank

Negara intervening whenever necessary to maintain orderly market
 
conditions.
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V. PAKISTAN
 

A. FINANCIAL INSTITUTIONS
 

1. BANKS
 

The structure of the financial sector of Pakistan comprises

a wide variety of institutions, ranging from deposit-taking

institutions to development finance, collective investment and
 
contractual savings institutions. The Pakistan banking system is
 
of fairly recent origin, having started in the late 1940's. Up

until nationalization in 1974, banking was almost entirely in the
 
private sector (12 out of 13). After nationalization, the 13 banks
 
were merged into 5 banks. In Pakistan, the process of Islamization
 
of the financial system was initiated in 1979/80 and was largely

completed by mid 1985. The first phase of interest-free banking was
 
introduced with effect from January, 1981. As of July, 1985 all
 
savings accounts were on profit and loss basis.
 

The key issues covering the entire banking system are:
 
inadequate competition, concentration of lending, and high reserve
 
requirements. In addition, the NCB system also faces the following

specific problems: lack of freedom in portfolio selection, high

level of non-performing loans, inadequate spreads, inadequate

profitability, under capitalization, and weak organization,

managerial and operation policies and procedures.
 

1.1 Central Bank
 

At the center of the financial system is the State Bank of
 
Pakistan (SBP) which, in addition to its traditional central
 
banking functions, also plays an important developmental role.
 

1.2 Commercial Banks
 

tThe commercial banks include 5 state-owned Pakistan banks 
the nationalized commercial banks (NCBs) - and 17 foreign banks. 
Together, they have total domestic deposits amounting to about Rs 
178 billion, total domestic advances and loans amounting to about 
Rs147 billion, 6658 domestic branches and 119 overseas branches of 
NCBs. Three of the NCBs have a fairly extensive branch network 
overseas, with most of it concentrated in the UK and Western 
Europe. There are no private commercial banks. 

Within the commercial banking sector, the NCBs have the lion's
 
share of the business which account for about 90% of the deposits

and 80% of tho loans. The NCBs are the largest public enterprises

in the country. Each NCB is a state owned corporation with the
 
Government of Pakistan holding 5.9% of ownership, SBP 92.7% and 
others 1.4%. The five NCBs effectively enjoy the protection of the 
full faith and credit of the state. After nationalization, the 
government established an advisory/coordinating council - Pakistan 
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Banking Council (PBC) - to perform the coordinating role in the 
management and development of the NCBs. 

The NCBs are active in all segments of the market. They
 
compete with foreign banks in the financing needs of large 'blue
 
chip' private and public companies. In the deposit market, they
 
face competition from the national savings centers. There is some
 
rivalry among the big banks but the degree of effective competition
 
_s limited by the extensive array of controls imposed on the
 
operations of banks.
 

1.3 Specialized Banks
 

All specialized banks are government owned; they are - the 
Federal Bank of Cooperatives (FBC), the Agricultural Development 
Bank of Pakistan (ADBP), the Industrial Development Bank of 
Pakistan (IDBP). FBC functions as a apex bank for the credit 
cooperatives. ADBP plays a central role in the financing of 
agriculture. IDBP is highly important for the financing of long
term industrial projects. 

The specialized banks are treated as deposit-taking institu
tions even though they rely on central bank support for the vast
 
majority of their funding. For example, 81% of agricultural and 94%
 
of housing bank's lending is supported by loans provided by SBP.
 
Low on-lending rates, high reserve requirements, assured low cost
 
funds and associated institutional complacency, and government's
 
desire to ensure maximum flow of credit to priority sectors are the
 
main reasons for high reliance on the SBP.
 

1.4 Development Finance Banks/Institutions
 

There is a large number of development oriented financial
 
institutions, most of them are owned by the government. The most
 
important of these are the Pakistan Industrial Credit and Invest
ment Corporation (PICIC) and the National Development Finance
 
Corporation (NDFC).
 

PICIC has majority private ownership and provides long-term
 
foreign currency financing to the private manufacturing sector
 
funded from financial resources obtained mostly from multilateral
 
development institutions and bilateral official sources.
 

NDFC which is wholly government owned, lends to both public
 
and private manufacturing enterprises and funds itself both from
 
foreign institutions and through issuing deposit certificates. NDFC
 
recently established the National Development Leasing Corporation
 
to engage in hire-purchase and leasing operations under the Islamic
 
system as well as the Regional Development Finance Corporation to
 
provide finance for projects undertaken by private entrepreneurs
 
in less developed areas of the country.
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Other development finance institutions include the Housing

Building Finance Corporation which specializes in providing finance
 
for residential construction and home purchases and is funded

almost entirely from the State Bank of Pakistan and a number of
 
entities that have been established jointly with governments from
 
the oil producing Islamic countries such as Saudi Arabia, Kuwait
 
and Libya.
 

1.5 Foreign Banks
 

Following the more liberal economic policies adopted by the
 
government of Pakistan since 1977, 
the number of foreign banks
 
operating in Pakistan has increased considerably. However, there
 
have been discriminatory restrains on foreign banks activities,

particularly on branch expansion.
 

1.6 Post Office Bank
 

The Post Offices offer passbook savings accounts but they have
 
not been particularly successful in attracting personal deposits.
 

1.7 National Savings Schemes (NSS)
 

The NSS have two objectives: to enable government to raise

funds directly from the public, and equally importantly, to
 
encourage the saving habit among people of modest means and to
 
provide stable flows of income to these groups.
 

NSS which tapped directly by the government for its own use,

through the national savings centers, the post offices 
and the
 
banks, have grown very fast in response to the introduction of the
 
highly attractive financial instruments. There are a nctwork of 320
 
national savings centers, which operate government savings schemes.
 
NSS provides a range of financial assets with highly attractive
 
features carrying an appeal for a diverse group of investors. Among

the NSS instruments, Khaas Deposit Accounts/Certificates (KDCs)

have emerged as the most popular financial asset in the 1980's. The
 
fact that they can be encashed anytime, and they pay free
tax 

interest after six months make KDCs the highest yielding, risk free
 
liquid asset. On an annual basis, KDC offers 15% per year, payable

semi-annually, for the first two and one-half years and 17% p.a.

for the last 6 months. These features explain why KDCs showed a
 
very high annual growth rate of 62% since 1982. Indeed, KDCs
 
accounted for about 70% of NSS at the end of 1986.
 

1.8 Other Banking Institutions
 

There are no building societies or saving and loan associa
tions in Pakistan nor any credit unions. However, there are several
 
agricultural and rural credit cooperative societies.
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2. NON-BANK FINANCIAL INSTITUTIONS
 

2.1 Collective Investment Institutions
 

Collective investment institutions include open-end and

closed-end mutual funds. There 
are two basic groups offering

collective investment facilities. The first is the Investment
 
Corporation of Pakistan (ICP), 
which is authorized to manage

closed-end mutual funds, underwrite and distribute public issues

of shares, purchase Zezn finance certificates (TFCs), and manage
individual investment accounts.
 

The ICP was established in 1966 with the objective of

broadening the base of investments and developing the capital

market. ICP currently operates 16 closed-end mutual funds with a
total capitalization of Rs170 million and a state-enterprise mutual
 
fund which has been created as part of the government's divestment
 
program.
 

The other group is the National Investment Trust (NIT), a unit
 
trust, which was established in 1962 with the objective of

channelling individual savings into the stock market. NIT operates

the only open-end mutual fund. As of June 30, 
1987 it had 60,000

unit account holders with net mobilized funds of Rs2.9 billion.
 

2.2 Insurance Companies
 

The insurance industry is dominated by the state-owned State

Life Insurance Corporation of Pakistan (SLIC). SLIC offers various
 
types of life policies that provide financial protection both on
 
an individual and group basis.
 

2.3 Pension and Provident Schemes
 

All civil servants must join the Government Provident Fund

which is a compulsory savings scheme rather than a provident scheme
 
since only the employees contribute. Most public enterprises have

provident fund and gratuity schemes for their employees; employers

contribute to provident funds at the same rate as employees.
 

The coverage of retirement schemes in the private sector is
 
not as wide as in 
the public sector. There is no statutory

requirement of the establishment of provident funds by employees,

but firms of a 
certain size that do not have provident funds

schemes are required to pay gratuities to employees on their
 
resignation or retirement. The coverage of private retirement

schemes expanded with the introduction of the employee's Old-age

Benefits Scheme (EOBS) in July 2976. All commercial and industrial

establishments employing at least 10 persons 
are required to
 
contribute in respect of workers earnings up to Rsl000 per month;
 
no contributions are required from employers or employees.
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B. FINANCIAL MARKETS
 

1. MONEY MARKET
 

1.1 Interbank Loan Market
 

There is a rudimentary market in interbank deposits and some
 
bearer instruments.
 

1.2 Government Securities Market
 

The market for fixed income securities essentially comprises

the public sector debt market as there is at present no commercial
 
paper or corporate debt market.
 

The government's present offerings do provide a range of
instruments designed to appeal to different groups but the average
maturity of the debt is rather 
short. Moreover, marketable

securities are sold infrequently and unpredictably in large blocks

rather than in digestible amounts that might natch the flow of
savings. At present there are only a limited number of financial

instruments with a maturity of less 
than one year available to
investors: bank deposits, certificates of deposit and bearer
 
certificates of deposit issued by NDFC.
 

Instruments designed for non-bank investors have to offer a
return of over 15% to compare favorably with Khaas and compensate

the investor for the taxable income and the credit risk. (While the
Khaas deposit certificates have a maturity of 3 years, they operate
effectively as instruments with a 6 month maturity). Consequently,

borrowers are typically unwilling to issue paper at these rates as
short-term and long-term foreign exchange financing with exchange

risk cover is available at 14%.
 

2. STOCK MARKET
 

2.1 History/Set-up
 

Historically, the capital markets have played a relatively

minor role in the mobilization of capital, accounting for less than

1% of the total private fixed investment in Pakistan.
 

There are two stock exchanges in Pakistan, one in Karachi and
the other in Lahore. The Karachi Stock Exchange is by far the most

important with 
365 listed companies. Market capitalization has
increased substantially in recent years and now corresponds to 5.5%
of GNP. There are 240 companies listed on the Lahore exchange, all
of which are 
also listed on the Karachi exchange. Trading is

principally in the 
common shares of the companies registered in
Pakistan. Aggregate market value 
of the stocks was about Rs32
 
billion in June 1987.
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Over the last few years the following have probably been the

key events with respect to the stock market: (1) Issuance of a new

Companies Ordinance; (2) the floatation of Modarabas; (3) the

Government's divestment program; (4) the Banker's Equity Limited
 
(BEL) issue; and (5) changes in tax laws.
 

2.2 Weakness
 

The equity markets are poorly developed and their growth is

hampered by easy access to 
loan funds from government financial
 
institutions, lack of credibility of the stock market, administered

approach to pricing of issues, and the anomalies in the interest
 
rate structure. The Stock Exchanges are currently largely self
regulated and, do not inspire investor confidence. The credibility

of the exchanges and brokers in the public eye needs to be enhanced
 
through tighter government oversight.
 

Trading is principally in common shares of companies register
ed in Pakistan. There is hardly any trading in corporate deben
tures, preferred shares, and government securities. Government
 
s.-curities, such as Treasury bills, government bonds and government

treasury deposit receipts are predominantly held by banks and

financial institutions to satisfy liquidity requirements; trading

in government securities is negligible as these are placed with

public financial institutions by SBP which maintains their value
 
at or close to par. (About 35% of the banking systems assets are
 
made up of government securities).
 

None of the major financial institutions appears to trade

actively their equity portfolios in the market. Institutions like
 
ICP and the development banks often acquire shares through their

loan conversion option or through their underwriting obligations.

In general they hold these assets and, when they wish to divest,

there is a tendency to sell directly to other institutional
 
shareholders, thereby avoiding the market completely and provoking

a substantial loss of market liquidity. At best, tiey are one-way

participants with occasional sales during periods of overheating.
 

As a result of the understandable reluctance on the part of
the institutional investors to their
trade portfolios, the

secondary market has been left largely to individual investors, in

particular those with a short-term, speculative outlook. This makes

for an illiquid market for other than a handful of shares and has

created a market imbalance, as such any change in the demand supply

position has an immediate and inordinate impact on prices, thus
 
with Spurts and halts marking the pattern of trading.
 

The number of shares traded on the Karachi Stock exchange has

increased to about 257 million shares in 1986. Turnover in the 25

r'ost active shares accounted for 48.4% of total market turnover in

1987. While public sector companies as a whole accounted for 32%

of market capitalization, they amount to only 12.5% of turnover.
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Also, multinationals accounted for only 5.8% of turnover despite

their 25% share in market capitalization.
 

Listing on a stock exchange in Pakistan is, in general, not
 
the outcome of an independent initiative by a company. Rather, it
 
reflects the requirements of either regulatory authorities 
or
 
financial institutions, which impose the requirement as a condition
 
for the provision of credit. A company is required to secure public

status when its issued capital exceeds Rsl0 million or Rs5 million
 
in the case of nonindustrial companies. A public company is obliged

to offer 50% of its shares to the public. This requirement is
 
relaxed in the case of subsidiaries of multinational companies, so
 
that the sponsors can retain 60% of the shares. All public

companies require a minimum of 250 individual shareholders.
 

Although the increase in listings has been over 450% in the
 
last 25 years, the number of companies listed on the market in
 
Pakistan is only a small proportion (2.4%) of the estimated 15,000

closely-held companies. Companies are unwilling to go public for
 
a variety of reasons: higher cost of equity compared to debt, easy
 
access to DFI loans, reluctance to dilute shareholding, unfavorable
 
method for pricing new issues of shares, and higher disclosure
 
requirements.
 

Other government policies have also led to a paucity of
 
suitable stock. Since banking, life insurance, most utilities and
 
local authorities are entirely in the public sector as is a large

portion of industry, their stocks are not quoted to any significant
 
extent on the market,
 

3. BOND MARKET
 

Bond and commercial paper market is not well developed because
 
of higher returns on risk free assets and prohibition (under

companies ordinance) against corporate entities issuing bonds or
 
debentures. The World Bank (Report No. 7049-PAK) recommends that
 
the development of the fixed income instruments needs to be
 
promoted through rationalization of the interest rate structure
 
with respect to risk, maturity and liquidity, and changing

companies ordinance to allow companies to issue fixed income
 
securities.
 

3.1 Corporate Bond Market
 

There is at present virtually no corporate bond market. Under
 
the Companies Ordinance, corporate entities are not permitted to
 
issue bonds/debentures or preference shares to the general public.

Since Islamization, debentures have been replaced by Participation

Term Certificates (PTCs) and Term Finance Certificates (TFCs), both
 
of which have currently been issued to commercial banks, DFIs and
 
financial institutions such as NIT. Debentures are a little used
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source of corporate finance and have been nearly always privately
 
placed, while government securities are predominantly held by banks
 
to satisfy liquidity requirements. There have been a few instances
 
(probably no more than 10) when corporations have issued bonds.
 
These corporate instruments have been held by the promoting banks
 
and a few other financial institutions.
 

Normally companies find it much easier to borrow from DFIs
 
than to issue bonds. As good clients are scare, there is consider
able competition between commercial banks and DFIs to lend to top
 
rate companies. These loans are made against personal guarantees
 
while in the case of a debenture, a first charge on assets would
 
be required. In addition, the cost to a company of issuing a
 
debenture is significantly greater than getting a loan particularly
 
as most debentures need a bank guarantee. Consequently, the very
 
few companies who have issued debt have done so because the
 
promoting bank has been willing to reduce substantially its cost
 
in return for ancillary business generated by the client.
 

3.2 Government Bond Market
 

The Government of Pakistan is presently trying to get some of
 
the large public sector institutions to borrow from the market
 
instead of relying solely on the budget. Consequently, the
 
floatation of bearer investment certificates to finance the
 
development program of Telephone & Telegraph and the Water & Power
 
Development Authority is being considered. However, the key feature
 
in determining the success of these issues will be the creation of
 
a secondary market which would be greatly facilitated by the
 
presence of discount houses or their equivalents.
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VI. TURKEY
 

A. FINANCIAL INSTITUTIONS
 

1. BANKS
 

As in most developing countries, the banking system in Turkey
 
is the centerpiece of the financial system. Its share in the total
 
financial assets of the country is 93% versus only 7% of the assets
 
for the non-bank financial institutions. The principal types of
 
banks in Turkey are the central bank, commercial banks and
 
development banks.
 

1.1 Central Bank
 

Recent financial sector studies (WB 6095-TU) have pointed out
 
that the Central bank has been acting like a development bank and
 
has become the refinancier of special credit schemes. Suggestions
 
have been made that the central bank should concentrate on the
 
formulation and implementation of appropriate monetary policies,
 
and the supervision of the banking sector.
 

1.2 Commercial Banks
 

The environment in which commercial banks traditionally

operated in Turkey was protected, non-competitive and generally
 
designed to ensure profitable operations. The opening of branches
 
of foreign banks were restricted and deposits rates were kept low.
 

However, in the last few years, the environment has changed
 
markedly. Increases in the cost of deposits has reduced the
 
profitability and increased pressures to improve efficiency of the
 
large retail banks with a wide branch networks. At the same time,
 
the strain of the economic adjustment program on the corporate
 
sector has had an effect on the portfolio quality of commercial
 
banks. Moreover, entry of new banks has increased competition,
 
assets have grown rapidly, new financial instruments have been
 
introduced and, more generally, the efficiency of intermediation
 
has improved.
 

At the end of 1987, there were 56 commercial banks operating
 
in Turkey. Of which, 12 were specialized public banks, 26 were
 
private domestic banks and 18 were private foreign banks. The share
 
of public and private banks in total assets are about equal and
 
have not changed significantly since 1980. The 12 public sector
 
banks accounted for 52% of total assets as against 44% for the
 
private banks and 4% for the group of foreign banks.
 

The banking system has also remained highly concentrated. The
 
share of the four largest banks in total assets in 1986 was 52%.
 
The share of the four largest private banks in total private banks'
 
assets has also remained high and constant, around 70%. The banking
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system has a large number of branches; in total, there are about
 
6,400 branches throughout

the country, of which 55% belong to private banks and 45% to public
 
banks.
 

1.3 Foreign Banks
 

The number of foreign banks licensed to operate in Turkey has
 
grown considerably in recent years as the Government sought to
 
encourage greater competition and the introduction of modern
 
techniques in banking. In practice, however, the foreign banks
 
concentrate their efforts on a relatively limited clientele of two
 
to three hundred of the better firms operating in Turkey, and they

specialize in trade finance rather than working capital or project

finance.
 

There are now 18 foreign banks which provide vigorous

competition to local banks in providing trade finance and other
 
services. The share of foreign banks has also remained small
 
despite the entry of 14 new foreign banks between 1980 and 1986,
 
partly due to foreign banks concentrating their operations on
 
foreign trade financing.
 

2. NON-BANK FINANCIAL INSTITUTIONS
 

2.1 Securities Companies
 

Securities firms have the advantage of more specialized

expertise, but their contribution to the financial markets is
 
limited by (a) their being often related to large business groups,

in whose securities they specialize; (b) legal limitations
 
prohibiting them from entering repurchase agreements, trading bank
 
instruments and managing mutual funds; (c) scarcity of capital and
 
lack of a liquidity mechanism.
 

2.2 Insurance Companies
 

The Turkish insurance industry has suffered from years of high

inflation which have undermined the demand for insurance products.

Life insurance in force in 1983 was only about 0.7% of GNP in
 
Turkey. Total assets ef the Turkish insurance industry amounted to
 
only TL 114 billion in 1983. Of these, securities accounted for
 
31.6% (6.8% equities and 24.8% bonds, mostly government bonds).

Furthermore, portfolio management by insurance firms has often been
 
oriented towards investment in affiliated or otherwise related
 
companies, which probably accounts for an overall unsatisfactory
 
return on earning assets.
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2.3 Social Security System
 

Social security entities include four public sector and about
 
60 (mostly bank related) private pension funds. Their total assets
 
exceeded TL 900 billion at end of 1984, with only 14% of assets
 
invested in securities, mostly low-yield bonds of the State
 
Investment Bank, which the Social security system is required to
 
purchase. Equity holdings of private pension funds are mostly in
 
related companies, and control-oriented.
 

B. FXNANCIAL MARKETS
 

Money and capital markets have traditionally been a weak link
 
in the Turkish financial sector. Their growth has been hampered by
 
an inadequate institutional and regulatory environment and, more
 
recently, by high inflation. Under these circumstances these
 
markets have been characterized by low level of activity, segmenta
tion, high intermediation costs and occasional speculative bursts.
 

1. MONEY MARKET
 

Money market in Turkey encompass instruments as varied as
 
interbank deposits, CDs, Treasury Bills, commercial. paper and
 
bankers' accep
tances.
 

1.1 Interbank Loan Market
 

mhe interbank market is widely considered a success after
 
about twc years of operation. Daily volume is estimated to be
 
around TL 150-200 billion. Nevertheless, the market is also highly

fragmented, transaction costs are high and yields vary greatly even
 
for deposits of comparable risk and maturity.
 

The most active participants in the interbank market are the
 
foreign banks operating in Turkey. There seems to be a general

unidirection pattern to the interbank market, with funds flow from
 
the larger domestic banks with extensive branch netwo17ks to foreign
 
or smaller banks in need of funds. The development cf this market
 
has reduced the banks' holding of excess reserves.
 

Recently, the Central bank has entered the interbank market
 
itself, to overcome the traditional reluctance ol Turkish banks to
 
deal directly with each other and as a tool for control of
 
liquidity in the system.
 

1.2 Government Securities Market
 

There has been considerable progress in the development of the
 
Government fixed income securities markets. After years of reliance
 
on inflationary financing of deficits by recourse to the Central
 
bank, the Government began to issue securities priced at competi
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tive rates in 1984. In may 1985, a market pricing mechanism was
 
introduced through weekly auctions of 6-month, one-year, and two
year securities. The volume of Government bonds outstanding has
 
thereafter increased rapidly to TL 1,526 billion 
as of December
 
1985. Treasury issues now account for 95% of total bond market
 
issuances.
 

The major problem with regard to Government securities is
 
their restricted distribution. Since most of these securities are
 
held by banks, there is little arbitrage activity between
 
securities and deposits. The secondary market for government

securities has grown in volume to TL 410 billion in 1985. Commer
cial banks account for 85% of the trading and ten licensed firms
 
for the rest.
 

2. STOCK MARKET
 

2.1 History/Set-up
 

In the past three years, public offerings of equities have
 
substantially exceeded, in real terms, the levels achieved in the
 
late 1970's and early 1980's. This was partly due to a more
 
favorable market environment, stimulated by a law. Also, the

Government took a number of steps to favor the development of the
 
equity market. These include: (a) complete repeal of taxation of
 
dividends; (b) repeal of taxation of the premium of newly issued
 
shares over par value; and a new
(c) opening of Istanbul Stock
 
Exchange.
 

The opening of the Istanbul Stock Exchange at the beginning

of 1985 has improved transparency and efficiency of both the equity

and bond markets. The system of dealers/market makers adopted by

the new exchange as opposed to the old one based on agents has
 
provided listed securities with a certain degree of liquidity

through market-making services.
 

2.2 Weakness
 

In the past, the lack of efficient secondary capita]. markets
 
and thus of liquidity has limited the potential for developing

longer tern financial instruments j- Turkey. Trading in corporate

equities and bonds has mostly occurred over-the-counter, with the
 
old and obsolete Istanbul Stock Exchange being practically

inactive. Furthermore, the market has been characterized by

fragmentation, lack of transparency and high intermediation costs,
with trading spreads as high as 10-20% for equities. In the bond
 
markets, dealers have mostly confined themselves to making markets
 
in the securities they had underwritten, trading only with their
 
own clients and never with other dealers.
 

The embryonic corporate equity and fixed income security

market ac7counted for less than 3% of the financial system in 1986.
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As of December 1986, there were 375 companies listed on the

Istanbul Stock Exchange with a total market capitalization of TL
 
641.6 billion (US$855 million). The size of the market is extremely

small in comparison to stock markets in other developing countries.
 
The growth of the market has been inhibited by several factors:

high inflation, low dividends and the lack of adequate disclosure

requirements and audited financial statements. High interest rates
 
on other instruments, especially T-bIlls, 
also makes it less
 
attractive for investor to invest in equities.
 

3. BOND MARKET
 

3.1 Corporate Bond Market
 

According to Capital Market Board regulation, minimum and
maximum maturities of corporate bonds 
are set at two and seven
 
years. In practice, most recent issues have had 2-3 year maturi
ties. Issuing prices and coupon rates are set by the Central Bank

according to a formula which determines a minimum and maximum yield

to maturity. All-in cost to issuers of bonds have recently average

66-68%, well below the cost of bank loans, while net yields to
 
individual investors have been 56-58%.
 

The corporate bond market grew very fast in the late 1970's,

as a tool for both borrowers and investors to bypass the high

intermediation costs of the banking system. Bond issue have however

declined after 1980, partly because of the collapse in 1981-82 of
 
many bond dealers and partly because of increasing competition from
time deposits and Government paper, now carrying more attractive
yields than in the past. This trend has been partly that could be

offered, which previously limited the competitiveness of bonds.
 

Consequently, new issues increased to TL 32 billion in 1985.

All bonds issued thus far have been either been straight unsecured

debentures or, more rarely, guaranteed by banks. The number of
companies issuing bonds rose from 76 to 211 and the amount of funds
raised increased from TL 55 billion during the first 9 months of
1986, to TL 317 billion in 1987. The surge in corporate bond issues 
was due to the sharp increase in the commercial banks' lending
rates brought about by the partial deregulation of the deposit
rates in 1987, 
as well as a new decree permitting corporations to
 
issue commercial paper ip to six times their equity.
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Indonesia Tabte 1' 

Share of Canking Systems Credits by Economic Sector, 1974-1986 
(InPercent) 

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 

Agriculture 7.4% 8.02 7.5% 6.9% 6.4% 7.02 6.8% 8.02 7.92 8.02 7.02 7.5% 7.9% 

Mining 0.72 26.92 29.1 27.0% 31.5% 30.22 23.7% 16.72 11.3% 5.32 2.0% 1.2% 1.5% 

Manufacturing 
Industry 22.02 26.1% 27.0 29.4% 30.1% 30.82 28.1% 27.22 30.1% 34.02 35.4% 34.3% 32.3% 

Trade 39.02 27.92 24.1% 23.22 20.72 21.3% 25.1% 30.1% 31.72 33.5% 33.72 32.7% 31.8% 

Service Rendering 
Industry 7.82 6.3% 7.3% 8.1% 7.22 6.72 12.02 13.6% 14.3 14.92 16.82 10.92 10.2% 

Others 21.52 4.82 4.4% 5.62 4.1% 3.92 4.22 4.4% 4.72 4.3% 4.92 5.5% 8.22 

TOTAL 100.02 100.02 100.02 100.02 100.02 130.0% 100.0% 100.02 100.02 100.02 100.02 100.0% 100.02 

Source: Bank Indonesia. 

*This tabte comes from Lessons of Financiat Liberatization inAsia by Yoon-Je Cho 
and Deena Khatkhate, p. 185. 
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Indonesia Table 2*
 

GROWTH AND STRUCTURE OF THE FINANCIAL SYSTEM
 

GROSS ASSETS GROWTH INASSET
 
NUMBER (IN BIL OF RUPIAH) (ANNUAL %)
 

Type of Institution 1982 1984 1987 1981 1982 1983 1984 1987 78-82 82-87 

Bank Indonesia 1 1 1 11067 13707 16740 21618 34500 26.4 20.3 

Deposit Money Banks 113 113 110 13153 15952 20918 27768 46600 31.8 24.0 

National Foreign
 
Exchar.- hanks 
 15 15 15 10764 12724 16369 21634 36800 32.6 23.7
 

Foreign B,.s 11 11 11 
 918 1172 1696 2192 2700 23.4 17.6
 
Other Commercial
 

Banks 59 
 59 56 517 720 1096 1666 3600 29.5 38.8
 
Development Banks 28 28 28 954 1336 1757 2276 3500 33.1 21.9 

Savings Banks 3 3 3 256 452 683 - 1900 86.5 30.6 
Nonbank Financial
 

Intermediaries 
 13 14 14 557 805 1108 1327 2100 42.6 21.3
 
Insurance Companies 83 89 
 100 386 528 708 - 3000 35.0 21.9 
Leasing Companies 34 38 83 60 114 380 386 1400 44.0 69.5 
State Pawnshops 471 474 42
- 44 54 59 - 29.4 
Other Credit Institution 5809 5826 5789 - 69 83 - 400 - 32.0 

Total 6106 6556 6100 
 25530 31615 40606 51773 89900 30.0 23.1
 

Source: Bank Indonesia and Indonesian Insurance council. (Continued) 

*This table comes from Lessons of Financial Liberalization in Asia by Yoon-Je Cho and Deena Khatkhate, p. 186 
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Indonesia Tabte 3*
 
Growth and Structure of the Financiat 

=================================== 
 = = =========-============= 

Growth inAssets
 
Gross Assets (Annuat %)
 

Type of Institution 1981 1982 1983 1984 1987 78-72 82-87 

Bank Indonesia 
 43.3% 43.4% 41.21 41.8% 38.4% 26.4 20.3 

Deposit Money Banks 51.5% 50.5% 
 51.5% 53.6% 51.8% 31.8 24.0
 

Nationat Foreign Exchange
 
Banks 
 42.2% 40.2% 40.3% 41.8% 40.9% 32.6 23.7
 

Foreign Banks 
 3.6% 3.71 4.2% 4.2% 3.0% 23.4 17.6
 
Other Commerciat Banks 2.0% 2.3% 2.7% 3.2% 
 4.0% 29.5 38.8
 
Devetopment Banks 3.71 4.2% 
 4.3% 4.4% 3.9% 33.1 21.9 

Savings Banks 1.0% 1.4% 
 1.7% - 86.52.1% 30.6
 
Nonbank Financiat
 

Intermediaries 
 2.2% 2.51 2.7% 2.6% 2.3% 42.6 21.3
 
Insurance Companies 1.51 1.7% 1.7% - 3.31 35.0 33.8 
Leasing Companies 0.2% 0.41 0.9% 0.7% 1.6% 44.0 69.5 
State Pawnshops 
 0.21 0.1% 0.11 0.1% 0.0% 29.4 -
Other Credit Institution - 0.2% 0.2% - 0.4% - 32.0 

Totat 
 100.0% 100.0% 100.0% 100.0% 100.0% 23.1 32.1
 
== = E ===- ====--------------------------------------------------------------

Source: Bank Indonesia and Indonesian Insurance Council. (Concluded)
*This tabte comes from Lessons of Financiat Liberalization inAsia by Yoon-Je Cho and
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Malaysia TabLe 1*
 

Assets of Various Financiat Sectors 

Unit: Hit of Ringgit
 

As at end of 
1960 1970 1980 1985 
 1986
 

Banking System 2356 7455 
 54346 118293 129470
 

Monetary Institutions 2346 
 6882 45180 91342 100237
 
CtraL Bank 184 2227 12994 16525 20201
 
Currency Board 930 195 .
 
Commerciat Banks 1232 4460 
 32186 74817 80036 

Non-Monetary Institutions 10 573 9166 26956 29233 
Finance Company 10 531 5635 17833 19635 
Merchant Banks 
 - - 2229 6296 6374 
Discount Houses - 42 1292 2827 3224 
Credit Guarantee Corporation  - 10 

Non-Bank Financia Intermediaries 1197 4167 19807 49977 57656 

Provident, Penrion and
 

Insurance Funds 836 3156 13846 32643 37225 
EmpLoyees Provide'" Fund 633 2265 9481 24708 28467 
Other Provident Funds 100 
 452 1889 2904 3265
 
Life Insurance Funds 83 324 1657 3646 4080 
General Insurance Funds 
 20 115 819 1385 1413
 

Development Finance Institutions 1 133 
 2193 4044 -#348
 

Savings Institutions 
 267 645 2463 7434 6565
 

Other FinanciaL Intermediaries 
 93 233 1305 5856 7518
 

TotaL 
 3553 11622 74153 168275 187126
 

Source: Bank Nc-gara Malaysia (Continued)
 

*This table comes from Lessons of Financial LiberaLization in
 

Asia by Yoon-Je Cho and Deena Khatkhate, p.145
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Malaysia Table 2* 

Interest Rates inMalaysia
 
(X p.a.) 

1974 1975 1976 1977 1978 1979 1980 1981 19B2 1983 1984 1985 1986 1987 Sep 

Comerciat Banks
 
Deposit Rates:
 
Fixed - I Month 4.50 3.50 3.50 3.00 5.00 5.25 8.50 
 9.10 9.00 8.25 
 10.00 7.25 6.00
6 Months 7.00 6.00 6.00 5.50 2.005.75 5.75 8.50 10.50 9.25 8.50 10.00 7.50 6.7512 Months 9.00 7.50 7.50 6.50 3.00 3.256.50 7.00 9.00 11.00 10.00 9.00 10.00 7.50 7.00 4100Saving - - - 5.50 5.50 5.00 6.00 7.00 6.50 6.00 7.50 6.00 6.00 3.50 

Loan Rates:
Price Rates/b 10.00 8.50 8.50 7.50 7.50 7.50 8.50 8.50
Average Lending Rate/c 

8.50 8.50 8.50 10.75 10.00 7.50- . 9.47 9.34 9.42 10.13 11.99 12.30 11.40 12.01 12.11 12.02 9.82/d 

Finance Compenies 
Deposit Rates:


Fixed 1 Months 

- - 9.50 10.50 9.00 9.00 10.75 8.00 7.506 Months 



6.00 7.00 9.50 11.00 9.25 9.50 11.00 8.00 7.50 
3.00 

3.5012 Months - 7.30 8.00 10.50 12.00 10.00 9.75 11.00 3.25Saving 7.75 4.50" - 7.00 7.00 7.00 7.00 8.00 8.00 9.00 7.00 7.00 5.50 

Loan Rates:
Average Lending Rate/c - - - 10.45 10.23 10.39 11.76 12.33 12.01 12.23 14.66 13.96 12.93/d 

General 
Treasury Bill Rates/c


3 Months 4.884 4.973 4.379 3.564 4.212 3.470 4.460 4.500 5.124 5.196 5.040 4.129 3.887 2.615 
Interbank Rates/f


Overnight 2.728 4.205 2.623 4.829 2.470 4.372 
 3.308 3.467 5.237 8.354 5.931 4.973Seven-Day 5.025 7.849 4.941 5.681 4.116 5.250 
1.653 3.010/d

5.946 6.297 7.947 9.412 9.087' 6.5943 Months 3.038 2.625/d
- - - - 9.367 8.628 8.628 9.256 9.210 7.785 6.350 2.992/d 

Inflation Rate/e 17.4 4.4 2.6 4.7 5.0 3.6 6.6 9.7 5.8 3.7 3.9 0.3 0.7 1.5 

/a May 1985. Except for consumer price Index which has been estimted for 1985. /b advanceson/c Refers to weighted average tending rat* aggregated from quarterly data. Prior to septeaber 1986 only quarterly are available /d August 1987/e Averoge discount rate on 3-months bills 
 /f Daily average for week, refers to interbank lending rates of ten banks.
 
/g Annual percentage change in consumer price Index
Source: Bank Negara Malaysia. Quarterty Econm 
 ic Bulletin. March-June 1986. Table IV. 2. :.3. IV.3. IV. 4. IV. 5, Oatase Table 6.1 for inflation rate.Ir This table comes from lessons of Financial Liberalization in Asia by Yoon-Je Cho and Deena Khatkhate, p.147 



Malaysia Table 3* 

Banking Industry Structure, 1975-1983 

(in Percent) 

1975 1978 1981 1982 1983 1984 
June 

Share in Total 

Deposits of: 

Top 3 Banks 44.3 43.9 4399 43.9 42.1 39.4 

Top 5 Banks 63 61.9 57.8 57.5 54.9 53.8 

Top 10 Banks 83.7 81.7 78 77.5 76.2 75.9 

Smatter Banks 16.3 18.3 22 22.5 23.8 24.1 

Ratio of Profit to 

Total Assets 2.15 2.66 1.91 2.03 - -

Source: Bank Negara Malaysia. 

*This table comes from Lessons of Financial Liberalization in 

Asia by Yoon-Je Cho and Deena Khatkhate, p.148 
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Malaysia Table 4*
 

Term Distribution of Commercial Bank
 

Lending, 1970-85 

Unit: Nit of Ringgit
 
...... 


1970 1975 198C 1983 1984 

Total Loan and 2359.6 6468.4 21031.1 36781.8 43504.3 48981.7 
Advances 

Trade Bills 284.1 717.0 2570.9 3979.7 3923.8 4375.4 

Overdraft and Loans 
Less Than 1 Year 1917.0 4228.3 11876.6 18627.9 22276.7 24912.9
 
Term Loans 

1-4 Years 56.3 268.1 1167.7 2537.8 2916.2 3383.8 

Term Loans Over 
4 years 102.2 1255.0 5415.9 11636.4 14387.6 16309.6 

Term Loans Over 
4 Years/Total (Z) 4.3 19.4 
 25.8 31.6 33.1 33.3
 

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


Source: Bank Negara Malaysia. 

*This table comes from Lessons of Financial Liberalization in
 

Asia by Yoon-Je Cho and Deena Khatkhate, p.148 

1985 

C 
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Malaysia Table 5*
 

Allocation of Bank Credit/a
 

. . . .
. --------------------------------------------------------------------------------------------------------------------------------------. . . . . . . . . .
 . . . . . .
 
1979 1980 1981 1982 1983 1984 1985 
 1986 

Agriculture 7.96% 8.66% 8.54% 8.44% 7.95% 7.56% 7.03% 6.97% 

Mining & Quarrying 0.92 1.02 1.09 1.53 1.62 1.13 1.01 0.88
 

Manufacture 
 20.63 20.40 21.47 19.44 19.05 16.51 15.50 15.05
 

Construction 6.74 6.52 6.70 6.40 6.61 7.26 7.39 7.15
 

Real Estate 5.88 8.11 10.34 11.64 
 12.47 14.23 15.07 15.34
 

Housing 13.57 13.81 14.09 14.96 14.54 14.76 15.48 16.33 

General Commerce 18.66 18.48 18.26 17.04 16.45 15.79 15.28 15.66 

Business Services 0.00 2.35 2.20 2.06 2.41 3.06 3.12 3.08 

Transport & Storage 2.32 2.39 2.95 2.87 2.46 2.20 0.84 1.75 

Consumer Credit 0.00 3.42 
 3.50 3.70 3.91 4.34 4.32 3.75 

Other 23.31 14.84 10.85 11.91 12.53 13.16 14.95 14.05
 

Total 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
 

/a Includes commercial banks, finance companies and merchant banks 
Source: Bank Negara Malaysia. 

*This table comes from Lessons of Financial Liberalization in Asia by Yoon-Je Cho
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Malaysia Table 6*
 

Stock Market Profile
 

MALAYSIA
 

1980 1981 1982 1983 1984 1985 1986 1987 1988 

A. NUMBER OF LISTED COMPANIES 
Kuala Luipur Stock Exchange 182 187 194 204 217 222 223 232 238 

B. MARKET CAPITALIZATION 
1) In Ringgit 
2) In US Dollars 

27,548 

12,395 

34,307 
15,300 

32,273 
13,903 

53,309 
22,798 

47,048 

19,401 

39,380 
16,229 

39,214 

15,066 

46,106 

18,531 

63,183 
23,318 

C. TRADING VALUE 

1) In Ringgit 

2) In US Dollars 

3) Turnover Raito 

5,600 

2,572 

20.3 

8,059 

3,498 

23.5 

3,251 

1,392 

10.1 

7,887 

3,398 

14.8 

5,218 

2,226 

11.1 

S,799 
2,335 

14.7 

3,046 

1,180 

7.8 

9,647 

3,829 

20.9 

6,858 

2,623 

10.9 

D. LOCAL INDEX 
1) KLSE Composite Index (Jan, 1977-100) 

2) Chonge in Index (M) 

366.7 

78.4 

300.8 

3.8 

291.4 

-23.5 

401.6 

37.8 

303.6 

-24.4 

233.5 

-23.1 

252.4 

3.1 

261.2 

3.5 

357.4 

36.8 

E. EMERGING MARKETS DATA BASE 

1) Number of Stocks in ENDB Sample 

2) ENDB Share of Market Cap.(X) 
3) EMDB P/E Ratio 

4) EMDB P/BV Ratio 
5) EMDB Dividend Yield X) 

6) ENDB Tctal Returns Index (Dec.84-100) 

7) Change in EMDB Index X) 

-

-

-

-

-

. -

-

-

-

-

-

-

40 

49.1 

25.7 

2.4 

-

100.0 

-

40 

54.6 

19.4 

1.9 
1.3 

86.1 

-13.9 

40 

63.8 

32.7 

2.3 
2.9 

96.4 

11.9 

40 

53.9 

30.7 

2.1 

2.4 

97.9 

1.6 

82 

79.8 

24.1 

2.6 
2.0 

126.5 

29.2 

F. ECONOMIC DATA 
1) Gross Domestic Product (In US S) 

2) Consumer PL ice Index (1980-100) 

3) Exchange Rates (End of Period) 

4) Exchange Rates (Average of Period) 

24,488 

100.0 

2.2224 

2.1769 

25,006 

110.0 

2.2423 

2.3041 

26,796 

116.0 

2.3213 

2.3354 

29,969 

120.0 

2.3383 

2.3212 

33,944 

125.0 

2.4250 

2.3436 

31,231 

126.0 

2.4265 

2.4830 

27,580 

126.0 

2.6000 

2.5800 

31,231 

128.0 

2.4880 

2.5196 

33,729 

130.8 

2.7100 

2.6147 
.. . . . .. . .. . .. . . . .. . . . 

Data for ataysian-Incorporated companies only 
Estimated 
Currency amounts in millions. 

- not available. 
*This table comes from IFC Emerging Stock Market Factbook 1989, p.102 

. . . ° . . . ..------------------------------------------------------------------------------------------



...... PAKISTN_.ABLE * 

PAKISTAN Tab1. : MARKET SHARE BY 
(Percentage) 

TYPE OF BANK 

1975 1980 1986 
Annual Growth 

(1975-86) 

Domestic Deposits (Rs billion) 29 72 181 18.4 

Market Share (M) 
- NCB's 
- Foreign 
- SpeciaLized 

91, 
7 
2 

100 

90 
8 
2 

100 

88 
11 
1 

100 

17.1 
23.5 
13.5 

Domestic Loans (Rs billion) 25 56 160 18.4 

Market Share (M) 
- NCB's 
- Foreign 
- Specialized 

88 
8 
9 

100 

82 
11 

7 

L0 

78 
11 
LL 

100 

17.7 
22.0 
21.5 

Source: SBP Quarterly Bulletins. 

*This table cres fom Wbrld Bank Report'#7049-PAK, p.140 



PAKISTAN TABLE 2* 
Table PAKISTA~t Mosira! aid Real Interest Rates/ Rates of Return 

an lank 0eojits and MSS Instruseets: Early 1980s 
(ir. percent per innum) 

Annual Average 6routh 

Interest 
.. 

Rates$ 
. - .................................... 

196. 193 1984 1M5 1986 
P;te lrinq the Early 

1480s 
.--- - ------------.---------------- .--.----- , ----

A.DOai Deposits: 17.26 
1.Fixed Deposits 9.70 %b 

a.For six axiths and over but ( I year 
Noinal Rates (be4ore lakatl 9.50 9.50 9.50 9.50 9.50 
Noaimal Rates lafter likat) 7.00 7.00 7.00 1.00 7.00 
After-lakat real rate -3.00 2.52 -1.36 -0.16 2.17 

b. for 3 years and over but ( 4 years 
Mooimal Rates (before lZkat) 11.75 11.75 11.75 11.75 11.75 
Majial Rates lafter Zakit) 9.25 9.25 9.25 9.25 9.25 
After-lakat real rite -0.75 4.77 O.b 1.79 4.42 

3. PtS k)posit Accounts 47.68 Ic 
a.For six inths and over but ( I year 

N inal Rates (before lakitl 10.94 10.62 9.51 10.93 9.76 
NMiacul Rate after Zakat) 8.44 8.12 7.01 8.43 7.26 
After-Zakit real rate -1.5U 3.64 -1.35 0.97 2.43 

I. MSS lnstrients: 39.04
 
Kh;,as Deposit kc.ICertificates II 61.68 

Nomial Rates (before Zakat 15.00 15.00 15.00 15.0 15.00 
Nominal Rates lafter lakat) 12.50 12.50 12.50 12.50 12.50 
After-huat real rate 2.50 ' 8.0' 4.14 5.04 7.67 

Defence Saving Certificates 44.00 
inaimal Rates (before lakat) Ia 12.00 12.00 12.00 12.00 12.00 

Nocimal Rates lter lkait) 9.50 9.50 9.50 9.50 9.50 
Afker-Zakat real rate -0.50 5.02 1.14 2.04 4.67 

KeMa Itee: 
Annual Average late of JIflitiot 10.00 4.48 8.36 7.46 4.63 

(based o ChlP 

# As i Jane 30. 
.I Noinal interest rates refer to the statutory rates, and they do sat reflect 

effects 4ue to compounding. They are also not adjusted for the iacoe tax in 
In the case of bank deprits. 

II MICs carry a 1,71 interest during the last 6 months of the 3-year statutory maturity 
period.


/a Maoinal interest rate, if DSC is held for oe w two years. If OSC is held for three years, 
thee the investor can also benefit fro a special incate tax rebate. This raises 
the notial effeitive yield to 231 1 before-l.kat I. 

A This is the growtk rate of fixed iiterest accounts in the early 19805, prior 
to July 1985.
 

It Refers to the 1902-1995 period. Since July 1985, all nee iccousts are opened an 
fLS basis. 

Source: State Bank of Pakistas 

fThis table ccuems fran World Bank Report #7049-PAK, p.29 



Pakistan Table 3* 

PAKISTAN 

1980 1981 1982 1983 1984 1985 1986 1987 1988 
-------------------------------. . . . o.. ..-------------------------------------------------------------------------------------

A. Number of Listed Companies 

Karachi Stock Exchange Ltd. 314 311 326 327 347 362 361 379 404 

B. Market Capitalization 
1) In Rupees 6,361 8,554 11,267 15,201 18,834 21,900 29,491 34,300 45,508 
2) In US Dollars 643 864 877 1,126 1,226 1,370 1,710 1,960 2,460 

C. Trading Value 
1) In Rupees - - - 2,523 3,757 2,583 2,813 3,181 
2) In US Dollars - 180 236 155 162 177 
3) Turnover Ratio - - - 14.2 16.9 8.8 8.2 7.0 

D. Local Index 
1) SBP Index (1980-1981100) 94.0 99.4 114.8 148.3 168.3 166.5 199.9 228.4 262.7 
2) Change in Index (%) -16.8 5.7 15.5 29.2 13.5 -1.1 20.1 14.3 15.0 

E. Emerging Markets Data Base 
1) Number of Stocks in EMDB Sample - - - 52 52 52 51 50 
2) EMOB Share of Market Cap.(%) - - - - 40.6 42.6 38.0 32.9 33.3 
3) EM B P/E Ratio - - - - - 8.2 6.8 9.4 
4) EMOB P/BV Ratio - - - - - 1.9 1.7 1.7 
5) EMOB Dividend Yield MX) - - 6.7 8.2 6.5 7.9 
6) EMDB Total Returns Index (Dec.84=100) - 100.0 117.8 142.3 151.8 174.0 
7) Change in EMDB Index (X) - 17.8 20.8 6.7 14.6 

F. Economic Data 
1) Gross Domestic Product (in USS) 23,690 28,077 27,165 27,610 29,773 30,008 32,864 34,953 36,980 a 
2) Consumzer Price Index (1980=100) 100.0 112.0 119.0 126.0 134.0 141.0 146.0 153.0 164.3 a 
3) Exchange Rates (End of Period) 9.9000 9.9000 12.8400 13.5000 15.3600 15.9800 17,2500 17.5000 18.5000 
4) Exchange Rates (Average 9.9000 9.9000 11.8475 13.1170 14.0463 15.9284 16.6480 17.3990 17.9594 

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

a Estimated 
Currency amounts inmiltions. 

- not available. 
*This table comes from IFC Emerging Stock Market Factbook 1989, p.114 



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

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

TKEY TABLE 1"
 
Turkel - Financial Sector Adjustment Loan 

key Financial Sector Indicators 

Target Range 
Inlnitars (1990-91) 

A.Relating to Financial Policies
 

I.M2/GDP 	 301-351
 

2. Rate of growth of deposits 	 Greater than Inflation
 

rate
 

3. Deposit rates Positive
 
inreal terms a/
 

4.Lending rates (Non-preferential) 	 International levels
 

5. Lending rates (Preferential I Positive
 
inreal teres hi
 

6. Ratio of total preferential credit/ Total credit cl 	 Gradual Decline 

7.Ratio of preferential credit to Decline to zero
 

productive sectors/ Total credit d/
 

I.Relating to the banking system
 

1.Intermediation virgins ( inpercent of assets 1 	 31 - 51
 
2.Cost of reserve t liquidity requirements (ispercent of deposit base) 51 -61 
3.Average level of non-performing loans (as percent of assets) 	 Under 5Z
 
4.Ratio of provisions for non-performing loans
 
( as percent of portfolio ) 22
 

C. Relating to capital markets
 

I.Level of corporate bond issues 50? increase annually
 
inreal ties
 

2.Trade volume inthe stock exchange Double each yeer
 
inreal ties
 

3.Average return on equity holding Ekual to return
 
on time deposits
 

4.Voluge of interbank transwtions 	 301 increase each year
 

inreal terms
 
5. Volume of transactions inthe Double each year
 

secondary market for Govt. securities inreal terms
 
-

a/ * Positive' in real terms ' means that deposit rite ceilings set by the Centra! Bank should
 
be higher than the rate of inflation as measured by the change inthe NPI during
 
the preceding 12 months.
 

hi * 	Positive inreal terms mmeans interest rates set to result Inan effectii. Dst to the 
borrower higher than the relevant index calculated according to the 
method described in the Attachment to this Annex. 

c/ a 	Preferential Credit ' defined as credit made available itan interest rite which would 
result inineffective cost to the borrower 1'wer thin the inflation rate as measured 
by the change inthe WPI during the preceding 12 months. 

" 
di	 Productive Sectori ' mean agriculture, industry, mining, tourism and trade. 

'lids table cares fran World Bank Report #6095-TU, p.73
 



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

Turkey Table 2*
 

Composition of the Banking System
 

1980 
 1986
 
Share 
 Share
 

Number Number in 
 Number NSmber 
 in
 
of of Total of of Total
 

Institutions 
 Branches 	 Assets Institutions Branches Assets 
(in ) (on X) 

------------------ I--------------------------------------------------------------------------------------------
1. Public Banks 13 2.469 51.5 	 12 2.732 
 50.1
 

2. Private Domestic Banks 26 3.380 
 45.7 26 3.499 46.2
 

of which
 

2.1 Development Banks 2 	 6 
 3.1 	 2 6 
 2.1
 

2.2 Commercial Banks 24 3.374 42.6 
 24 3.493 44.1 

3. Private Foreign Banks 4 	 105 2.8 18 
 117 3.7
 

4. Total 	 43 5.954 100.0 56 6.348 100.0
 
. . .. . . . . . . .. . . . ... . . .. . . . .. . ..------------------------------------------------------------------------------------------------
Source: Banks' Association of Turkey
 
*This table comes 	from World Bank Report #P-4784-Tu, p.43 

Turkey Table 3*
 

Public Issues of Securities 

(amounts in TL billions)
 
......... 
 -o... ... °...................... ..........................
 

1983 
 1984 1985
 

No. Amt. 	 No. Amt. No. Amt. 
......... o 	 - .........
........... 
 .....
................................
 
Corp. Equities 
 130 35 121 64 175 76
 
Corp. Bonds 54 16 26 11 43 32
 
Govt. Revenue Bonds  - 1 10 2 140
 
........... 
 ...........
.......... ............. 
 .... ..... ........... ....
 

Source: Capital Markets Board
 
*This table comes from World Bank Report #6095-TU, p.45
 



TUJRKEY TABLE 4* SIJCK MARKET 

TURKEY
1901961 
 1982 1983 
 1984 


A. NUMBER OF USTED COMPANIESISW. 	 1987
CWStock Emr. 
8. 	MARKET CAPITALIZATION 


1) inLUn 


2) InUS olke93 

1) In uim 

2) 	nUSDo lt m3) Turnove Riatio 
D. LOCAL IN E X 


1) lSl Index(. 108&10)

2) Chisme InIndex (%) 

E. EMERGING MARKETS DATA BASE1) Number of Stocks inEMOB Sample2) EMOB Shm of M t Cap. 

3) 	 EMDO P/E Ratio4) EM F/B15) 	 EMOB DOdnd Yield (%) .6) EMOB TotaJ Returns Inde(ec.bio )o7) Change InEMDB Index 	 . 

F. ECONOIC DATA"" .~ 

1) Gross Domestic Product (inUS 8) 66l1 57.566 53.0312) Consum Price indax (1980.100) 100.0 	 51.149 49.6W8137.03) x flte RAW (End of he) 	 179.0 238.0 352
921500 16200 
 28om4) Exchange Rites (Avoeige of Pilod) 	
1.5 444.740076.80 111.2190 .162.5530 
 225.4570 36680 


'In 198. INtIstanibul stock Exchnge WAS rurAn*Ke 
 with ASeNIo MOW aet stocks.SEstimated oad for actIvely U&M~e 
Currency amounts in milims. 
- nut avallableL 

This table fran 1EC Eerging Stock Market Factbook 1989, p.134 

PROFILE 

198 


" 

52.703 
511.0 

576.0 

1986
 

40 


708.801 

8.703 
13 

12 


1 


170.9 
-

14 

39.9 

4.34 


1.9 
1%)O. 

57396 

688 


37.n0 

674.5100 

5O 

3.181.715 

3.21 

98.701 

115 

3.1 

. 

673.0 
293.91.4 

23.. 
14 


44 


19 


3530
353.0 
5 .

67.125 
965.0 

287.0M 
0 

1lIo 

50
 

2.0u8.0O0 

1.135 

142.867 
101
 

7.0 
. 

373.9 

14
 
47.2 

2atio.6
 
1.2
 

12. 
-3.2-36.6 

3 	 .
 

71.=2b 
1.671.36b 

IM5.io 
1.41.1965 

0 
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Section V. - POTENTIAL ROLE OF EXPORT-IMPORT BANKS AND THE
 
MULTILATERAL INVESTMENT GUARANTEE AGENCY
 

The following information and opinions come from various
 
references cited at the end of this section as well as interviews
 
with knowledgeable professionals.
 

1. 	 Summary of Possible Sources of Funds, Guarantees and Insurance
 
from EXIM Banks and MIGA
 

1.. Most industrialized countries have established national
 
agencies such as the U.S. Exim bank, the Japan Exim Bank, the
 
United Kingdom's Export Credit Guarantee Department (ECGD), or
 
France's Comapgnie Francaise d'Assurance pour le Commerre Exterieur
 
(COFACE) to encourage the financing of the nation's exports.
 

1.2 Power projects are very capital intensive investments, as such
 
developed countries' Exim banks can potentially assist the
 
developing countries' energy corporations in obtaining the
 
necessary equipment by providing either direct loans or some forms
 
of repayment guarantee. For example, the Japanese Exim 3ank has
 
lent money to Thailand's electric power corporation, EGAT, for the
 
purchase of Japanese electric generators. Ideally, the loans
 
should be long-term (minimum five years) and on a fixed rate basis.
 

1.3 	 Power projects have significant political risks due to:
 

Government controls on both the input and output prices.
 

The history of government actions to hold down rates to
 
achieve political objectives.
 

The history of government actions to maintain employment
 
even if workers are not really needed.
 

1.4 The U.S. Ex-Im Bank's policy is to seriously consider a.'l
 
propused projects including non-recourse BOT/BOO project
 
financings. It is recognized that these and other limited recourse
 
project financing approaches could promote private sector activity
 
in LDC's. However, to date the U.S. Ex-Im Bank has not been
 
involved in any BOO/BOT projects due to concerns over project risks
 
and creditworthness. In general, if the host government is in
 
pretty much total control of the project then Ex-Im banks view a
 
sovereign guarantee of debt is being appropriate.
 

In the past Ex-Im has been involved extensively in financing
 
the export of U.S. electric generating equipment. In most cases
 
the purchasers have been government entities and the financings
 
have received a sovereign guarantee. In some cases (ie. Korean
 
Electric Power and others) private power companies have received
 
financing or guarantees also with a host government sovereign
 
guarantee. In a few cases (for example, Hong Kong Electric)
 
private power companies have received financing without government
 
guarantees. In such cases the private power company must be
 
clearly creditworthy.
 

'7 



1.5 It is conceivable that a BOO/BOT project could be financed
 
without a sovereign guarantee if:
 

Tariff and power purchase agreements are clearly adequate
 
to cover debt service.
 

• 	 A substantial portion of financing is equity.
 
• 	 Sponsors are experienced and reputable.
 
• 	 The builder is a world class contractor.
 
* 	 Someone, for example the builder, provides a completion
 

guarantee.
 
The LDC government gives adequate assurances against

political risks including expropriation, currency

convertibility restrictions, civil unrest, etc.
 

1.6 International energy/power development is a politically
 
sensitive and financially risky undertaking. Thus, in order to
 
ensure a smooth running of LDC projects from the initial planning
 
to the actual operation, participation by multilateral agencies
 
(e.g. World Bank, regional development banks, and MIGA, etc) is
 
frequently desirable. Often times international investors/lenders
 
are concerned about the political risks involved, i.e.,
 
nationalization, expropriation or intervention. In this regard,

MIGA can play a crucial role not only in providing the appropriate
 
guarantee or insurance for the equity investment or loan, it can
 
further act as the intermediator whenever when conflicts arises.
 
Mobt important, the participation of MIGA will boost the
 
credibility of the project, which in turn may raise the confidence
 
of international investors/lenders and attract additional
 
private/commercial funding.
 

1.7 In addition, MIGA's breach of contract coverage is of special
 
importance to investors under production and profit-sharing
 
agreements or in "build, operate and transfer" (BOT) contracts.
 
Basically, BOT is a variant of a turnkey contract where a
 
construction syndicate delivers a plant (e.g., a powe: plant),
 
retains ownership of it and operates it for a specified period,
 
after which it transfers ownership to a host government agency.
 
In essence, the construction syndicate recoups its investment from
 
the sale contract with the host government or a state-owned utility
 
company. In this example, MIGA conceivably could cover the
 
construction syndicate's rights in the sale contract. Moreover,
 
the fact that investors can on a case-by-case basis negotiate with
 
MIGA is particularly suitable for comlex energy projects such as
 
BOT contracts.
 

1.8 The collaborative efforts among the World Bank, MIGA and Exim
 
banks in providing support for the developing countries' power
 
projects will greatly enhance the developing countries' chances in
 
obtaining the essential capital from the private/commercial
 
lenders. On the other hand, through the mechanism of co-financing,
 
the overall capacity of the developing country to repay the
 
external borrowings is indirectly improved.
 

2
 



2. U.S. Export & Import Bank (EXIM)
 

2.1 History and Mission of U.S. ExiM Bank
 

2.1.1 History
 

U.S. Eximbank was founded in 1934 to stimulate foreign trade
 
during the Great Depression. Since then, Eximbank has supported

nearly $200 billion in U.S. exports through a variety of loan,

guarantee, and insurance programs. Over the years, Eximbank has
 
played a critical role in American exports of large projects and 
equipment -- such as power plants, mining equipment, commercial 
aircraft and pipelines -- as well as smaller manufactured goods 
raw materials, and services. 

These programs have provided valuable support for small and
 
mid 	size firms that previously could not enter the exporting arena
 
for 	financial or other reasons. In particular, Eximbank has helped
 
new exporters to break into foreign markets by assisting in
 
financing where commercial banks would not finance on their own.
 
More importantly, it has helped established exporters to sustain
 
their overseas markets in the midst of international financial
 
uncertainties and intense foreign competition.
 

2.1.2 Mission
 

U.S. Eximbank supplements and encourages, and does not compete

with, commercial financing. By neutralizing the effect of export

credit subsidies from other governments and by absorbing risks that
 
the private sector will not accept, Eximbank enables U.S. exporters

to compete effectively in overseas markets on the basis of price,

performance, delivery and services. To achieve its export finance
 
mission, Eximbank has authority to provide loans, guarantees and
 
insurance.
 

2.2 	EXIM's Institutional Structure, Capital and Financing
 
operations

2
 

2.2.1 Institutional Structure
 

Eximbank is an independent, corporate agency of the U.S.
 
Government, chartered by Congress. Eximbank's organizational

structure is designed to provide easy access to and administration
 
of its programs. The bank is divided into the following sections:
 

The Export Finance Group administers the Bank's loan,
 
guarantee and insurance progrars. The four geographic area
 
divisions administer the Bank's medium and long-term lending and
 
quarantee activities.
 

1 For more details, see "Export-Import Bank of the U.S.," by 
U.S. Export & Import Bank.
 

2 Ibid
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The Engineering Division evaluates the technical feasibility
 
of proposed projects and monitors projects in progress.
 

The United States Division is responsible for loans and
 
guarantees to U.S. borrowers, specifically, the Working Capital
 
Guarantee Program.
 

The Insurance Division is responsible for the Bank's export
 
credit insurance programs.
 

The Claims and Recoveries Division processes claims filed
 
under the Bank's guarantee and insurance programs and is
 
responsible for collections and recoveries.
 

2.2.2 Capital
 

Eximbank has capital provided by the U.S. Treasury in 1945.
 
Although it does not receive appropriations for its normal
 
operations, Exim bank's annual authorization ceilings are set by
 
Congress. It receives funds from repayments of principal on
 
outstanding loans, interest and fees charged for its services and
 
recoveries on previous claims payments. It also borrows funds,
 
principally from the U.S. Treasury and the Federal Financing Bank.
 

2.3 Scope of Financing Program3
 

The Eximbank facilitates the exportation of U.S. goods and
 
services by small and mid size firms. Eximbank extends direct loans
 
to foreign buyers of U.S. exports and intermediary loans to fund
 
responsible parties that extend loans to the foreign buyers.
 

Programs of particular interest to small and mid size companies
 
fall into two categories: pre-export and post-export assistance.
 

2.3.1 Pre-Export Assistance
 

Eximrank's Working Capital Guarantee assists small and mid
 
size companies in obtaining funding for export-related activities.
 
Such pre-export financing is key to thinly capitalized firms that
 
need working capital to market and sell effectively overseas.
 

The Working Capital program guarantees repayment to eligible
 
private or public lenders that would otherwise be unable or
 
unwilling to extend financing to ventures in unknown markets and
 
potentially risky environments. Eximbank will also guarantee
 
payments on cross-border or international leases structured as
 
either operating or finance leases. Notes covered by Eximbank's
 
guarantee may be freely transferred. Guarantee is available for
 
fixed or floating rate export loans in dollars or convertible
 
foreign currencies.
 

3 This section based largely on Tinsley, "The New & Improved
 

Eximbank," Small Business Report, Nov 1988.
 

4 



Eximbank's guarantee covers up to 90 percent of the loan
 
amount, with the lender at risk for the remaining 10 percent. For
 
transaction-specific loans, repayment schedules typically are 12
 
months or less. In the case of a line of credit, Eximbank usually
 
grants an availability period of 12 months, renewable on an annual.
 
basis.
 

As a rule, loans provided under the Working Capital Guarantee
 
program must be fully secured. Eximbank will consider many types

of collateral, provided these are fairly liquid. Common forms of
 
acceptable collateral include inventory, short-term receivables and
 
marketable securities. Eximbank allows the guaranteed lender to
 
disburse funds against 90 percent of the assessed collateral value
 
of the pledged security.
 

2.3.2 Post-Export Assistance
 

For companies currently exporting, Eximbank offers medium-term
 
(one to five years) and long-term (more than five years) fixed-rate
 
loans and loan guarantees. These programs require the buyer to
 
make a minimum 15 percent cash payment, with Eximbank covering a
 
maximum 85 percent of the contract price.
 

There are two types of fixed rate loan programs: 1) direct
 
loans to foreign buyers of U.S. exports; and 2) intermediary loans
 
to fund responsible parties who "re-lend" the funds to the foreign

buyer. Tht'se programs allow U.S. dollar-denominated, fixed-rate
 
loans to be made to a foreign buyer at the lowest permissible

interest rate specified by the OECD.
 

With one exception, Eximbank will provide a direct loan to a
 
foreign buyer only when there is evidence of "foreign officially

supported and subsidized competition". The exception is any

transaction involving both a small exporter, as defined by Small
 
Business Administration guidelines, and a loan amount of $2.5
 
million or less.
 

Intermediary loans are principally intended to fund medium
term transactions of up to $10 million. As with direct loans,
 
government supported and subsidized foreign competition must exist.
 
The exception again applies in cases of transactions of no more
 
than $2.5 million involving a smill exporter.
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2.3.3 Repayment Guarantees
 

Eximbank will guarantee to a private or public lender that
 
loans made to a foreign purchaser (i.e., importer) will be repaid.

The guarantee may be combined with an intermediary loan or obtained
 
separately. It may be a comprehensive guarantee covering both
 
political and commercial risks, or it may cover political risks
 
only.
 

Political risks include war, revolution, insurrection,

government intervention, expropriation, cancellation of export or

import license, and inconvertibility of foreign exchange.

Commercial 
risks are all other risks, including bankruptcy,

insolvency of the purchaser, and protracted default.
 

Eximbank's comprehensive guarantee covers 100 percent of
 
political risks and most of the commercial risks. A small portion

of the commercial risk is assumed either by the lender or passed

on to the exporter in the form of a counter-guarantee to Eximbank.
 
Interest is at the U.S. Treasury rate plus 1% or the rate on the
 
loan, whichever is lower.
 

Maximum repayment periods for both guarantees and direct loans
 
can extend from two years for loans under $50,000 to a maximum of

five years for medium-term loans in excess of $200,000 to over
 
seven years but usually not exceeding 10 years for long-term loans.
 
Fees are risk-based depending on the repayment term, the type of
 
issuing bank and the country that receives the exports.
 

Under the guarantee program, the exporter's bank must certify

that it would not make a loan without a guarantee. The Eximbank
 
looks *o the exporter rather than the foreign customer for

reasonable assurance of repayment. The exporter 
receives the

needed working capital and its commercial bank obtains protection

against default.
 

2.3.4 Foreign Credit Insurance Association FCIA)
 

The FCIA is an association of private insurars, such as The

Hartford Insurance Group, Liberty Mutual, The Traveler's and

American Credit Indemnity. It works as an agent for the Eximbank

and guarantees payment for goods shipped to less stable countries.
 

FCIA (headquartered in New York City with branch offices in

Chicago, Houston, Los Angeles and Miami) offers U.S. exporters and
 
U.S.-based financial institutions insurance that provides

protection against political and commercial risk of nonpayment on
 
export credit transactions. With FCIA protection against

nonpayment, the exporter is often able to obtain more attractive
 
financing terms from his commercial lender and also offer more
 
competitive credit terms to his for(.ign cnstomer.
 

FCIA has numerous insurance policies which are tailored to

fit most of the export community's trade fin-Unce needs. For
 
instance, FCIA insurance may be obtained for export sales, leasing
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of equipment, and consignments in foreign markets. As with
 
Eximbank guarantees, the insurance coverage may be comprehensive
 
or limited to political risk only. FCIA handles all short-term (up

to 180 days) export credit business whereas Eximbank does not offer
 
support for this market. Moreover, FCIA offers coverage for medium
term (181 days to five years) export sales.
 

In addition, the "New-to-Export" policy, is of particular

interest to inexperienced exporters. It provides coverage for
 
short-term expDrt sales by small firms whose average annual export
 
revenues have been less than $750,000 over the last two years, or
 
by companies that are just beginning to export. FCIA insurance may

be combined with or used to supplement Eximbank's Working Capital

Guarantee and intermediary loan programs.
 

2.3.5 Eligible Investor
 

The bank's policies are coordinated with overall U.S.
 
gcvernment foreign and economic policy objectives. Eximbank does 
not normally support sales of goods and services to most Marxist-

Leninist countries. To be eligible for Eximbank's support, goods
 
or services exported must have at least 50 pe.:cent U.S. content
 
and valued at either cost or market value, whichever is lower.
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3. JAPAN'S EXPORT-IMPORT BANK (JEXIM) 

3.1 History and Role of JEXIM
 

3.1.1 History
 

Jexim was established in 1950 to pr orte Japanese exports.

Exim began making direct loans to develop ig countries in 1959,

but it was not until the early 1970s that a strict demarcation was
 
introduced between the bank and Japan's Overseas Economic
 
Cooperation Fund (OECF) which provides all soft loans with a grant

element of 25% or more, which qualify as official aid. Exim lends
 
on harder terms at or near the long-term prime rate which is
 
currently 5.7%, compared with 3% for OECF.
 

However, in recent years, its work of financing the country's

sales abroad has dwindled as the government has sought to deflect
 
international criticism of Japan's huge external surplus.
 

3.1.2 Role of Japan's Eximbank
 

Jexim has long been more than an export-credit agency. It
 
provides import credits to Japanese companies and since 1983, loans
 
for the development of energy and natural resources for export to
 
Japan. Jexim also makes loans to foreign governments to finance
 
their capital contributions to joint ventures with Japanese firms
 
and a variety of operations unmatched by similar agencies.
 

As President of Jexim, Takashi Tanaka, calls it "a total
service financial institution dedicated to encouraging the flow of
 
private-sector funds".
 

3.2 J2XIM's Institutional Structure and Capital
 

3.2.1 Institutional Structure
 

Jexim is directly under the supervision of the Ministry of
 
Finance. Jexim's president traditionally comes from the ministry,

and the deputy is appointed from the central bank. As a bank, it
 
still has to assess the credit-worthiness of the borrower and is
 
ultimately responsible to parliament.
 

3.2.2 Capital
 

r-st of the funding comes from the postal-savings system

through the Ministry of Finance's (MOF) Trust Fund Bureau, though

Jexim intends to raise an increasing amount of capital abroad.
 

3.3 Financing Operation
 

Recently, Japan's Exim Bank has moved towards the center of
 
the country's efforts to recycle its current account surplus.

Indeed, Jexim has been given the task of making untied loans "in
 
parallel" with the IMF in support of developing countries'
 
structural-adjustment programmes. In past co-financing of projects
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with the World Bank, Jexim has not lent more than the amount 
offered by the World Bank. Jexim is not expecting the parallel 
financing to do much more than supplement its main recycling
 
activity of providing untied loans to governments of developing
 
countries.
 

Jexim channels aid through governments or state banks and is
 
handling 9 billion of Japan's 20 billion extra recycling program
 
of aid to strapped LDCs. The untied loans provide foreign
 
governments and public financial institutions with funds for use
 
in projects that are nc: tied to specific imports from Japan. The
 
loans are quick-disl-ursing with very long maturities, and are made
 
at or slightly b'....i market interest rates. However, untied lending
 
is just one of the four ways Jexim finances Third World's projects.
 
The other three are export credits (not guarantees), import credits
 
and finance to help Japanese corporations invest directly abroad
 
(in joint ventures). In addition, Jexim is now studying ways to
 
lend money to foreign (or Japanese subsidiary) exporters to Japan.
 
Up to now it has only helped Third World goods into Japan by
 
financing the importer.
 

Of Japanese overseas investment (public and private), East
 
Asia gets 20%. Most goes to China, Hong Kong and Taiwan; only 5%
 
goes to the ASEAN six. However, $2 billion dollars has been
 
earmarked for the ASEAN-Japan Development Fund (AJDF) for direct
 
investment that goes to the ASEAN SIX. This amount is more than
 
Japan has invested in West Germany or China over the past 36 years.
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4. MULTILATERAL INVESTMENT GUARANTEE AGENCY (MIGA)
4
 

4.1 History of MIGA and Market Niches
 

4.1.1 Summary of Important Relative To Private Power Projects
 

• 	 MIGA has received at least one BOT/BOO project proposal
 
and will consider it.
 

If the host government is involved in the project MIGA
 
would prefer that they not have a controlling interest.
 

Before MIGA will consider issuing political risk
 
insurance a country must have signed and ratitied the
 
MIGA convention and their proportional capital
 
contribution.
 

Before issuing insurance MiGA would have to be confident
 
that the country would have the ability to make required

foreign currency payments under power purchase or
 
currency convertibility agreements.
 

The present limits on MIGA coverage are $50 million per

project and $150 million per country. However MIGA can,
 
and has, worked with other agencies such as OPIC and the
 
Export Development Agency of Canada to insure larger
 
projects.
 

MIGA 	could guarantee any of the following:
 

* 	 Equity investments
 
* 	 Loans -o project 
* 	 Loan Guarantees 
* 	 Technical assistance fees 
* 	 Lease:s (possilly) 

The risks MIGA might cover include:
 

Restrictions on transferring funds out of the
 
country including currency convertibility problems
 

* 	 Expropriation
 
* 	 War and Civil Disturbance
 
* 	 Breach of Contract on the part of the host
 

government.
 

At present MIGA requires a company to pursue arbitration
 
on any dispute with a sovereign government pursuant to
 
the agreement before MIGA will pay a claim.
 

4 The content of th4.s section is extracted mainly from "MIGA's
 
Investment Guarantee Program," MIGA's General Information Booklet.
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4.1.2 History
 

MIGA was established on 1988 as the newest member of the World
 
Bank Group. MIGA's purpose is to encourage equity investment and
 
other forms of foreign direct investment in developing countries
 
by alleviating investors' concerns about non-commercial risks.
 

MIGA carries out its mandate through investment guarantee

operations, provision of advice and technical assistance to
 
governments of developing countries, and facilitation of
 
consultation on investment policies and programs among member
 
governments and between them and the international business
 
community. MIGA's guarantee operations and advisory and
 
consultative activities are designed to be mutually supportive.
 

4.1.3 .1arketNiches
 

MIGA supplements and complements existing investment insurance
 
underwriters. It expands the available insurance capacity and the
 
raige of protection offered. MIGA offers unusually complete
 
coverage of contractual forms of investment. It has innovated in
 
designing coverage of breach of contract by host governments. MIGA
 
expects to offer transfer risk protection in countries where some
 
other insurers have suspended coverage.
 

Multi-national syndicates of investors may find it more
 
convenient to obtain protection from MIGA than by dealing with
 
several different national agencies. Developing country businessmen
 
with investment opportunities in other developing countries have
 
no practical alternative to MIGA for most of their investment
 
insurance needs.
 

MIGA's initial limited financial capacity may required a
 
pooling of coverage of large investment between MIGA and national
 
and/or private insurers. Whether as sole underwriter or co-insurer, 
MIGA's participation enhances confidence that the investor's rights

will be respected by the host country. This advantage is inherent
 
in MWGA~s natore as a voluntary association of developing and
 
r-veloped countries, sharing financial risks in its guarantee

business.
 

4.2 MIGA's Institutional Structure, Capital and Guarantee Capacity
 

4.2.1 Institutional Structure
 

MIGA is an international organization established, funded and
 
controlled by member governments. It is both legally a
financlaily independent of the World Bank and any other institution
 
but it cooperates closely with the Bank and IFC.
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MIGA's struc".ure is similar to that of a corporation. Its
 
financial resources are provided by its member countries in the
 
form of share capital. Membership is open, on a voluntary basis,
 
to all member states of the World Bank and Switzerland.
 

4.2.2 Capital
 

MIGA was initially set up by a group of 42 member countrl.es
 
1hat subscribed 63% of the Agency's authorized capital of
 
US$l,082,000,000. The capital will be fully subscribed if all
 
potential member join. Each member must subscribe its shares of
 
MIGA capital stock in proportion to the size of its economy, as
 
reflected in its share allocation in the World Bank. Thus
 
developing as well as developed member countries have a financial
 
interest in MIGA's avoidance of underwriting losses. This common
 
self-interest reinforces MIGA's ability to avert actions by host
 
governments that might cause an insured loss by an investor.
 

4.2.3 Guarantee Capacity
 

Generally, MIGA does not allocate more than five percent of
 
its overall guarantee capacity to cover any one investment. As of
 
October 21, 1988, MIGA's guarantee capacity was slightly above US$1
 
billion. Thus in the beginning, guarantees of a single investment
 
should not exceed US$50 million.
 

4.2.4 Sponsorship Facility
 

In addition to issuing guarantees on account of its share
 
capital, MIGA is authorized to underwrite additional investments
 
that individual member cou:tries wish to sponsor. In these cases,
 
MIGA acts as administrator of a separate sponsorship account.
 
Revenues from sponsorship operations are accumulated in a sponsor
 
trust fund and kept separate from MIGA's own assets.
 

4.3 Scope of Guarantee Program
 

4.3.1 Eligible Xnvestor
 

To qualify for coverage by MIGA, investors must be nationals
 
of a member country other than the country in which the proposed

investment is made (host country). MIGA coverage is available to
 
foreign-owned corporations domiciled in a member country (other

than the host country), 
non-member country but 

as well as to companies established in a 
majority-owned by nationals of member 

countries. 

Eligible investor include both private individuals and 
corporations. Publicly-owned corporations qualify for coverage if
 
they operate on a commercial basis.
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4.3.2 Eligible Host Countries
 

MIGA can normally guarantee only investments that are located
 
in one of its developing member countries. Under the sponsorship

facility, MIGA can also cover investments made in its developed

member countries.
 

4.3.3 Eligible Investment
 

Three broad types of investment qualify for coverage by MIGA:
 

(a) All forms of equity investments, including project loans and
 
guarantees of loans made by equity investors. Coverage of loans
 
and guarantees is currently limited to those with mean maturities
 
of at least three years;
 

(b) "non-equity direct investments," including service contracts,
 
management contracts, franchising agreements, licensing agreements,
 
operating/lease agreements, and turnkey contracts -- all on
 
condition that (i) they have terms of at least three years, and
 
(ii) the contractor's returns substantially depend on the
 
performance of the investment project;
 

(c) medium and long-term subordinated debentures of the project

enterprise and securities for loans to the project enterprise, on
 
condition that the debentures are held and the securities are
 
provided by an equity investor or non-equity direct investor in 
the project enterprise.
 

4.3.3.1 Investment Currency and Investments in Kind 

Investments in any freely usable currency qualify for
 
coverage. Also eligible for coverage are investments in any other
 
currency that is freely convertible at the time of the underwriting
 
decision.
 

4.3.3.2 New Investment
 

MIGA only guarantee new investments. A new investment is
 
defined to include a contribution to the expansion, modernization
 
or financial restructuring of an existing enterprise or an
 
investment that facilitates the privatization of a state
 
enterprise, e.g., certain debt-for-equity swaps.
 

4.3.3.3 Portfolio Equity
 

Eligibility extends to portfolio equity investments. MIGA is
 
prepared to cover investments made by offshore funds in developing

member countries' emerging stock markets. When a fund is
 
established within the host country, MIGA may guarantee foreign
 
investors' shares in the fund itself rather than the fund's
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4.3.3.4 Debt-Equity Swaps
 

Equity resulting from a conversion of debt is, in principle,
 
eligible for coverage by MIGA.
 

4.3.4 Coverage Risks
 

MIGA offers coverage of three broadly defined types of non
commercial risk, namely:
 

(a) Transfer and Convertibility Restrictions - This coverage
 
embraces both active blockage and passive blochage. Coverage also
 
includes exchange rate discrimination, i.e., the inability to
 
convert local currency except at an exchange rate less favorable
 
than a reference rate of exchange specified in the. guarantee
 
contract.
 

(b) Expropriation and similar measures - This coverage is designed 
to broadly encompass direct, indirect and creeping expropriation. 

(c) War/Revolution/Civil Disturbance - This coverage usually
 
embraces (i) the removal, destruction or physical damage of
 
tangible assets of an investment project and (ii) a substantial
 
interference in the enterprise's business operations as a result
 
of acts of war, revolution or other organized political violence
 
designed to overthrow the host government.
 

In addition to these conventionally offered coverage, MIGA
 
also offers special breach of contract protection. It encompasses
 
losses resulting from any repudiation or breach by an entity of
 
the host government of a contract with the guarantee holder.
 

4.4 Salient Features of MIGA's Guarantees
 

4.4.1 Contract and General Conditions of Guarantee
 

The rights and obligations of insured investors and MIGA,
 
respectively, are set forth in contracts of guarantee. The
 
contracts normally refer to MIGA's General Conditions of Guarantee.
 

Investors may, on a case-by-case basis, negotiate with MIGA
 
departures from the General Conditions to tailor coverage to their
 
specific needs.
 
4.4.2 Period of Guarantee
 

MIGA offers long-term coverage with periods of guarantee
 
ranging from 3 to 15 years at the election of the investor.
 
Insurance policies may be extended up to a total of 20 years, and
 
guarantee holders are entitled to terminate the policy after the
 
initial 3 years.
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4.4.3 Amount of Guarantee
 

Guarantee contracts specify in each case an amount of 
guarantee. This amount sets the maximum compensation with MIGA 
may pay under the guarantee and it provides the basis for the 
computation of premiums. It may initially be any percentate of the 
value of the guarantee holder's contribution to the investment 
project, subject to a 90% maximum, 

4.4.4 Currency of Guarantee 

MIGA offers its guarantee in any freely usable currency or 
any other currency freely convertible at the time of the conclusion 
of the guarantee contract which the investor may choose. 
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SECTION VI. - VIEWS OF POWER SECTOR AND FINANCIAL MARKET EXPERTS
 

The following comments and views are summarized from interviews
 
with private business anti financial sector professionals. Topics
 
covered include gener:' observations regarding private power projects,
 
private power project risks, financing issues and methods, and the views
 
of potential project sponsors.
 

1. General Observations Regarding Private Power Projects
 

1.1 There are two justifications for BOO/BOT power projects. First,
 
is possibly greater operational efficiency. Second, is possibly
 
expanded sources of financing.
 

1.2 The concept of private development and ownership of power plants
 
is good in that it could encourage private initiative and greater
 
efficiency. However, in the end BOO/BOT projects can only be undertaken
 
if the public sector wants them.
 

1.3 Other private sector power initiatives are under consideration.
 
Chile is considering selling off Hydroelectric plants to private parties
 
under a debt/equity swap plan. However, establishing the currency of
 
the financing has been a problem. Also, in the late 1970's an
 
Indonesian hydro plant was financed in part based on contracts to sell
 
electricity to an aluminum smelting company. The Industrial Bank of
 
Japan could provide financial advise on this type project.
 

1.4 In addition, Turkey has talked a lot about BOT power projects but
 
has not done much. Everyone involved have run up big planning costs.
 
It would be very useful to develop "model agreements" between developers
 
and governments to streamline the project approval process.
 

1.5 The $1 billion size of the Hab river project may be too large for
 
the first BOO/BOT power project. A smaller, easier to finance project
 
would be more reasonable.
 

2. Privete Power Project Risk
 

2.1 BOT/BOO projects have had a difficult history particularly with
 
regards to risk transference.
 

2.2 The real problem and risk is whether the government will actually
 
pay. Government guarantees are direct. Take or pay contracts are
 
indirect and less secure. An important role the World Bank and other
 
multilateral organizations might play in such projects is to help
 
resolve possible conflicts.
 

2.3 Major risks on the Pakistan Hab river project are (1) WAPDA's
 
ability to live up to the power purchase agreement, (2) central bank's
 
ability to provide foreign exchange and (3) long-term political
 
stability questions.
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2.4 In the power industry politics are always extremely important.

Governments tend to want to set and keep rates at low levels.
 

2.5 As for the risks faced in a BOO 
scheme, the most probable risks
 
are 
not likely to be those connected with outright expropriations or
 
contract reneging by the government or government agencies. Rather,

they may be related more to inefficiency or environmental decay, such
 
as labor strikes, fuel supply disruptions, bottlenecks in critical part

imports, catastrophic economic and currency collapses, etc.
 

2.6 A prominent recent 
BOT project was the Cogasco pipeline in

Argentina built in 1979 to 1981 which was a disaster. Because of the
 
war with Great Britain, the Argentinean government ran out of foreign

exchange and could not pay. Legally the BOT company debt was not
 
guaranteed by the Argentinean government. In spite of the fact that

the company had a take or pay contract the government refused to pay

the tariff after two months due to technicalities. The BOT company

tired hard to get nationalized but ultimately a Dutch government agency

had to pay off lenders.
 

3.0 Financing Issues and Methods
 

To develop confidence in BOO/BOT projects you need to "learn to

walk before you run." Financing feasibility is at least as
 
important as economic feasibility. Smaller easier to finance
 
projects may be better even if unit production cost are higher.

Everyone involved must consider:
 

* completion risks
 
* capital availability etc.
 

To undertake such projects one needs a credit analysis of both the
 
power project and the country. To arrange financing im many LDC's
 
the government must guarantee:
 

• Tariff and power purchase agreement, and
 
• Currency convertibility
 

Under such circumstances BOO/BOT power projects are really just

"off balance sheet" government financing.
 

Also, sponsors are interested in only putting up a small amount of
 
equity (10% max). The real incentive is to make money on the
 
construction by having a less competitive bidding process.
 

Sponsors and financial advisors should look closely at Pakistan
 
for innovative financing strategies to tap:
 

* Value of land
 
* Money in expatriates overseas, etc.
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They should also look closely at the experience of utility agencies
 
in India and Thailand which have sold long-term debt in recent
 
years.
 

Power project financing needs are approximately 40% local currency,
 
60% hard currency. If all financing comes in hard currency then
 
exchange rate risks are very high.
 

Commercial banks might be considered as agents to sell equity
 
securities in the project.
 

Financing in local capital markets will of course be mostly in
 
local currency. This raises the issue of how to get foreign
 
currency for needed imports.
 

It may be worth considering the issuance of local currency bonds
 
payable on an index based on U.S. dollar exchange rate.
 

Sponsors should also consider issuing subordinated debt convertible
 
into equity. This would offer potential equity investors a lower
 
risk and may offer the project lower interest costs for some
 
period.
 

Assuring adequate foreign exchange earnings is very hard for power

projects. Possibly this is something that MIGA or host governments
 
may have to do.
 

* guarantee of price of output,
 
• convertibility of currency, and
 
* in exchange collect a fee.
 

4.0 Views of Potential Project Sponsors 

4.1 There are willing sponsors for LFZ private power projects at the
 
right rate of return. Such sponsors would likely include: (1)
 
Unregulated affiliates of domestic power companies, (2) Fuel and
 
equipment suppliers, (3) Construction companies (4) Local LDC entities
 
who understand the local political and economic environment (5) Major
 
private power users. It is best to use a "team approach" to
 
constructing the sponsoring group.
 

4.2 Three significant differences between domestic and international
 
projects are: (1) currency convertibility risk (2) inflation risk, and
 
(3) political volatility. In many other respects domestic and
 
international power projects are quite similar,
 

4.3 The U.S. is unique in having in place a regulatory system which
 
acts as a referee between the power companies and consumers. This type
 
system does not exist in LDC's and some reliable mechanism needs to be
 
created to resolve disputes, establish bidding guidelines, etc.
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4.4 The way to motivate private investors to invest in LDC power

projects is to offer handsome returns. A major question is whether
 
projects can both pay such returns and deliver power at a competitive

price. The answer is likely yes since private projects run by competent
 
managers can achieve much greater efficiencies in many cases. However,

BOT/BOO projects will in the long run be more expensive than if the
 
government had borrowed money, installed generating equipment and
 
operated the power plant efficienitly.
 

4.5 A major task is to educate the LDC countries that private investors 
and lenders, as opposed to multilateral and bilateral aid agencies,
really expect to get repaid on time. This preoccupation cn the part of 
private financiers regarding timely repayment will lead to more complex 
structures for deals.
 

4.6 WhiLe political risks are significant, if the power contract is
 
fair and the project provides reliable power then changes in government

should not pose insurmountable problems.
 

4.7 A major benefit to LDC's of having BOT/BOO projects is to gain

technological know how regarding maintenance, procedures, scheduling,

etc. Another advantage is that these larger more efficient projects
 
may in some cases allow LDC's to cut back on higher cost sources such
 
as diesel generators.
 

4.8 In terms of project financing equity financing is typically on the
 
order of 20% to 40% of total, and local currency financing is 30% to 40%
 
of total.
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EXECUTIVE SUMARY
 

With the energy demand expected to grow by an estimate 
of 4.5
 

the Philippine government should
 percent for the next five years, 

phased program to improve the
a
take the initiative to draw up 


Demand for energy projects is very high
 energy sector operations. 

investment upsurge.


due to the country's economic boom and 


a power supply shortage represents a real constraint on
 
However, 

future economic growth. The Philippine Board of Investment has
 

disapproved some investments, especially those 
in power intensive
 

industries, that promised to be lucrative foreign 
exchange earners,
 

simply because certain area's power grid was unable tz provide
 
This results in a real opportunity loss for


enough electricity. 

the country's economic development.
 

new innovative
It is in this context that the country needs 


ways to increase its power supply both economically and 
speedily.
 

In view of the financial constraints faced by both NPC and the
 

goverunent, the private sector can play an important role in 
power
 

proper financial incentives. The BOT/BOO
production, given the 

scheme can supplement the nation's power supply relatively 

quickly
 
capital costs by the

without the expenditure of large up-front 
B'A/BOO concept is a mechanism for private
public sector. The 


to participate effectively in the formulation,
enterprises 

maintenance of infrastructure
construction, operation and 


While there are
facilities under private ownership and financing. 

model, all involve the


several variations in the basic 

of a private sector company as a vehicle for


establishment 

ownership, financing, construction and operation of the project 

for
 

a certain period. Thereafter, ownership may be transferred to the
 

public sector (BOT) or still retained by the project entity 
(BOO)
 

These new schemes involve limited
 
at its own discretion. 

privatization of the public utility to the extent that 

the power
 

project is privately owned and operated, with the project
 

completion and operational risk shifted to the private sponsors 
of
 

the project.
 

The project sponsors, who are usually from the private sector,
 

make equity investments of 10 to 30 percent of the total project
 

cost in a private project company which will build and operate 
the
 

The balance of the project cost is
project for a period of time. 

raised by the project company in the form cf debt from commercial
 

sources, usually backed by export credit guarantee agencies, 
and
 

Senior lenders to the
from bilateral and multilateral lenders. 

project company typically are not covered by direct "full faith 

and
 

credit" sovereign guarantees, but substantial support from host 

governments is required, including guaraittees of the performance 
of government entities involved in the project and guarantees of 

In some cases, government support has
foreign exchange risks. 

provide
included a government standby credit facility to 


necessary to cover
subordinated loans to the project company when 
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senior debt service.
 

If a private power project is to be undertaken on a BOT/BOO
 
basi3, how feasible is the Philippine financial market to raise the
 
required local currency financing foz the project, estimated to
 
range from 25 to 30 percent of the total project cost? The
 
financial market of the Philippines is underdeveloped. There are
 
generally two basic reasons why this is the case. On the supply
 
side, there is an insufficient number of high-grade securities, due
 
to the fact that many companies have been reluctant to list on the
 
exchanges. On the demand side, there is a limited number of
 
investor participants actually involved in the stock market.
 

The small number of listed companies makes the market prone 
to price manipulations because of the absence of the market depth, 
breath and liquidity. A lot of companies do not want to go public 
for a variety of reasons in the Philippines. Families and 
businessmen have the tradition of wanting to retain control of 
their companies. There is a prevailing belief that owners of 
family-controlled compani would lose management control once they 
go public. Aside from this fear, there is an attitude, 
particularly among family-owned corporations, of wanting to corner 
all the profit they stand to make without necessarily sharing them 
with outsiders. 

The Philippine capital market has developed unevenly. The 
short-term money market is active, the corporate bond market is 
moribund and there is no long-term government bond market. The 
stock market has been speculative, centering on resources-related 
stocks, and thus has not marshalled a significant amount of 
savings. In order for the Philippine economy to continue to grow, 
it must mobilize increasing amounts of savings through the equity 
markets and create a medium to long-term corporate and government 
bond market. 

Even though the Philippine financial institutions and 
financial markets are limited in their capacity compared to other 
more developed financial markets, there appears to be the potential 
for raising the required local currency funds for a private power 
project for 200 MW combined cycle gas plant, with a total project 
cost of $170 million. Assuming that the local currency portion is 
30 percent of the total project cost, about $51 million equivalent 
in pesos is needed. This iunding can be raised in several ways, 
including some combinations of the various alternatives. First, 
one may use the syndication method. We have discussed the 
syndication practices in the Philippine financial market, where 
there have been many precedents for such type of financing. 
Second, a private placement may be used with a group of 
institutional investors, such as insurance companies and pension 
funds.
 

Third, a bridge financing may be arranged with commercial 
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banks for the initial period of several years, after which it can
 
be refinanced by the equity issue. Both stock exchanges in the
 
country require at least three years of profitable track record
 
before a company can issue its shares publicly. Fourth, a long
term convertible bond issue may be floated, with the conversion to
 
take place at least three years after the start of the operation.
 
Finally, the project sponsors may be able to access to the energy
 
sector development fund, financed by the World Bank and possibly
 
other multilateral and bilateral credit agencies, a la Pakistan
 
enerqy sector development fund.
 

The Philippines, through its Hopewell project, has already 
demonstrated that it can successfully attract foreign private 
investors who are able and willing to develop power plants on a 
BOT/BOO basis. The Hopewell project has acted as the trail blazer 
for similar ventures in the country, as both the government and the 
private sector in the Philippines have become familiarized with the 
BOT/BOO concept. All the necessary legal, regulatory and 
administrative procedures have been clarified through the Hopewell 
project. In this sense, the Philippines can be said to be one of 
those developing countries that are well pzepared to encourage 
further private power plant projects on the BOT/BOO basis. 

The BOT/BOO concept has been introduced recently in a number
 
of countries to establish infrastructure projects, especially for
 
power plants, toll roads, port terminals, bridges and airports.
 
As a result, the concept 'is now understood more widely by
 
governments which are increasingly considering its adoption.
 
Hc-;ever, the application of the concept is complex partly because
 
buch projects have traditionally been handled by the governments
 
or their public entities. Thus, no credible framework or
 
government policies for developing BOT/BOO projects and private
 
participation in public infrastructure projects exist in most
 
countries. Legislation to adopt a suitable policy framework is
 
often lacking and its enactment is time-consuming. Therefore, a
 
host government which wishes to promote BOT/BOO projects must
 
understand and be willing to accept the complexity and time
 
consuming nature of the process.
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I. RECENT ECONOMIC DEVELOPMENT
 

Conventional wisdom is that the Philippine economy is totally
 
dependent upon political stability, which has had its share of
 
turbulence in the past couple of years. But the reality seems to
 
be that the Philippine economy has developed its own momentum and
 
dynamism despite recent political troubles. Despite the traumatic
 
coup attempt last December, when the dissident troops carried out
 
a successful siege of the country's financial center itself,
 
investments hardly slackened in the follcwing months despite the
 
widespread pessimism over the Philippine economic prospects
 
expressed by many foreign observers.
 

Records of the Securities and Exchange Commission show that
 
corporate investments during the four months of this year totalled
 
P 2.8 billion (US$122 million), or about 37 percent more than the
 
same period last year. A recent survey of 233 firms by the Central
 
Bank indicated that 57 percent of the respondents expected better
 
business for the year. Exports in the first quarter of the year
 
still expanded 9 percent from the year-ago level. Industrial
 
expansion has not sputtered; imports of capital and intermediate
 
goods jumped 28 percent in the first quarter of the year. The
 
Board of Investments (BOI) also reports that costs of 630 projects
 
approved in the first quarter of the year amounted to P 28.4
 
billion, a 15 percent improvement over the same period last year.
 
Since implementation of the projects, at least the bigger ones,
 
approved by BOI has normally one to one-and-a-half year gestation
 
period, this could mean that, discounting the possibility of a
 
political upheaval that would force investors suddenly to drop
 
their projects, economic expansion in the past three years has not
 
yet peaked, as the surge in BOX-approved investments occurred only
 
in 1989.
 

While central bank data indicate that foreign investors
 
reacted sharply to the December coup attempt, withdrawing US$91
 
million in the first quarter of the year, as against the US$21
 
million in the similar period last year, inflow of new foreign
 
investments still expanded 41 percent in the first quarter. Thus,
 
despite the country's frightening political volatility and the
 
deterioration of basic services, many Philippine and foreign
 
businessmen think that 1990 might even be a better year than last
 
year.
 

Several factors seem to explain this puzzling economic
 
phenomenon in the face of scarce and unreliable infrastructure such
 
as power and communications, inefficient bureaucracy, continuing
 
threat of another coup attempt, and political volatility. First,
 
in the Philippines the business and political elites have had a
 
remarkable history of collaboration and conciliation after short
 
contests for control of the state. This hab resulted in the
 
continuity of some of the country's biggest enterprises throughout
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the many regimes. On the other hand, the system has allowed the
 
emergence of successful new business groups which had expanded
 
partly by exploiting political connections in a particular regime.
 
As a result, these firms, along with foreign companies which have
 
an estimated equity of at least US$3 billion, have constituted the
 
country's strong capitalist core, acting as a catalyst for
 
expanding a vibrant business culture. From 1975 to 1985, an annual
 

A survey made for
 

average of 4,600 corporations were 
increased to about 6,000 since 1986. 

organized, and this has 

Profit margins in the country are high, reflecting the 
inherent capital risk in a developing country. 

1987 showed an average return on equity of multinationals of 48
 
percent and a return on sales of 11 percent. A survey in 1988 of
 
the country's largest 5,000 firms showed a return on assets of 4.5
 
percent and a gross profit margin of 8.7 percent. All the while,
 
the core of corporate giants have been the excellent training
 
grounds for a steady stream of entrepreneurs and management
 
executives versed in some of the latest business techniques. 
Combined with an English-speaking and very easily trainable work
 
force, the available managerial pool make up one of the major
 
attractions for operating in the Philippines. Business schools in
 
the country are considered among the best in the whole Asia, and
 
Filipinos have professionalized accounting in most Southeast Asian
 
countries.
 

The Philippines also has been known as a country where there
 
ia a close interweaving of business and politics, resulting in the
 
notorious "crony capitalism" phenomenon during the Marcos era. Yet
 
this has an antithesis: except for an excessive tariff protection
 
for a few industries, which is being rapidly dismantled, this is
 
a country where the complex of government regulations, precisely
 
because of sheer bureaucratic inefficiency or corruption, is mere
 
appearance, concealing a quite unregulated laissez-faire economy.
 
Some knowledgeable Asia hands claim that the Philippines is the
 
easiest place to do business, even easier than Hong Kong.
 
Inexperienced foreign executives may grumble at the difficulty of
 
repatriating capital or at the restrictions on foreigners' land
 
ownership. But veteran expatriates ))ere seem to know how to
 
prosper in the environment. Despite the existence of formal
 
foreign exchange restrictions, Manila's foreign currency deposit
 
units and the underground informal market network virtually allows
 
free flow of capital.
 

Developers here, particularly those form Taiwan.and Hong Kong,
 
found in the restrictions on land ownership a window of opportunity
 
and went on massive projects for condominium constructions, with
 
the land technically owned not by a foreign national but by the
 
condominium association. Some foreign companies are skirting the
 
land-ownership restriction by leasing the land on a 25- or even 50
year term from a company which can be at any rate 40 percent
 
controlled by the foreign firm.
 

7
 



Another factor favoring the Philippines is that the country
 

nas not only one of the biggest overseas work force, but a large
 
in America as well. Officially
immigrant community North 


are put at 618,750, but the figures
registered overseas workers 
 are
could be up to 700,000 if unregistered workers included.
 

Excluding the money sent to relatives in the country by immigrants,
 

repatriation of the incomes of overseas workers has been estimated
 

t t amount to at least US$2 billion a year, constituting a massive 
bL.e for consumption demand in the country even during its times 

these remittances, only aboutof economic crisis. However, of 
are through official channels, with the restUS$800 million 

The US$1.2 billionentering the country through informal venues. 

that does not appear in central bank's records of inward
 

remittances amounts to about 5 percent of GNP.
 

This represents a huge consumption demand, which combined with 

the Aquj-io administration's pump-priming program (mainly through 

increases in wages) and the rise in coconut and sugar prices in 

1986 and 1987, contributed strongly to the economy's boom in the
 

past four years. It explains the brisk sales and growth of
 

manufactures of electronic items and durable goods in the past
 

several years, and the sprouting of shopping malls not only in
 
The role of
Metro Manila but in other regional centers as well. 


overseas workers' remittances was highlighted in the country's
 

first quarter economic statistics: while GDP grew only 4.7 percent,
 

GNP grew at 6.3 percent annual rate, largely explained by the 
net
 

factor income of overseas workers' earnings. The role of
 

unreported workers' remittances is the tip of the iceberg of the
 
which some believe is
vast underground economy of the country, 


equal to the known figures, hence creating a gross underestimation
 

of the real GNP figure.
 

Apprehension over the country's business prospects are based
 

on the view that political convulsions could jolt the economy and
 

cripple business. What is missed here is that each of the two
 

major political turmoil in the past two decades had led to hIrsts
 

of investment expansionL, and the opening of windows of opportunity
 
The general, liberalization measures
for successful companies. 


under the Aquino administration has proved to be quite timely for
 
here mostly come from Fukien
the country. Chinese-Filipinos 


province of China, where most of the Chinese who fled to Taiwan
 

also have their roots. The two Chinese groups therefore share not
 

only the same language but even blood-ties. When Taiwan investment
 

started outside the island, Manila emerged as an ideal place to do
 

business, with no lack of like-minded partners. As the Marcos era
 

was marked by the massive entry of Japanese investors to challenge
 

the dominance of U.S. firms here, the Aquino era signals the influx
 

of Taiwanese investments. Capital from Hong Kong investors is also
 

expected to expand Chinese businesses in the country. Official
 

figures here reported that in 1989, Hong Kong investments in the
 

country totalled P 802 million, the second largest after the
 

8
 



Japanese with P 1.4 billion. Altogether, capital from Hong Kong
 

and Taiwan made up 30 percent of total corporate investments last
 
year.
 

The Aquino administration has declared its intention to allow
 

for a greater play of market forces in the economy and to achieve
 
a greater degree of growth and economic stability. Important steps
 
have been taken to liberalize the economy, and a more prudent
 
stance exists in monetary management. Bank credit to the private
 
sector has continued to increase, while pricing policy has been
 
geared toward providing the correct signals for private investment
 
decisions and, despite an up trend, interest rates have remained
 
essentially moderate. To strengthen the financial system and make
 
it more supportive of economic objectives, a privatization program
 
intended tc reduce the scope and size of the presence of government
 
in banking has continued.
 

Recent policy measures in the external sector can also be
 
characterized as market-oriented and geared toward improving
 

the country's competitive
economic efficiency and enhancing 

position in the international market. The peso exchange rate,
 
which was determined by the free interplay of market forces in the
 
foreign exchange market, has generally maintained export
 
competitiveness while helping to contribute to domestic price
 
stability.
 

Among the negative points in the current government's
 
financial management is the continuing and, to a certain extent,
 
growing, fiscal deficit. Fiscal operations in 1989, for instance,
 
resulted in a budgetary deficit equivalent to 2 percent of GNP,
 
which was lower than the 1988 figure of 2.5 percent but still
 
relatively high. The financing of this deficit, primarily from net
 
domestic borrowings through the sale of Treasury securities, has
 
led to upward pressures on interest rates and to the crowding out
 
of the private sector. It has been noted, for instance, that the
 
Philippines has had, for a number of years, the highest interest
 
rates among its Asian neighbors. Also, the fiscal deficit has led
 
to greater inflation as the Central Bank has attempted to
 
accommodate demand for credit.
 

Another factor that adversely affects the economy is the large
 
foreign debt the country has accumulated and the relative slowness
 
in the taking off of the debt-equity conversion scheme. In
 
contrast to similar programs in other countries, the Philippine
 
program was launched not so much to reduce the country's external 
debt; its primary objectives were to stimulate long-term equity 
investments and encourage the repatriation of Filipino capital from 
abroad. Although a significant number of applications have been 
received, the program has proceeded at a slow pace. The Central 
Bank has been cautious in implementing the program because of the 
inflationary effect of monetizing its debt, establishing an 
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absolute limit on annual conversions and encouraging conversions
 
using private sector debt paper. However, the level of the
 

absolute limit on Central Bank conversions has been too restrictive
 
and the program has, for all practical purposes, been suspended,
 
as the capacity of the private sector to prepay its obligations is
 
quite moderate.
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I. THE FINANCIAL INSTITUTIONS
 

The financial institutions in the Philippines are divided into
 
two broad groups, namely bank and non-bank financial institutions.
 
Commercial banks are composed of "expanded commercial banks" and
 
regular commercial banks, while non-bank financial institutions
 
consist of thrift banks, investment houses, finance companies, etc.
 
The functions of bank and non-bank financial institutions are
 
overlapping and the same requirements are applicable to similar
 
aspects of their respective operations. Expanded commercial banks
 
or universal banks (unibanks) can function as commercial banks and
 
investment houses, and they can invest in non-allied enterprises.
 
These banks are also granted additional functions such as trust
 
operations, foreign currency deposit unit operations and quasi
banking operations. Quasi-banking refers to engaging in commercial
 
paper dealership. Regular commercial banks can also undertake
 
trust operations, foreign currency deposit unit operations and
 
quasi-banking like expanded commercial banks, but they cannct act
 
as an investment house unlike unibanks.
 

Thrift banks can undertake domestic banking including
 
extending personal and mortgage loans. Thrift banks can also have
 
additional operations such as trust, limited foreign currency
 
deposit unit, foreign exchange dealership and quasi-banking.
 
Investment houses, on the other hand. underwrite and trade
 
securities, participate in securities dealing and in equities
 
financing. Investment houses can also have additional operations
 
such as trust, limited foreign currency deposit unit, foreign
 
exchange dealership and quasi-banking like the thrift banks.
 
Finance companies with quasi-banking functions undertake financing,
 
leasing and quasi-banking.
 

The following table shows the total financial resources of the
 
Philippines financial institutions for the years 1988 and 1989.
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Total Resources of the Philippine Financial System
 

1988-1989
 

1988 1989
Institution 


(P Billion)
 

342.3 382.2
Commercial Banks 


24.9 28.0
Thrift Banks 


Specialized Gov't Lanks 13.8 13.9
 

Rural Banks 11.0 11.5
 

Sub-total banks 392.1 435.7
 

Non-Bank Fin. Institutions 131.1 140.4
 

Total 523.2 576.1
 

Source: The Central Bank of the Philippines
 

It is also interesting to observe from the table above that
 
it is the private sector financial institutions that have
 

government institutions
experienced significant growth, whereas 

have grown at substantially lower rates.
 

The minimum paid-in capitalization required for a unibank is
 

P 500 million while new commercial banks require P 300 million.
 
New thrift banks require a minimum capitalization of P 20 million
 
and P 10 million for banks based in Metro Manila and outside Metro
 
Manila, respectively. Newly established investment houses and
 
finance companies with quasi-bank functions require a minimum paid
in capitalization of P 50 million. The commercial banks, thrift
 
banks and investment houses are the forms of financial institutions
 
which can have upward conversion. A thrift bank can become a
 
commercial bank, then a unibank. A commercial bank can become a
 
unibank. An investment house can be converted directly to a
 
unibank.
 

The net worth to risk ratio required by the Central Bank for
 
all types of financial institutions averages 10 percent. The
 
single borrower's limit (SBL) is the portion of total
 
capitalization of a bank that is used to measure the loan for a
 
single borrower. The SBL required for unibanks and commercial
 
banks is 15 percent of net worth plus another 15 percent if the
 
financing is for housing of low and middle income borrowers.
 

12
 



Investment houses and finance companies with quasi-banking
 
operations are both allowed an SBL of 80 percent of net worth.
 

Total resources of the financial system aggregated P 576
 
billion in 1989, compared to P 523 billion in 1988. Banking
 
institutions contributed about 75 percent of the resources of the
 
financial sector, while non-bank financial institutions contributed
 
about 25 percent of the resources of the financial sector in 1989.
 

The Philippines financial system is in an advanced stage of
 
development. At the end of 1988 there were 6,916 financial
 
institution offices (headquarters and branches) in the country, 
up by 6.3 per cent from December 1987 and largely on account of the 
establishment of non-bank financial institutions. As of 1989, 
there were 977 financial institutions, consisting of: 

Commercial banks 29
 
Rural banks 838
 
Saving banks 8
 
Private development banks 41
 
Stock savings and loan associations 61
 
Specialized government banks 3
 

In addition, there are over 1500 pawnshops and numerous
 
registered money lenders called "lending investors".
 

The Philippine financial system has evolved gradually over a
 
span of more than four centuries, starting with the establishment
 
of the first organized credit institution, the "Obras Pias", to a
 
multifaceted system which supplies funds to almost every sector of
 
the economy. Organized during the Spanish Colonial era in 1554,
 
the Obras Pias was a religious foundation whose resources were
 
channelled into trade financing which in those days meant financing
 
the country's galleon trade with Acapulco, Mexico.
 

Formal banking system was established in 1851 with the opening
 
of the first commercial bank, the Banco Espanol Filipino de Isabel
 
II, now the Bank of the Philippine Islands. The country's first
 
savings bank started operations in 1882. Other banks soon
 
followed, especially with the American and Commonwealth periods.
 
Thus, just before the outbreak of World War II, there were 17 banks
 
in operation, 22 provincial branches, 54 provincial agencies and
 
1,000 sub-agencies.
 

The financial system grew into a sizable sector after the
 
Second World War. In 1946, the Rehabilitation Finance Corporation
 
was organized to provide financial aid in rehabilitating the
 
country and to help in broadening and diversifying the Philippine's
 
economic structure. This institution later evolved into a much
 
larger and expanded development banking institution, the
 
Development Bank of the Philippines. In 1948, the General Banking
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Act was passed which contained the first major rules and
 
regulations governing banks' operations, particularly those
 
affecting commercial and savings banks. Moreover, the
 
establishment of the Central Bank in 1949 defined the framework for
 
monetary policy formulation and the role of the financial system
 
in the economy as a whole.
 

The Central Bank of the Philippines
 

The Central Bank of the Philippines (CBP), with P 355 billion
 
in assets as of September 25, 1989, is almost equal in size to the
 
combined total assets of the country's commercial banks, which
 
stood at P 364 billion. The statistics are deceptive, however,
 
since many "assets" of CBP are accounting constructs, which do not
 
correspond to an equal liability to CBP. For example, CBP assets
 
include an item called "Revaluation of International Reserves"
 
which arose in part from losses incurred by CBP in foreign exchange
 
swap and forward cover operations entered into in the past.

Likewise, the accumulated interest expenses and issuance and
 
servicing costs of CBP securities and open market instruments like
 
CB bills and Reverse Repurchase Agreements as well as the costs of
 
printing and minting of currency are added to another asset item
 
called "Monetary Adjustment Account." These two items account for
 
almost half of the total assets of CBP. If these accounting
 
constructs are eliminated, CBP's share of the total financial
 
assets in the country would fall appreciably.
 

CBP has instituted major reforms to improve the development

of the capital market and reduce the difficulty in obtaining long
term peso credits. Among these reforms are the enforcement of a
 
policy to broaden the capital base of banks, resulting in a series
 
of bank mergers, and the adoption of the universal banking concept
 
since 1981 to enable commercial banks to diversify their
 
activities. On the other hand, since September 1989, the Central
 
Bank has increased the legal reserve for long-term deposits from
 
a low of 9 per cent to a high of 20 per cent, while reducing the
 
legal reserve rate for short-term deposits from 23 to 20 per cent.
 
As a result of this policy, the cost of long-term funds has
 
increased for banks, leading to a decrease in the rate of interest
 
on long-term deposit, and potentially encouraging lenders and
 
borrowers to seek alternative financial instruments through the
 
securities market.
 

Commercial Banks
 

There are 29 commercial banks, of which twenty-five are
 
domestic (including government-owned banks), and four are branches
 
of foreign banks, with P 364 billion in total assets as of
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September 25, 1989. Of twenty-five domestic 	banks, seven are
 
commercial banks.
universal banks (or unibanks) and the rest are 


The financial services provided by the commercial banking system
 
are generally characteristic of those in a developed country,
 
including full service commercial banking (but with a marked
 
absence of significant long-term lending), consumer credit cards
 

services and investment
and automated teller machines, trust 

banking. Bank management are well trained, and can be expected to
 
provide any financial service that is profitable and legal.
 

Commercial banks constitute the largest sector of the
 
financial system in terms of financial resources. They hold
 
approximately 85 percent of the total deposits and 65 percent of
 
the total loan and investment portfolio of the financial system.
 
Top six commercial banks held approximately 50 percent of the total
 
deposits of the 29 commercial banks. These six banks also belong
 
to the largest banks in the country in terms of net worth, deposits 
and loans. The following table shows the top six banks in terms 
of total assets. 

Top Six Commercial Banks in Terms of Total Assets 
as of September 25, 1989 

(in million pesos) 

Philippine National Bank 	 50,681
 
Far East Bank and Trust Co. 34,020
 
Bank of the Philippine Islands 33,600
 
Metropolitan Bank and Trust Co. 29,760
 
Philippine Commercial International Bank 21,974
 
United Coconut Planters Bank 17,192
 

Source: SGV Financial Studies, December 1989.
 

Total contingent liabilities of the commercial banking system
 
stood at P 196 billion as of the third quarter of 1989. Major
 
contingent liabilities consist of trust department accounts, unused
 
letters of credit, forward exchange contracts bought and sold, and
 
others. Total contingent liabilities are equivalent to 54 percent
 
of the total assets of coinmercial banks.
 

Efforts to strengthen the financial system have continued with
 
the full scale implementation of the divestment program for the six
 
government-owned/controlled banks, which resulted in the sale of
 
four government banks to the private sector. In order to encourage
 
competition in the banking industry, the requirement to purchase
 
special five-year government securities as condition in the opening
 
of new branches was lifted effective October 1988. The lifting of
 
this requirement was also expected to provide banks with greater
 
flexibility to channel more funds for initial operation of new
 
branches and other credit purposes which otherwise would have been
 
tied-up in long-term investments on government securities.
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Through a series of financial sector reforms and deregulations
 
adopted by the government, the commercial banks have been
 
encouraged to expand their operations and services, especially
 
those related to the capital market development, including
 
participation in the equity market. A number of commercial banks
 
have established trust departments for managing investment
 
portfolios for their clients. It is anticipated that their
 
financial resources, organizational strength and professionalism
 
would, in most cases, be welcome contributions for building
 
stronger markets in the Philippines where the securities market is
 
in a developing stage. However, there are conflicting views among
 
securities market professionals regarding the appropriateness of
 
the intermediation by commercial banks in the securities market.
 
In certain European countries the participation of banks in equity
 
investments has provided stability to the securities markets.
 

There is, however, a certain degree of potential conflict of
 
interest with the mostly short-term lending activity of commercial
 
banks, although limitations placed on banks' exposure to a single
 
borrower reduce this potential. Also, commercial banks, by their
 
conservative nature, lack the dynamism and innovation which are the
 
major ingredients in securities market development.
 

Universal Banks
 

Commercial banks that have obtained "expanded commercial
 
banking" licenses under the 1981 universal banking law amendments
 
are authorizud to act also as merchant banks and engage in
 
underwriting. Currently, seven commercial banks have received
 
this status. The objective of universal banking was to encourage
 
term transformation, whereby banks would provide longer term
 
financing to companies. In 1973 brokers were eliminated from 
acting as underwriters when underwriting authority was given to 
investment companies. In 1981, the right to engage in underwriting 
was given also to commercial banks which qualify as universal
 
banks.
 

The underwriting operations of universal banks can be carried
 
out either in-house, that is, by establishing a separate department
 
in the bank, or through the establishment of a separate subsidiary.
 
While universal banks may directly or indirectly exercise the
 
underwriting functions, they may not directly go into the finance
 
company business or leasing. It is a requirement that these two
 
undertakings be engaged in by universal banks through separate
 
subsidiary companies.
 

Universal banks could be the "engines" that make the new-issue
 
securities markets function. They are allowed to make "new
 
business calls" on potential client companies to persuade them to
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use their services to raise finance through public offerings of
 
securities, compared to direct loans from banks, They should
 
compete to create new types of financing approaches and
 
instruments, and to get companies to use their services for raising
 
funds in the securities market. Universal banking, however, has
 
not brought any appreciable increase in merchant banking
 
activities, term transformation, or underwriting and public
 
offerings.
 

Universal banks could strengthen the brokerage industry 
through consolidation, increased capitalization, and improved 
management of their securities market activities in order to 
provide more and better financial services. With strong financial 
backing from corporate parents and the basic public confidence 
enjoyed by the universal banks, their securities market affiliate 
firms should prosper and contribute to the improvement of t-he image 
of the securities industry as a whole.
 

Rural Banks
 

As of late 1989, there were 838 rural banks, whose total 
assets accounted for about one percent of the financial system. 
These banks, which lenc. to local farmers and rural entrepreneurs 
and also engage in some deposit taking, were set up as part of a 
program to encourage development of 1,600 rural banks in each 
significant rural commuunity throughout the country. Market entry 
requirements were easy, with low capital, while management's 
banking experience was often limited to no more than few weeks of
 
training. This program achieved a peak of 1,040 rural banks in
 
1981. Initial funding was provided by the government in an effort
 
to stimulate agricultural development, much of which was lent on
 
an unsecured basis and has proven unrecoverable.
 

A number of rural banks have failed each year. At the same 
time, however, a number of rural banks are thriving. A common 
characteristics of the successful rural banks is that they acted 
conservatively by lending only against collateral. Rural banks 
have the advantage in their respective market of a substantially 
lower cost structures than the commercial banks through low-cost 
refinancing facilities with the central bank, a relatively deeper 
knowledge of their clients, and the ability to compete with local
 
money lenders and the traditional usurious discounting of crop
 
proceeds by commodities dealers.
 

Specialized Government Banks
 

There are three government-owned specialized banks:
 
Development Bank of the Philippines (DBP), Land Bank. of the
 
Philippines (LBP) and the Philippine Amanah Bank. They account for
 
about 3 percent of the financial system as of late 1989. These
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banks serve the special needs of certain sectors. The DBP was by
 
far the largest of the three institutions until 1985. However, the
 
bulk of its assets was transferred to the Asset Privatization Trust
 
(APT) in 1986, following its restructuring and rehabilitation,
 
which has resulted in a reduction in its total assets from P 74
 
billion in 1986 to about P ii billion in 1988. It is now even
 
smaller than LBP, whose assets stood at P 13 billion in 1988.
 

The DBP is the principal source of long-term credit in the
 
Philippines. The bank gives priority to projects with high
 
development impact and socio-economic benefits. The DBP obtains
 
its funds from government equity, deposits (mostly government),
 
proceeds from the sale of bonds, borrowings from the central bank
 
and foreign borrowings guaranteed by the government. DBP has made
 
available U.S.$65 million or P 1.43 billion to industrial borrowers
 
under its wholesale lending program launched in December 1989.
 
Under the program, loans will be granted to medium and large-sized
 
industrial borrowers. For this purpose, DBP accredited ten
 
financial institutions to serve as conduits for the relending of
 
the foreign currency fund, which was obtained from the World Bank
 
as a loan.
 

The LBP was designed to further agricultural development, and
 
has been particularly active in financing the government's
 
agricultural reform programs. The LBP finances the acquisition of
 
landed estates by the government under the Comprehensive Agrarian
 
Reform Law. As has been the experience with agricultural banks in
 
other countries, its repayment experience has been poor, since
 
lending to agriculture presents many problems which defy easy
 
solutions. The LBP along with several commercial banks that are
 
attempting to develop agricultural lending, are increasingly
 
focussing on lending in kind to formal and informal cooperatives
 
in which peer pressure helps ensure that the weaker borrowers are
 
encouraged to honor their obligations.
 

The problems of agricultural lending may be further
 
complicated by the need for land reform, which has the undesirable
 
side-effects of breaking up creditworthy landholdings into smaller
 
units for which no positive credit track record exists. Some
 
concern is evident that the land reform may reduce the availability
 
of credit to agriculture, thus acting to reduce agricultural
 
yields. The LBP has been moving into commercial banking in an
 
effort to generate a new source of revenues to offset its losses
 
on agricultural lending, and given the separate cultures involved,
 
has de facto established two separate but parallel institutions for
 
agriculture and commercial banking.
 

The Philippine Amanah Bank is a small commercia bank that
 
operates on Islamic banking principles that avoid reba (payment of
 
interest) through negotiated profit sharing. The bank provides
 
credit overwhelmingly to the Muslim communities in Mindanao.
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Both DBP and LBP were formed as niche banks to fulfill a role
 

not satisfied by the private banking sector, but each is moving
 

rapidly away from its unprofitable specialized role and towards
 
The same is true for the six private
the role of commercial bank. 


which are: Planters Development Bank, Urban
development banks, 

Development Bank, BPI Agricultural
Development Bank, Asiatrust 


Development Bank, Premiere Development Bank, and Luzon Development
 

Bank. The private development banks were established to promote
 

agriculture and industry by providing medium and long term credit
 

at low cost. They have been financially supported by the
 

government through the DBP, by way of counterpart capital in the
 

form of preferred stock and rediscounting facilities for long-term
 
papers.
 

Foreign Banks
 

four foreign bank branches in the Philippines:
There are 

Citibank, Bank of America, Hongkong and Shanghai Banking Corp., and
 

Standard Chartered Bank. As of September 25, 1989, their combined
 
total assets stood at P 49.3 billion, or about 13 percent of the
 

Of the four foreign
total commercial bank assets in the country. 

banks, Citibank accounts for over 55 percent of the total foreign
 

bank assets, as the following table demonstrates.
 

Financial Profiles of Foreign Banks
 
As of September 25, 1989
 

(ir million pesos) 

Total Assets Total Deposits 

Citibank 27,376 7,274 
Bank of America 9,506 2,570 
Hongkoag Shanghai 
Standard Chartered 

9,236 
3,135 

4,819 
1,357 

---------------------------------
Sub-total 49,253 16,019 

----------------------------------
ALL BANKS 363,734 227,860 

Source: SGV Financial Studies, December 1989.
 

In addition to the four foreign commercial bank branches,
 
there were 46 offshore banking units (OBUs) and representative
 
offices of foreign banks in the Philippines as of late 1989. These
 
OBUs can accept only foreign currency deposits. OBUs may extend
 
project-related long-term foreign currency loans subject to the
 
central bank approval.
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Non-Bank Financial Institutions
 

Non-bank financial institutions are intended primarily to be
 
long-term sources of financing for the expansion and modernization
 
of productive ventures and, to a minor extent, for the facilitation
 
of short-term placements in other financial institutions.
 

Non-bank financial institutions employ methods of gathering
 
funds other than through traditional deposit taking from the public
 
for purposes of relending or purchasing of receivalles and other
 
obligations. Non-bank financial institutions include investment
 
houses, financing companies, securities dealers/brokers, investment
 
companies, fund managers, lending investors, pawnshops, government
 
non-bank financial institutions, venture capital companies, non
bank thrift institutions and insurance companies and non-stock
 
savings and loan associations. Licensed money brokers are also
 
considered under this category.
 

a. Investment Houses
 

Investment houses are enterprises engaged in g.oranteed
 
underwriting of securities of another person or enterprise,
 
including securities -f government and its instruments. The
 
Private Development Corporation of the Philippines (PDCP) is the
 
biggest investment house. PDCP generated gross revenues of P 318
 
million in 1988. The total assets of PDCP decreased by 11.0 per
 
cent from P3.1 billion in 1987 to P 2.7 billion in 1988. PDCP's
 
stockholders' equity also decreased from P 141 million to P 127
 
million from 1987 to 1988 respectively.
 

Pathfinder Holdings Philippines, Inc. (PHPI) is the rgcond
 
largest investment house in terms of gross revenue, which was P 132
 
million in 1988. It is followed by Anscor Capital and Investment
 
Corp. with gross revenues and net income after tax of P 77 million
 
and P 34 million respectively in 1988. The other investment houses
 
in 1988 are Philippine Commercial Capital, Inc. and State
 
Investment House, Inc.
 

b. Financing Companies
 

Financing companies are primarily organized for the purpose
 
of extending credit facilities to consumers and to agricultural
 
enterprises either by discounting or factoring commercial papers
 
or account receivables or other evidences of indebtedness or by
 
leasing motor vehicles, heavy equipmeat, industrial machinery and
 
equipment, and appliances.
 

BA Finance Corporation, the largest financing company,
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generated gross revenues of P 365 million in 1988, 29.0 per cent
 
higher than the 1987 gross revenue of P 282 million. The net
 
income after tax of BA Finance Corp. also increased from P 60
 
million in 1987 to P 64 million in 1988.
 

C. Securities Dealers/Brokers
 

Securities dealers are institutions organized either as
 
partnerships or corporations that buy and sell securities of
 
another or acquire securities for the purpose of reselling or
 
offering for sale to the public for their own account. Dealers do
 
not get any commission but derive income from trading, representing
 
the difference in buying and selling prices of securities.
 
Securities brokers on the other hand are institutions engaged in
 
the business of effecting transactions in securities for the
 
account or risk of others. Brokers earn commissions out of the
 
intermediary transaction.
 

The largest securities dealer/broker in terms of gross 
revenues in 1987 and 1988 is M.E. Holding Corporation followed by 
Philippine Exchange Co., Inc. and Susana Securities and Development 
Co.. The gross revenues of M.E. Holding Corp. increased to P 67 
million in 1988 from P 57 million in 1987. The other securities 
dealers/brokers include, among others, International Capital 
Corporation, Astrotrade, Inc. and First Pacific Securities 
Philippines. 

d. Investment Companies
 

Investment companies are engaged primarily in investing,
 
reinvesting or trading in securities. SM Investment Corp.
 
generated gross revenues of P 154 million in 1988 followed by
 
Trans-Philippine Investment Corp. and Jaka Investment Corp. with
 
P 123 million and P 104 million respectively.
 

e. Fund Managers
 

Fund managers are institutional and personal administrators
 
of funds created or constituted for the benefit of others. The
 
only major fund manager in the Philippines is Home Development
 
Mutual Fund (HDMF), with assets of P 8.1 billion and P 9.5 billion
 
in 1987 and 1988 respectively. HDMF generated a net income after
 
tax of P 454 million in 1987 and P 624 million in 1988.
 

f. Lending Investors
 

Lending investors are persons or corporations who make a
 
practice of lending money for themselves or others. Lending
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investors use their own capital for the purpose of extending all
 
types of loans, oftentimes without collateral. Interpacific
 
Transit, Inc. is the major lending investor in the Philippines with
 
gross revenues of P 21 million and P 22 million in 1987 and 1988.
 
The total assets of the corporation is P 40 million in 1987 and
 
this increased by P 27 million to P 67 million in 1988.
 

g. Pawnshops
 

Pawnshops are business establishments engaged in lending money
 
on personal property delivered as security or pledge. A.J.
 
Raymundo and Co. Inc. is the largest pawnshop in the country in
 
1988 in terms of gross revenue, net income after taxes, and
 
stockholders' equity. A.J. Raymundo registered gross revenues of
 
P 23 million and P 21 million in 1987 and 1988 respectively. The
 
company's net income was P 2 million in 1987 and 1988. All the
 
other corporations in the Pawnshop business registered a net income
 
of less than P 1 million in 1987 and 1988.
 

h. Government Non-Bank Financial Institutions
 

The non-bank government financial institutions consist of
 
Government Service and Insurance System (GSIS), Social Security
 
System(SSS), Armed Forces of the Philippines-Retirement and
 
Separation Benefits System (AFP-RSBS), Philippine Veterans
 
Investment Corporation (Phividec), National Home Mortgage Finance
 
Corporation (NHMFC) and National Development Corporation (NDC).
 

i. Insurance Companies
 

Insurance companies include life and non-life such as fire,
 
marine, accident, health, title, financial obligations, casualty,
 
fidelity and surety. Private insurance companies include insurance
 
agents' and brokers' organizations servicing insurance carriers,
 
consultants for policy holders, adjusting agencies and
 
independently organized pension funds.
 

J. Non-Stock Savings and Loan Associations
 

Non-stock savings and loan associations are organized
 
primarily for mutual self-help and common interest of its members 
who must belong to a well-defined group and shall not transact 
business with the general public. 
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II. THE FINANCIAL MARKETS
 

The financial market of the Philippines is composed of various
 
component markets, such as money market, bond market, and equity
 
or stock market. These financial markets play different roles in
 
the process of financial intermediation in the economy. Typical

of many developing countries, the Philippines also suffers from the
 
relative underdevelopment of the financial markets as compared to
 
the commercial banking system, which tends to play the dominant
 
role in the financial system. However, the commercial banking
 
system is limited in its capacity to allocate financial resources
 
throughout the economy. Only when there is a relatively well
 
developed financial market, both savers and investors can enjoy the
 
flexibility and variety in their savings and funding operations.
 

Commercial banks plays the intermediation role by taking

deposits and making loans, whereas the financial market provides
 
a wide variety of marketable financial instruments. The recent
 
worldwide trend towards securitization increases the importance of
 
promoting the financial market in competition with the traditional
 
commercial banking system. The Philippine government has also
 
recognized the critical role to be played by the efficient
 
financial market for the economic development and has adopted

various measures to develop and strengthen the financial markets
 
of the country.
 

Money Market
 

Traditionally, the Philippine government focused on mobilizing

domestic savings through the banking system rather than a more
 
balanced approach by also using the securities market. Similarly

in the allocation of savings, the concentration has been on short
term credit rather than long-term investment, resulting in a less
 
developed long-tc m capital market. The Philippines money market,
 
however, is relatively well developed and a variety of short-term
 
instruments exist. The money market's most active instruments are
 
interbank call loans, Treasury securities such as Treasury bills,
 
nctes and bonds, commercial paper, certificates of deposit, and
 
promissory notes. The volume of money market transactions rose
 
considerably in 1988 and stood at P 780 billions at year-end, 69.3
 
percent higher than that of the preceding year. However, the
 
market's growth rate slowed down measurably in 1989, at an annual
 
growth rate of about 6 percent.
 

The Treasury securities market is assisted by 18 primary

dealers, which come from universal banks, commercial banks, and
 
investment houses. Each Friday, they submit bids to the central
 
bank, which makes the final decision on the following Monday for
 
its weekly auction of Treasury bills. The maturity structure of
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Treasury bills is composed of three, six and twelve months, while
 
Treasury notes have 3-year maturity.
 

The commercial paper market is still primarily for the blue
 
chip companies, such as San Miguel Corporation and Philippine Long
 
Distance Telephone Company. Every CP issue, whose maturity ranges
 
normally from six to twelve months, has to be approved by the
 
Securities and Exchange Commission. In contrast, CP issues in the
 
United States, whose maturity ranges up to only nine months, are
 
not registered with the U.S. SEC. The interest rate of CP in the
 
Philippines follows closely that of Treasury bills.
 

A money market that reflects demand and supply conditions in
 
the short-term funds market is important if an efficient allocation
 
of resources is to be attained. Also, in order for other
 
short-term securities to develop further, such as commercial paper
 
or banker's acceptances, it is necessary that a reference rate be
 
established which is widely accepted by all potential investors as
 
reflecting market conditions. Treasury bills are considered the
 
ideal instrument for this type of role because they carry the
 
lowest risk (as it is backed by the Government) and can easily
 
achieve the largest market depth due to the size of the
 
Government's financing needs.
 

Because of the excessive financing requirements resulting
 
from the Government's deficit, and a desire to maintain nominal
 
low interest rates, the Central Bank can be tempted to increase
 
its use of quantitative controls for liquidity management, rather
 
than through the sale of treasury bills. There are indications
 
that this may be occurring. Examples are 1989's increase in
 
reserve requirements for term deposits. Abandoning open market
 
operations can have several undesirable effects on the financial
 
syst, as has been experienced in other developing countries.
 

Capital Market
 

The capital market consists of that component of the financial
 
sector involved mainly in the mobilization and intermediation of
 
private savings, and the allocation of medium and long-term
 
financial resources through a variety of debt and equity
 
instruments for both private and public sector domestic investment.
 
The intermediation and allocation of medium and long-term financial
 
resources for industrial development focus mainly on two areas of
 
capital market operations, namely, the v-g-securities market and
 
the securities market.
 

a. Introduction
 

There is some informal degree of specialization among
 
financial institutions in the capital market. Banks are involved
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mainly in debt financing such as syndication while non-bank
 
financial institutions are involved mainly in equity financing such
 
as underwriting and placements. Non-bank financial institutions
 
are also involved in syndications.
 

The banking sector has been the most important segment of the
 
capital market both in terms of institutional development and in
 
terms of total medium and long-term investment funds channeled to
 
projects until the early 1980s. However, the non-bank financial
 
institutions are beginning to have an important role in the capital
 
market. Non-bank financial institutions have been able to meet the
 
needs of the clients of the capital market.
 

Banking institutions are mostly concerned with loan financing 
while clients are often averse to loans because of high interest 
rates. Banking institutions are also more focused on short-term 
financing than non-bank financial institutions. The prevailing 
situation indicates that banks are showing less ingenuity in 
financing instruments. The trend at present is towards equity 
financing. This manifests the confidence of investors towards the 
country's economic and political stability. More fund sources also 
prefer investment in equity because they are expecting a good 
performance among the corporations raising more funds. Likewise, 
corporations are aggres3sive with their expansion programs and need 
additional financing as their existing capacities are not 
sufficient to meet the demand for increased production. 

Financing through debt is expected to burden many corporations
 
as annual interest charges were high at around 25 to 30 per cent
 
in 1989. The more a corporation increases its loans, the less
 
bankable it becomes. Also, the banks' single borrower limits
 
(SBLB) have already been reached by many corporations. It normally
 
takes six to eight months to arrange for project financing.
 
Underwriting for debt and equity issues take 12 months and five
 
months respectively. The attractive industries in the capital
 
market at present are real estate, shipbuilding and manufacturing.
 
The utilities and transportation industries, on the other hand, are
 
the industries in most need of financing.
 

b. Non-Securities Market
 

The non-securities market provides non-negotiable medium and
 
long-term debt funds through financial institutions which mobilize
 
savings, and then lend directly to corporations and other users of 
funds. The institutions involved in the non-securities and 
specialized banks for housing, industry and agriculture, and a 
variety of smaller non-bank financial institutions which include 
financial corporations and trust 
instruments in the non-securities 
mortgages and trust certificates) 
capital market. 

pension 
markets 
are avai

funds. 
(traditional 
lable in 

Financial 
loans, 

the local 
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c. Securities Market
 

There are two types of instruments traded in the securities
 
market, namely, equity claims or stocks and debt claims or bonds. 
The securities market mobilizes individual savings which are not
 
necessarily already in financial institutions and channel funds to
 
productive activities. The securities market's medium and long
term equity and debt funds are in negotiable form and issued by 
corporations and the national government through financial 
institutions such as commercial banks, investment/merchant banks, 
venture capital firms and government securities lenders, directly 
to individual and institutional investors, and are then traded 
among different holders. 

Commercial banks assist in providing capital by subscribing 
to bonds with or without government guarantees that are issued by 
the national government, state-owned or controlled corporations and 
financial institutions. Government securities which consist of the
 
National Government issues, government corporate issues and the CB 
securities dominate the bond market. Treasury and CB securities
 
are the most important components of the bond market in terms of
 
outstanding amount.
 

The Securities and Exchange Commission (SEC) is responsible 
for regulating the securities market. The Revised Securities Act 
provides for the registration of securities and for periodic 
submission of corporate information and financial statements. The 
SEC screens all potential candidates for listing in line with the 
listing committees Of the stock exchanges. The stock exchanges 
also require all listed corporations to submit a semi-annual 
financial report as part of the general reporting requirements. 

The Philippine market for debt securities is very limited in 
terms of type and nature of instruments available. The bond market 
is predominantly composed of government securities except for a 
handful of privte bonds issued by some of the country's large 
companies. The three types of government securities are: (i) the
 
treasury bills sold by the national government; (ii) the bonds
 
floated or offered to the public by government owned and controlled 
corporations; and (iii) the CB bills. Government securities, the 
treasury bills in particular, are the most common form of 
borrowing. 

The private sector accounted for 63 per cent of investments 
in government securities in 1988. Private banks accounted for 15 
per cent of investments while trust funds and the CB accounted for 
six per cent and four per cent of investments in 1988 respectively. 
The SSS, GSIS and the DBP were the sources of about 11 per cent of 
investments in government securities in 1988. The large holdings
 
of government securities by the banking system results from the 
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combined effect of excess liquidity and the presence of features
 
such as reserve eligibility, government guarantee and tax
 
deductions. Holders of outstanding government securities were also
 

more concentrated in the public sector.
 

There was little demand for government securities emanating
 
from the private non-bank sector. The main reasons for the lack
 
of participation from this sector are:
 

(a) 	the erosion of confidence in the government during the early
 
19808;
 

(b) 	the tight credit situation which prevailed beginning in
 
1983; and
 
the reduction in business activities of most corporations
(c) 

due to economic crisis beginning in 1983.
 

The volume of trade for long-term corporate bonds has been
 
insignificant in the 1980s. Volumes are more significant for
 
traditional short-term commercial papers and promissory notes
 
issued by private companies in the money market, Available
 

The largest issuer
instruments are limited in volume and in type. 

so far is Paper Industries Corporation of the Philippines (PICOP)
 
and this issue was made in the 1970s. Demand for corporate bonds
 
was practically nil as the domestic bond market experienced a
 
drastic shift toward government securities in 1985. The primary
 
consideration of investors was centered on carrying risk-free and
 
easily convertible assets in their portfolio. It was very
 
difficult to create a favorable market for corporate bonds in light
 
of the serious economic crisis and the lack of investor confidence.
 
The most important consideration was establishing the credit
 
reputation of the issuer.
 

The lack of a secondary market for the trading of corporate
 
bonds is also a primary factor which has resulted in the poor
 
performance of corporate bonds. Virtually no secondary trading in 
these issues exists as there are too few issues to sell.
 

d. 	 Equity Market
 

The Manila Stock Exchange (MSE) and the Makati Stock Exchange
 
(MKSE) were established in 1927 and 1963 respectively. Securities
 
listed and traded in either of the stock exchanges are deemed to
 
have 	 been admitted to the other although in practice both stock 
exchanges require that separate applications be made for the
 
listing of securities. MSE and MKSE are private non-stock
 
corporations regulated by the SEC. The SEC sets specific
 
qualification requirements for listing on either of the stock
 
exchanges. The exchanges also impose additional requirements.
 
There are 144 corporations listed in the exchanges as of January
 
1990. The stock exchanges have three indices, namely, mining,
 
commercial-industrial and oil sector. The Philippine stock market
 
is in a more volatile position compared to other stock markets
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because it has to contend with other developments aside from the 

economic fallout that resulted from the October 1987 crash. 

There are four groups of investors comprising the stock
 
market. These are the speculators, foreign investors, the general
 
public and institutions. Foreign investors have been selectively
 
bullish in 1988. This may explain the rise of commercial
industrial issues and the wider price discrepancy between "B"
 
shares (the only shares foreign investors may purchase) and "A"
 
shares (which are limited to Filipino citizens). Foreign investors
 
are, in general, not prohibited from participating in equity
 
securities of Philippine companies.
 

Institutional investors have been in and out of the market,
 
as foreign exchange and interest rates fluctuated. There are signs
 
that the number of institutions interested in the market have grown
 
but the cumulative value of the equity holdings of institutions
 
remains low. Nevertheless, the sustained stock purchases of the
 
SSS and the GSIS have propped up the prices of blue chip stocks
 
recently. Market speculators are those who hold stocks for short
term gains.
 

The supply of high grade securities in the stock market is
 
limited. In contrast, highly speculative mining and oil stocks are
 
readily available. Mining and oil shares represent the larger
 
share of trading value and volume compared to commercial-industrial
 
issues. The trend in 1989, however, focused on the commercial
 
industrial issues.
 

The demand for securities was low in the early 1980s but it 
has increased since 1987. Before, individual investors viewed the 
market as offering unattractive returns and high risk. Well 
audited financial statements are not readily available to t. a 
investing public. Trading activity is dependent on informal 

to deficiencies in the dissemination of
sources, pointing 

information to the market, especially to small investors. High
 
interest rates on short-term money market instruments compared to
 
long-term securities biased the preferences of investors toward
 
short-term investments and constrained the demand for securities
 
in the past. Nevertheless, the situation in the securities market
 
improved since 1987 as the demand for securities increased and
 
attractive issues such as the commercial-industriales were
 
introduced in the market.
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IV. CAPACITY OF THE PHILIPPINE FINANCIAL MARKET
 

The bank and non-bank financial institutions have both been 
active in the capital market in recent years. Both forms of 
financial institutions have been involved in the major capital 
market activities such as the initial public offerings (IPOs). Non
bank financial institutions and foreign financial institutions have 
taken the lead in the activities in the capital market . Foreign 
financial institutions are handling the prime accounts such as 
Meralco, San Miguel Corporation and Philippine Telegraph and 
Telephone Corporation (PT&T). The active local banks in the 
capital market are the Philippine National Bank (PNB), Interbank 
and Union Bank. These banks have the resources and capability to 
generate and circulate capital. All the other banks are still in 
the traditional banking operations which mainly involve lending. 

The capacity of the capital market seems large as any IPO is
 
oversubscribed in the market, and there is a growing interest for
 
local issues in the international market. The Philippine capital
 
market provided P 8.75 billion in terms of actual underwriting,
 
syndications and debt-equity swaps in 1988. This amount is
 
expected to increase to P 10.0 billion and P 12.00 billion in 1989
 
and 1990 respectively. The capital market is expected to provide
 
P 4.90 billion in underwriting (primarily bonds), P1.10 billion in
 
syndications and P 4. 00 billion in debt-equity and debt-debt swaps
 
in 1989.
 

The debt market is dominated by issues of short maturities of
 
the National Government, primarily treasury bills. No long term
 
government bonds are outstanding and the corporate bond market is
 
virtually moribund. There are 18 accredited government
 
securities dealers whose principal business is distributing
 
government or government guaranteed paper. Much of the government
 
issues are bought by banks and insurance companies to meet legal
 
investment requirements. The pension funds also are buyers of
 
government securities.
 

A long term bond market cannot evolve unless there is a 
significant change in government policy toward credit allocation 
and government financing policy. Therefore, credit, fiscal, and 
tax policies must be adopted which give rise to a long term 
government bond market and encouragement given to the private 
sector to provide the mechanisms for underwriting, trading and 
distribution. Longer maturities require liquidity to match risk, 
in order that investors will adju9t to longer commitments. 

The government has recently revived the auction system in
 
marketing of Treasury bills, thus enabling market participants to
 
find the proper market rate, This step will also contribute to
 
smooth functioning of the open market operations by the Central
 
Bank in its pursuit of the monetary policy via market mechanism
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rather than administrative credit controls. The gradual phaseout

of low-yielding, reserve-eligible government securities is also
 
expected to contribute to a healthy development of the government
 
securities market as the central place of market signals on the
 
true interest rates in the country. Thus, long-term government
 
bonds will be marketed not just to commercial bank or other captive
 
investors but to other genuine institutional investors who desire
 
to hold quality long-term debt instruments.
 

In order to attract pension funds, insurance companies and
 
other potential long-term government bond investors, the government
 
should not aztificially try to distort the yield curve by
 
depressing the long term rates. Yield curves should be left alone
 
to take their own shapes depending upon investor expectations, as
 
in other developed countries.
 

Straight Loans
 

a. Banks
 

The biggest straight loan in 1988 amounts to P 1.1 billion
 
granted to Caltex Philippines, Inc. by PNB as a part of! the
 
corporation's credit line to refinance oil importation. The second
 
biggest straight loan in 1988 was worth P 500 million, granted to
 
Benguet Corporation by the PNB and Interbank. San Miguel
Corporation (SMC) acquired a seven year fixed rate loan amounting 
to P 300 million in 1988 from Philippine American Life Insurance
 
Company (PhilAm) to finance its expansion and modernization
 
programs in 1988 and 1989. SMC acquired another loan worth P 320
 
million from the DBP to finance its expansion and human resource 
development piograms in 1988.
 

Pepsi-Cola Products Philippines, Inc. (Pepsi) got the biggest 
straight loan amounting to P 500 million from PNB in 1989. The 
loan was intended to boost Pepsi's production capacity through the 
acquisition of 13 bottling plants and augment working capital. The 
financial institutions which actively participated in providing 
straight loans in 1989 include among others, All Asia Capital andLeasing Corporation, SSS, Technoicgy and Livelihood Resource
 
Center, BPI Family Bank and Far East Bank and Trust Co. (FEBTC).

Agribusiness corporations such as Vitarich Corporation, Atlas
 
Fertilizer Corporation, Central Azucarera de Carlota, Fertiphil
 
Corporation and Dole Philippines, Inc. headed the list of straight

loan clients in 1989. These agribusiness corporations acquired

straight loans ranging from P 10 million to P 200 million each.
 
Unibanks such as FEBTC, Metrobank, BPI and PCIB can provide debt
 
financing from P 50 million to P 150 million each without trust
 
participation and from P 100 million to P 300 million each with
 
trust participation. The United Coconut Planters Bank (UCPB) can
 
provide debt financing up to P 400 million.
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Other banks such as Citytrust, Rizal Commercial Banking Corp.

(RCBC), Equitable Banking Corp. (EBC), Boston Bank, Interbank,
 
Solidbank and Union Bank can provide debt financing from P 30
 
million to P 100 million each. Citibank on the other hand can
 
provide debt financing from P 50 million to P 150 million. 91BEIP
 
can provide debt financing up to P 800.0 million while PNB can
 
provide up to P 700 million.
 

b. Insurance Companies/Pension Funds
 

The SSS and GSIS each can provide from P 20 million to P 200 
million. The SSS can provide up to P1.0 billion if the client is 
the government. AFP-RSBS can provide from P 30 million to P 80 
million. PhilAm Life can provide from P 40 million to P 500 
million. Other insurance companies can provide debt financing from 
P 5.0 million to P 100 million each. 

c. Multilateral Financial Institutions
 

Multilateral fina.ncial institutions such as the International
 
Finance Corporation (I1'C) and the ADB require a minimum project

size of U.S. $4.0 to U.S. $10.0 million and minimum loan and equity

investments of U.S. $1.0 to U.S. $2.0 million. ADB can provide

debt financing from U.S. $2.0 million to U.S. $10 million. IFC can
 
provide debt financing from U.S. $1.0 million to U.S. $10.0
 
million.
 

Syndication of Loans
 

Citibank was able to syndicate P 500 million for Coca Cola 
Bottlers Phils. Inc. in 1988. Interbank was able to syndicate a 
seven year term loan facility amounting to P 860 million for 
Philippine Associated Smelting and Refining Corporation (PASAR).
The Philippine Long Distance Telephone Corporation (PLDT) generated
P 5 billion in the international market for its expansion projects
through Citicorp International Limited in 1988. Syndication
transactions in 1989 included PNB and Citibank's raising P1.0 
billion in loans for First Asia Realty Development Corporation to
 
construct the Shoe Mart Mega Mall. Investment and capital

Corporation of the Philippines was able to syndicate P 500.0
 
million in loans for Republic-Asahi Glass Corporation.
 

Non-prime clients can raise P 15.0 million to P 200.0 million
 
through bank: syndication. PCI Leasing Finance, Inc. was able to
 
raise P 15.0 million through PDCP in 1988. General Milling

Corporation raised P 200 million through loan syndication in 1989.
 
At least P 6,926.8 million and P3,240.0 million in loans were
 
raised through syndications in 1988 and 1989 respectively. Plans
 
for loan syndications in 1990 amount to about P 2,960.0 million as
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Capital, Inc., a registered investment adviser in the United
 
States.
 

The FPF will invest in securities of Philippine corporations
 
through a trust agreement with the PNB. The FPF will invest in
 
long term equity in the Philippines and thus, it can not be resold
 
within a year after it is launched. The FPF can invest in
 
securities but it can not make investments for the purpose of
 
exercising control or management of the corporation.
 

Another closed-end Philippine fund is the U.S. $50 million 
Manila Fund launched on October 9, 1989 in London International 
Stock Exchange by Indosuez Asia Investment Limited, an affiliate 
of Banque Indosuez of France. The Manila Fund is expected to 
invest in local corporations engaged in exports and manufacturing,
 
particularly in the textile industry.
 

The 25 million pounds sterling First Philippine Investment
 
Trust of the Tyndell Investment Trust was launched in London on
 
December 12, 1989. The other Philippine funds are the Hong Kong
 
based open-ended Philippine Fund of Jardine Fleming and the
 
Thornton Philippine Redevelopment Fund.
 

(d) Local Mutual Funds
 

The SEC has formally signed cn November 2, 1989, the mutual
 
fund rules called the "Implementing Rules to Republic Act 2689" or
 
the Investment Company Act, signalling the revival of the local
 
mutual fund industry which collapsed in the 1960s due to lack of
 
appropriate guidelines. The presence of mutual funds is expected
 
to increase the available supply of investors in the local capital
 
market.
 

The highlights of the newly approved mutual fund rules is a
 
minimum subscription and paid-up capital of P 50 million. The
 
mutual fund to be incorporated should be closed-end and thus, the
 
investment stays for a specific period of time and the investor is
 
not allowed to withdraw investments anytime. Mutual fund
 
corporations are not allowed to invest in more than ten per cent
 
of any enterprise to ensure the fund's viability and at the same
 
time disperse investment to as many listed companies as possible.
 
The investment areas for mutual funds do not include the high risk
 
investments like the commodity futures market. Mutual fund
 
corporations are also barred from investing in unlimited liability
 
investments. There are over 20 foreign and local corporations who
 
want to register as mutual funds as of the signing of the mutual 
fund guidelines. The SEC will approve only three to four 
corporations, one of which will be an entirely Filipino 
corporation. 
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Debt to Equity Swaps
 

The Central Bank's debt to equity conversion program has been
 
in operation since August 1986. The program aims to enhance
 
external debt management through the simultaneous reduction in the
 
level.of outstanding external debt and the stimulation cf long-term
 
equity investments in priority areas of the economy. Applications
 
for conversions to investment of Philippine debt paper purchased
 
at a discount in the secondary market abroad were submitted to the
 
CB by potential resident and non-resident investors. Successful
 
applicants were with the CB for their full value in pesos to fund
 
long--term investments in prescribed areas of economic activity in
 
the country.
 

Closed or consummated transactions amounted to U.S. $280.9
 
million representing 92 applications from the start of the program
 
to the end of 1987. Closed debt to equity tranE3ctions as of
 
September 30, 1989 amounts to U.S. $741.6 million representing 240
 
applications from the start of the program in August 1986. T h e
 
Central Bank has put a limit of U.S. $15.0 million per month or
 
U.S. $180.0 million per year since July 1988 on the amount of debt
 
to equity swaps which will be approved. However, the CB Window,
 
using debt to equity paper, is suspended temporarily as of mid
 
1990. There are no debt to equity swap guidelines currently
 
available from the Central Bank.
 

Underwriting of Equity Issues
 

A public offering can generate equity of up to about P 2.0
 
billion. The public offering made for the PNB generated P1.8
 
billion in the middle of 1989. New issues of stocks remain
 
oversubscribed even after the aborted December 1989 coup d'etat.
 
The PT&T, which was oversubscribed, publicly listed about 52.5
 
million of its A shares and 47.5 million B shares at P1.37 each on
 
January 10, 1990 for a total value of P 137.0 million. At least
 
P 276.8 million and P3,941.5 million were raised in equity
 
underwriting in 1988 and 1989 respectively through underwriting.
 

The major equity underwriting in 1988 and 1989 include A. 
Soriano Corporation which was able to raise P 250.5 million through 
lead underwriter, Anscor Capital and Investment Corporation in 
1988. Cebu Shipyard was able to raise P 66.5 million through its 
lead underwriter, Multinational Investment Bancorporation, in 1989. 
The smallest equity underwriting in 1988 and 1989 are P 26.3 
million and P 66.5 million respectively. The biggest equity 
underwriting transactions were A. Soriano Corporation amountitig 
to P 250.5 million in 1988 and PNB amounting to P1.8 billion in 
1989. 

Transactions in the capital market amounted to at least P 6.9
 
billion for debt and P 7.5 billion for equity swaps in 1988.
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Transactions for debt amounted to at least P 4.0 billion for debt
 
and P 6.6 billion for equity in 1989. Debt to equity swaps
 
accounted for less than 40 per cent of equity transactions with the
 
temporary suspension of the facility. The shift in emphasis was
 
from debt financing to equity financing in 1989 due to massive
 
corporate projects, expansion plans and capital requirements, as
 
well as high interest cost of borrowing. There are plans by over
 
30 firms to raise equity by public offering for 1993 onwards. The
 

a "wait and see" attitude
corporations may, however, be taking 

because of the threat of another coup.
 

Problems of the Financial Market
 

The financial market has been overlooked as an ingredient of
 
economic growth. The financial market facilitates the process of
 
financial intermediation, the gathering of savings and the
 
channeling of these savings to investors. The problems faced by
 
financial institutions differ from one sector to another.
 

(a) For example, insurance companies as a source of funds are
 
restricted to investments in corporations which are well
 
established financially and operationally. Insurance companies are
 
very strict in investing equity and their clients must be prime
 
corporations with good track records for profits and dividends.
 
Commercial banks on the other hand, have the attitudinal problem
 
of being limited to the traditional method of providing capital,
 
that is, debt financing which is tied to collateral and fixed
 
income of the corporation in need of capital.
 

(b) Another problem of corporations in need of capital is the lack
 
of long-term debt capital at fixed rates.
 

(c) The underwriting sector is confronted with the problem of the
 
government's inability to effect and enforce rules and regulations
 
in the stock market as unscrupulous brokers trade stocks of
 
corporations where they are also directors and officers. The SEC
 
is not able to monitor effectively the operations of the stock
 
brokers.
 

(d) Likewise, most stock brokers operate in a small and limited
 
way without being aware that the industry has qrown because they
 
are not attuned to what is going on in the market in terms of data
 
and information. Such stock brokers are unable to provide sound
 
advice to clients.
 

(e) The trading systems in the stock exchanges can not meet high
 
volumes of stock trading. Delays are involved in clearing a
 
domestic stock from the exchanges. Repatriation of foreign
 
currency also takes about 90 days during high trading volumes. The
 
delays are caused by scarcity of foreign exchange at the CB and the
 
inefficient manual systems and the insufficient number of personnel
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at the Securities Transaction Division of the CB.
 

(f) The SEC is more of a regulatory body than an agency concerned 
with the development of the local capital market.
 

Prospects of the Financial Market
 

The government has taken several steps to improve the capital
 
market, including: (i) increasing the availability of long-term
 
funds and the yields of financial instruments; (ii) fostering a
 
government securities dealership network; (iii) effectively
 
controlling inflation and the foreign exchange rate; and (iv)
 
rehabilitating the PNB and the DBP. The following are
 
manifestations of the improving situation and present good
 
prospects in the local canpital market:
 

(a) The privatization program is the major economic policy
 
directive of the government that can stimulate enthusiasm for the
 
stock market and commercial-industrial group. About 20 million
 
shares of Manila Electric Company (Meralco) are to be offered to
 
the public. Likewise, Philippine Airlines (PAL), National Steel
 
Corporation (NSC), as well as other sequestered companies under the
 
Asset Privatization Trust (APT) are next in the line for
 
privatization in the early 1990s.
 

(b) There is also the prospect of an increased flow of new
 
listings of corporations from the private sector. One of the
 
compelling reasons is that most of the top 500 corporations are
 
already approaching the debt to equity ratio ceilings as well as
 
SBLs with banks. The corporations will be forced to look for
 
alternative means of raising long-term capital to finance the
 
expansion of their operations.
 

(c) There are two bills pending in Cungress that are positive for
 
the development of the stock market. One is House Bill (HB) 19782,
 
entitled "An Act to Develop the Philippine Securities Market,
 
Create a Capital Market Development Commission, Define Its Powers
 
and Duties, Amend Pertinent Provisions of Relevant Laws and for
 
other Purposes." HB 19782 features a multi-pronged attempt to
 
develop the securitiej market. It aims to provide incentives to
 
investors through exemption from the documentary stamp taxes in
 
stock and security paper trading, and from income taxes on
 
dividends earned and tax cuts for listed corporations. The bill
 
aims to increase the number of listed issues and encourage the
 
entry of more stock market investors through tax incentives.
 
Supporting legislation which is also under deliberation provides
 
for, among others, the removal of the ten per cent value added tax
 
on transactions of stock brokers.
 

(d) The Asian Development Bank (ADB) is one of the institutions
 
supporting the development of the local financial sector. The ADB
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programmed a United States (U.S.) $200.0 million loan to the
 
Philippines for the development of the country's capital market.
 
The proposed program will review the reforms instituted to improve
 
the efficiency of the financial sector. The program will study the
 
institutions in the capital market, particularly those specializing
 
in long-term and equity financing. It will focus on the stock
 
market, investment banks, securities firms, leasing and venture
 
capital companies, insurance and pensions funds, thrift banks,
 
housing finance institutions and the mutual funds industry.
 

The ADB has set four prerequisites which should be complied
 
with in order to achieve the development of the local capital
 
market and for the release of the U.S. $200 million loan. These
 
are:
 

- Unification of the Makati and Manila stock exchanges; 
- Inclusion of foreign exchange risk in term lending operations; 
- Agreement to consider the findings under the technical 
assistance for a finance study; and 

- Establishment of a mutual fund management company in the private 
sector. 

(e) A major development in the local capital market is the
 
establishment of a venture capital fund for the Philippines by
 
Hambrecht and Quist, a U.S. based corporation. The venture capital
 
fund is worth around U.S. $10 million. Hambrecht and Quist also
 
manages the U.S. $50 million investment of a large American bank.
 
Hambrecht and Quist will focus on local investments in companies
 
that will go public within four to six years such as contract
 
manufacturing and offshore production for high technology U.S.
 
corporations, agribu3iness, labor intensive and export oriented
 
operations. Venture capital corporations exist in the country,
 
but the corporations were not able to provide equity where equity
 
is needed. The corporations are attached to commercial banks which
 
are oriented towards loan financing.
 

(f) The members of the private and government financial
 
organizations are proposing the creation of a commission to review
 
the policies, infrastructure, laws and regulations affecting the
 
local capital market. The commission is envisioned to perform a
 
"developmental" role in the local capital markets in addition to
 
its regulatory functions. The commission is expected to encourage
 
more local corporations to enlist in the stock exchanges, promote
 
the idea of long-term finance through equity issues, and promote
 
the efficiency of the local bourses.
 

(g) The Congress and the Department of Finance is also studying
 
tax measures like the abolition of gross revenue tax (GRT) aimed
 
at supporting the development of the capital markets; deduction of
 
dividend payments from the taxable income of corporations listed
 
in the stock exchanges; and reduction in corporate income tax from
 
35 per cent to 30 per cent.
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(h) The country's capital market is expected to develop further
 
as mutual funds begin to actively participate to pool and manage

the funds of small-sized investors.
 

(i) The Congress is also studying the relevance of removing all
 
regulations fixing interest rates as it started sessions in January
 
1990.
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V. LEGAL AND REGULATORY STRUCTURE
 

The Philippine legal and regulatory system has not been
 
helpful to the healthy development of financial markets in the
 
country. A number of laws and regulations have been adopted in a
 
reactive manner to fill loopholes rather than based upon a thorough
 
understanding of financial market requirements. Court and other
 
legal proceedings are cumbersome and slow, making it almost
 
impossible for the parties to rely upon the legal system to
 
arbitrate financial disputes in a reasonably speedy manner. For
 
example, loan recovery is painfully slow through the court system,
 
which has been clogged badly. In the four year& sin(e the new
 
government took power, there has been no coherent legislative
 
programme. One of the noticeable features of the political life
 
in the country is the wide gap that separates the executive and
 
legislative branches.
 

The administration is blamed for the lack of legislative
 
leadership, while the congress is blamed for delaying the critical
 
legislative reforms measures in place. Congress has faced a
 
monumental legislative congestion. As of June 1990, there were
 
31,130 bills filed in the House, of which only 1,339 had been acted
 
upon. However, some improvements have been made in recent years
 
in the presentation and formulation of regulations governing
 
investment activities in the Philippines.
 

Foreign Investment Regulations
 

The government adopted in 1987 a new Omnibus Investment Code,
 
a compilation of the foreign investment laws and various incentives
 
available to domestic and foreign investors. As a rule, foreigners
 
may invest in most business activities to the extent of 40 percent
 
of the capital of an enterprise without seeking the approval of the
 
Board of Investments (BOI); they are only required to file a report
 
on the foreign investment with the BOI for record purposes.
 

The government allows up to 100 percent ownership by foreign
 
investors in the following cases:
 

a. Investments belonging to the "pioneer enterprise" status,
 
such as manufacture and process of new products and
 

services not being offered in the country;
 

b. Investments in the export processing zones, such as Bataan, 
Cebu, Baguio and Cavite; and
 

c. Investments in which at least 70 percent of production is
 
exported.
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such as new power plants are
Energy-related projects 

considered to belong to the pioneer enterprise category, thus
 
eligible for up to 100 percent foreign ownership. On the other
 
hand, the public utilities engaged in not just power production but
 
in power distribution as well are limited to only 40 percent
 
foreign ownership. Since most BOT-related private power projects
 

interested in power production for sale to local Philippine
are 

utilities, they are eligible for 100 percent foreign ownership.
 

Foreign investments include cash as well as other assets
 
actually transferred to the Philippines. These non-cash assets may
 
be in the form of capital goods, patents, formulae, or other
 
technological rights or processes.
 

Guarantees for the Safety of Foreign Investments
 

In addition to the basic rights and guarantees provided in
 
the Philippine Constitution, foreign investors are provided certain
 
extra guarantees for the safety of their investments. They include
 
the right to repatriate the entire proceeds of the liquidation of
 
the investment, the right to remit earnings form the investments, 
the guarantee for no expropriation or requisition by the Philippine 
government.
 

Incentives for Foreign Investments
 

The Omnibus Investments Code of 1987 gives a number of
 
incentives to BOI-registered firms. For an initial period of four
 
years for new non-pioneer firms and six years for new pioneer
 
ventures, registered firms are fully exempt from income taxes,
 
whose exemption can be extended extra one year under certain
 
conditions. Foreign investments can also enjoy tax and duty free
 
importation of capital equipment as well as tax credit on dome!-tic
 
capital equipment. They can also enjoy unrestricted use of
 
consigned equipment. They are also given special treatment in
 
customs procedures, employment of foreign nationals and other areas
 
in order to promote foreign investments in the country.
 

Regulation of the Securities Market
 

The Securities and Exchange Commission was established in the
 
Philippines under the Securities Act of 1936. It was designed
 
after the U.S. Securities Exchange Act of 1934, which aio
 
established the U.S. Securities and Exchange Commission. The SEC
 
has a number of functions, including protecting investor interest
 
and promoting an active capital market. The SEC is also charged
 
with administering the Investment Company Act of 1960, the
 
Corporations code of 1980, and other related laws. Besides acting
 
as a securities market regulatory body, the Commission also acts
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as the registrar of companies to enforce the companies law and keep
 
public records of all company filings. At least half of the SEC's
 
substantial number of employees are engaged in companies work,
 
while the other half does securities regulatory work.
 

The corporation is the most common form of business
 
organization in the country. Another form of organization
 
available is the general partnership, which is usually adopted by
 
professionals. Both, corporations and partnerships are required
 
by law to be registered with the SEC as required by law. A
 
corporation acquires a legal personality separate from its
 
stockholders upon issuance of the SEC certificate of registration 

Provisions relating to securities are contained in several 
places, including the Revised Securities Act 1982, the Investment 
Companies Act 1960, the Corporation Code and the General Banking 
Act 1948 (as it relates to Common Trust Funds offered for sale to 
the public). There is a need to create a single unified code 
covering all aspects of the public sale or offer for sale of 
securities. Without an improved and unified Code, there will be 
a very real risk that different regulatory standards will create 
confusion in the minds of investors. 

In its regulatory role the SEC monitors the operation of the
 
stock exchanges, the over-the-counter market and all firms and
 
individuals engaged in the securities industry to insure compliance
 
with the securities laws. SEC representatives are present on the
 
trading floor of the stock exchanges during trading hours; brokers
 
are required to file weekly activity reports with the SEC.
 
Financial statements of all brokers are examined at six month
 
intervals.
 

Brokers and dealers active in the securities industries must
 
be licensed by the SEC which also supervises and regulates their
 
activities. It has been reported, however, that, in the past, the
 
granting of such licenses has been focused on personal
 
characteristics and that professional training and testing is not
 
extensive.
 

Securities to be offered to the public must be registered with
 
the SEC. Basic filing information include complete current
 
financial information, financial statements, balance sheet, income
 
statements and all relevant data to enable the potential investor
 
to make a valid judgement on the merits of the investment. The SEC
 
acts to insure the adequacy and accuracy of the information. 

During the past administration the SEC was given quasi
 
judicial powers, enabling it to mediate corporate disputes. As to
 
its efficiency, proficiency, initiative, and promotional
 
activities, the SEC is viewed differently in various quarters of
 
the financial community; however, most recognize that there is a
 
need to strengthen the SEC staff. In particular, it is desirable
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to separate its regulatory functions from those of a registrar of
 
companies and promotional activities, so as to allow the market
 
players to develop their expertise and develop the market.
 

The SEC has the primary responsibility to prevent the
 
exploitation of the unwary public in the sale of unsound,
 
fraudulent, and worthless securities and at the same time to
 
promote an active capital market. It likewise prohibits the
 
misrepresentation, manipulations, and other fraudulent practices
 
in the sale of securities. To meet these objectives, the SEC is
 
furnished with the daily transaction reports of the brokers and
 
dealers, particularly the records of accounts and other pertinent
 
papers. It likewise prohibits the sale of any security in the
 
Philippines unless such a security has been registered with the
 
SEC. The SEC also deploys securities agents on the trading floor
 
of the exchanges.
 

A set of implementing rules from the SEC formulates the
 
groundwork for all the monitoring and police work it carries out.
 
The SEC requires that all brokers and dealers be registered and
 
licensed by them to place their activities under their supervision.
 
It also prescribes that trading in securities must be based on fair
 
principles and outlaws manipulation, deceptive trading and other
 
corrupt practices. The SEC is empowered to enlist the aid of any
 
enforcement agencies of the government, both civil and military as
 
well as any private institution. As such, the SEC can use its
 
powers not only to police the stock market, but more importantly,
 
to allow the market to develop and to grow in an orderly manner.
 

As has been variously pointed out, the SEC has to fulfill
 
functions that are in many ways contradictory and/or unrelated,
 
having to fulfill duties as a securities market regulator, to
 
administer the Securities Act, and at the seme time act as a
 
companies registrar, to administer the Corporations Code. This
 
latter function involves important but superfluous functions
 
entailing time consuming details which may be best carried out by
 
other agency; whereas the securities regulatory function is
 
broader, and based on economics and dynamic markets.
 

There is a lack of specialist expertise on the part of those
 
involved in monitoring and regulating the market, something that
 
has had adverse effects on the latter's development. The SEC has
 
been deprived of adequate resources over many years and there is
 
insufficient staff within the institution to cope with the demands
 
imposed upon it. There is a significant lack of depth of specialist
 
knowledge in various fields of securities market; and the shortage
 
of staff, particularly in data collection, statistics compilation,
 
information distribution and storage, and in understanding and
 
producing detailed financial and market analysis reports, is of
 
major concern. Expertise is lacking also in the area of
 
establishing detailed regulations for registration and approval of
 
those within the industry, monitoring due compliance on an on-going
 

42
 



basis and in reviewing local and foreign regulations and policies
 
as they affect the changing requirements of the securities
 
industry.
 

Stock Exchanges 

The Philippines has two operating stock exchanges, Manila and
 
Makati Stock Exchanges. They are independent of each other but 
trade and list the same securities. The number of listed companies 
as of April 1990 were 151 with 247 issues, compared to 144 listed 
companies at the end of 1989. The Philippine government has 
stipulated that all companies listed on one stock exchange be 
listed on the other automatically. The total market capitalization
 
was P 260 billion (U.S.$12 billion) as of the end of 1989, which 
saw a big jump in the total market capitalization from P 88.9
 
billion in 1988. The combined trading volume on the two exchanges
 
in 1989 reached P 50.7 billion (U.S.$2.4 billion), compared to P
 
10 billion in the previous year. The exchanges are self-regulating 
bodies which are closely monitored by the SEC. The Manila Exchange 
is the larger and more active of the two. Efforts to merge the two 
e-changes have been going on for some time, but there are certain 
political difficulties in reaching that goal. 

As of May 1990, there were 67 operating members on the Makati 
Stock Exchange and 60 operating members on the Manila Stock 
Exchange. Each stock exchange has membership seats which are owned 
and held by members, with each member, whether individual or 
corporate, Ptititled to one seat. This may be acquired directly 
from the exchange or existing members. Corporate membership was 
also allowed about ten years ago. Trading should commence within 
six months from the approval of membership. Recently, three new 
foreign securities firms acquired seats on the Philippine stock 
exchanges, exhibiting the growing confidence in the Philippine
 
capital market. They were Nikko Securities from Japan, Baring
 
Brothers from the United Kingdom, and the Overseas Chinese Banking

Corporation from Singapore. 

Even with the existence of two stock exchanges, the
 
Philippines has not been able to fully tap the potential of its 
equities market. Even though the Manila Stock Exchange is the 
oldest in the Southeast Asia, its market capitalization is among
the lowest in the region. Of the 151 listed companies, only about 
30 companies involving 55 issues are actively traded and of the top 
1,000 Philippine corporations, only a little over 50 are l.:sted.
 

During the recent years, therefore, the stock market has not
 
played an important role in the capital market and has not been 
able to contribute significantly in raising new capital and 
mobilizing savings for investment purposes. However, the situation 
has improved significantly in 1989, as there appeared the prospect

of greater flow of new listings coming from the private sector. One
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reason for optimism is that most of the top 500 Philippine
 
companies are already nearing their debt ceiling limits and will
 
be forced to look for alternative means of raising long term
 
capital to finance their expansion; securities market is an option
 
which they can not ignore.
 

Recently, some of the leading conglomerates have already
 
actively tapped the stock market for fresh funds. Ayala
 
Corporation, for example, has spun off its real estate and property
 
development operation and listed the new company on the stock
 
exchange, with Lhe aim of offering most of its capital to the
 
public to augment funds for various real estate projects. The
 
market's response was overwhelming, with most of the shares
 
underwritten easily. Also, Keppel Phil. Shipyard Inc. raised its
 
share capital by 147 percent, with the subsequent increase in the
 
supply of new shares on the market.
 

Listing Requirements
 

The applicant company is required to meet certain requirements
 
and submit certain documents before its issue is listed. These
 
requirements include:
 

a minimum of authorized capital of P 100 million; with a
 
subscribed capital stock of P 25 million and paid up capital
 
of P 12.5 million;
 

25 percent of the authorized capital must be underwritten and
 
distributed through the member brokers of the exchanges;
 
provided that at least 50 per cent of such offering shall be
 
allocated to the two stock exchanges on a 50-50 basis to be
 
distributed to the public through their operating members;
 

A minimum of 300 shareholders; and,
 

The security must be registered/licensed in accordance with
 
the Revised Securities Act and authorized by the SEC to sell
 
the security to the public.
 

Another important listing requirement is the issuance of a
 
prospectus, to be distributed when offering to sell the shares.
 
The contents of the prospectus should include:
 

Information on the company and its subsidiaries concerning
 
the particulars of all loans outstanding and other borrowings,
 
including bank overdrafts and liabilities, guarantees or other
 
material contingent liabilities;
 

Nature and family relationship of all directors and executive
 
officers and a brief account of the business experience during
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the past five years of each of these persons;
 

A statement as to the financial and business prospects 
of the
 

information whichCompany or Group, together with any material 
may be relevant thereto, including all factors or risks (if 

any) which are not mentioned elsewhere in the prospectus and 
likely to be known or anticipated by the generalwhich are not 

public and which could affect the company's profitability;
 

An analysis of the financial condition and operations of the 

Company or Group, particularly known events or trends likely 

to result in material decreases or increases in liquidity, 

commitments for capital expenditures, or the amount of
 

reported income; 

A report by the auditors of the Company with respect to the 
in respect of each of theprofits or losses of the Company 

five completed fiscal years immediately preceding the
 
the balance sheet of the
publication of the prospectus, 


Company, and any other matters which appear to the auditors
 

to be relevant having regard to the purposes of the report.
 

The two exchanges each charge a listing fee of P 20,000 and
 
For subsequent listing
non-refundable processing fee of P 2,000. 


there is a charge of P 5,000 each. Inf additional shares, 
dition, each exchange bills the company an annual fee of P 20,000 

f the issue belongs to the Commercial/Industrial sector, or is a 
is a Small Board issue.ig Board issue, and P 10,000 if it 

tcAny and all securities approved by the SEC for listing on any
 

tock exchange is deemed automatically listed for trading on both
 
The Manila and Makati exchanges have
tock exchanges in Manila. 


agreed that a company applying for listing with one exchange must
 

also apply with the other exchange. The two exchanges have a joint 

listing committee, which reviews all applications. 

Listed issues are classified as either Big Board or Small 
The Big Board issues are the larger, more well
Board issues. 


a good earnings record and dividend
established companies with 

Small board issues are generally speculative mining, or
history. 


oil issues of firms which are not consistently profitable and do
 
from the
not issue dividends. These type of listings derive 


the development of natural
government's policy of encouraging 

A Small Board issue may apply to the Big Board once
 resources. 


it has been in continuous production and has paid dividends for at
 

least two consecutive years. 

There are very few prefer:red issues listed in the market. 
of the issues common shares. CompaniesThe majority listed are 

Class A common shares may be purchased
issue two classes of stock. 

only by Philippine nationals, while Class B common shares may be
 

owned by both Philippine and foreign investors. As provided for
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VI. ECONOMIC AND FINANCIAL ISSUES FOR THE ENERGY SECTOR 

Policy formulation and coordination of the energy sector are 
the responsibilities of the Office of Energy Affairs (OEA), an new 
agency established under the Aquino government to take over the now 
abolished Ministry of Energy. The other key energy sector 
Government institutions include: National Power Corporation (NPC) 
responsible for power gener;.tion and transmission; Philippine 

National Oil Company (PNOC) - responsible for maintaining adequate 
oil supplies and developing indigenous energy resources; Manila 
Electric Company (MERALCO) - a private company supplying 
electricity to the Metro Manila area; and National Electrification 
Administration (NEA) - responsible for rural electrification. The 
OEA lacks authority to carry out its coordination and decision
making functions for the sector. As a result, sectoral policies 
and investment programs lack cohesion and reflect inadequate long
range planning. The lack of strong central agency in the sector
 
has resulted to disagreements between the other key institutions
 
that Energy Coordination Council (ECC) was created in the Office
 
of the President to develop formal linkages between the energy
 
sector participants.
 

The thrust of energy sector policy is to ensure availability
 
and efficient use of energy. Measures to improve efficiency and
 
self-reliance continue to be implemented. Fuel diversification and
 
development of indigenous resources, particularly geothermal
 
resources are given high priority. The provision of low cost power
 
is an essential element to an efficient industrial sector, and a
 
continuation of the economic recovery. The Government is committed
 
to undertake the necessary policy reforms to ensure an efficient
 
and productive power sector, and to embark on a least-cost
 
investment program emphasizing indigenous resources wherever
 
feasible.
 

The Philippines has modest amounts of indigenous energy
 
sources. Hydropower resources are quite substantial with a
 
theoretical power potential of over 10,000 MW. However,
 
development of these resources is relatively costly due to the
 
distance of the better sites for the main transmission grid.
 
The country's main potential domestic energy resource is geothermal
 
steam. Despite the economic advantages of geothermal resources
 
over other source of energy, there are some factors impeding the
 
development and utilization of geothermal steam:
 

1. The exploratory drilling costs in Philippines range from US$1.2
 
to 1.8 million per well, significantly higher than the industry
 
norm of US$0.8 - 1.0 million. This higher cost is due to lack of
 
planning and supervision, inexperienced contractor's crew without
 
the technology know-how thereby increasing drilling time.
 

2. PNOC is required to pay 60 percent of its net revenues as
 

royalty to the government while its recovery costs are limited to
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90 percent of total revenue. This requirement has made steam
 

exploration and exploitation appear economically unattractive. The
 

government need to alter the royalty legislation to encourage local
 

captures R.n appropriate portion of the economic 

and foreign parties to undertake geothermal exploration and 

production. 

3. A pricing scheme is needed to ensure that the 
rent on 

government 
geothermal 

price of steam has long been in contention since resources. The 
it has no observable international price or independently 

"avoided cost" is i1sed to
determined value. The principle of 

determine the price of steam in the Philippines. In this cLse, the
 

avoided cost is the break even price of electricity generated from
 

imported coal.
 

Philippines coal resources are considerably more expensive
 
exporting countries, even
than the resources available in the coal 


allowing for the freight cost differential. There are two
 

conflicting considerations in devising the future strategy for the 
coal sector. First, domestic coal is more expensive than imported 
coal. Thus, the mandated use of domestic coal imposes a
 

significant burden to coal consumers which in turn, may hurt the
 
Second,
international competitiveness of the industrial sector. 

have astrategically, it is not unreasonable for Philippines to 

domestic coal industry in view of the fluctuating price of imported 
coal, lead time required for mine development and other social 
considerations. Therefore, the government strategy should allow
 

industry at its
for the financial survival of the existing coal 
current stage of operation aiming to reduce the burden on coal 
users by narrowing the gap between international and local prices 
and prevent misallocation of resources by limiting the expansion
 
of coal industry until international coal prices increase
 

significantly.
 

to note that the main thrust of the least-costIt is important 
plan is the composition of the program based on the viability of 
the candidates included in the program (Luzon geothermal, Tongonan 
geothermal and imported coal) and the non-viability of candidates 
excluded from thb program (further domestic coal and hydro power 
plants). The decision not to operate the Bataan Nuclear Power 
Plant and the rapid rate of economic recovery since 1986 have put 
tremendous strains on power generation capacity. A number of gas 
turbine power plants are being commissioned to meet this demand. 
One of these plants will be operated by the private sector on a 
build-operate-transfer (BOT) basis, and the BOT scheme is being 
considered for construction of the next coal power plant in Calaca 
to be commissioned by 1995. 

The major power development program of the National Power
 
Corporation (NPC) for the period 1988-1992 will cost approximately
 
40 billion pesos, of v-hich over 50 percent will entail foreign
 
exchange cost. This power development program emphasizes the
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development of low-cost geothermal power sources, supplemented by
 
thermal units that can use either imported or domestic coal,
 
depending on relative costs. Joint venture operations between the
 
Philippine National Oil Company and the private sector are being
 
sought for geothermal development.
 

Some of the key issues that need to be addressed and resolved
 
for efficient development and operations of the power sector are
 
as follows:
 

Electricity Tariffs
 

The electricity prices in the Philippines are not excessively 
high compared with average rates in other ASEAN countries. 
However, the structure of tariffs is not economically efficient and 
leads to inefficient use of power and cross-subsidy among various 
users. Industrial customers are paying tariffs higher than cost 
of service in order to subsidize smaller users and household 
consumers. The current tariff structure should be revised to 
reflect the real cost of supplying energy and capacity to different 
consumers at different timtes of day. The government is committed 
to moving to an electricity pricing structure that reflects long
run-marginal-cost (LRMC). The LRMC pricing can be provided first 
to the industrial and other large electricity consumers in and 
around Manila. Over time this may lead to bett3r dispersion of 
energy intensive industry to other areas and islands. In the 
meanwhile, it will provide a fair basis for charging and a 
benchmark against which to measure the need for future tariff 
changes. 

The authorities are fully aware of the need to lower the power
 
rates and have implemented this program to reduce the cross-subsidy
 
to residential consumers. The long-run-marginal-cost tariff
 
structure will be adopted in a phased manner, with due
 
consideration for social and regional equity.
 

MERALCO Transmission/Distribution Losses
 

MERALCO had system losses equivalent to about 21 percent of
 
net generation. In order to reduce technical losses, Meralco
 
should identify the problem areas through improving the Transformer
 
Load Monitoring System, surveying serviced areas to establish
 
priorities for system rehabilitation and updating computerized
 
distribution records to include new local conditions.
 

Non-technical losses are primarily due to meter tampering by
 
some of the large industrial and commercial consumers of
 
electricity. To curb nontechnical losses, Meralco has been
 
implementing an action program which includes investigation and
 
billing recourse, analysis of billing data, monitoring of
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consumers' monthly consumption and demands, enclosure of meters in
 
steel boxes to prevent recurrence of tampering, advw.rtisement and
 
elimination of interventions by Meralco employees and others in the
 
settlement of pilfered electricity of relatives and friends.
 

Financial Issues
 

Power represents the most capital intensive sector Therefore,
 
a failure to optimize investment& and the inefficient utilization
 
of assets can be extremely costly to the economy. Some of the
 
structural problems that have created financial constraints are as
 
follows:
 

a. Local Currency Investment Funding Constraints
 

Even though NPC is devising its tariff to yield the maximum 
rates of return permitted under its charter, it has only limited 
capacity to increase local currency generatsd from operations. For 
the period 1988-1995, the overall local currency investment 
requirements exceed substantially its capacity to generate funds 
from operations and government capacity to finance through budget 
allocations. NPC should consider entering into arrangements with 
financial institutions and institutional investors to raise more 
permanent capital from domestic sources of long-term funds. The 
government should consider providing institutional investors with 
incentives to invest in specially designed long-term securities. 

b. Equity Capital Constraints
 

Meralco's long-term financial health depends on the government
 
proscribing future transaction of the company's stock that are
 
financed entirely with loans which depend on the company's
 
dividends for debt service and the shares themselves for
 
collateral. The government should require that all purchases of
 
shares .;'iould conform to margin requirements similar to those of
 
the Makati Stock Exchange.
 

c. Retailing Constraints
 

Neither NPC nor Meralco has been realizing their full capacity
 
to generate cash from operations. The Meralco system has been
 
plagued with extremely high levels of non-technical losses as a
 
result of company's inability to prosecute successfully identified
 
pilferers of energy. The government need to pass a legislation to
 
prosecute convicted pilferers by imposing heavy penalties
 
comparable to those levied by Singapore or Japan, where utilities
 
can exercise tight control over distribution losses.
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Relative to the energy sector as a whole, the electricity
 
distribution system poses important problems. The rural
 
electrification sector has major problems since 1983. With funding
 
for further expansion becoming increasingly constrained, repayment
 
of earlier loans coming due and the physical deterioration of core
 
systems steadily increasing, the financial distress of the sector's
 
institutions has become acute.
 

The Rural Electric Cooperatives /REC) provided distribution
 
for smaller urban centers and rural areas. There are 117 RECs and
 
NEA is responsible for coordinating the activities of the RECs.
 
A large proportion of RECs face serious operational and financial
 
problems. Theft of electricity is common and maintenance is
 
inadequate throughout the REC system. Generally, the RECs lack the 
skilled staff and equipment needed to improve their operational
performance and the burdens of past mistakes have weakened their
 
prospects for improving their financial health. Also, REC's
 
financial problems are directly related to managerial weaknesses
 
that have resulted from the interference in their internal affairs
 
by highly politicized Boards or individual Directors.
 

NEA has performed poorly as both a lender and a provider of
 
technical support to the RECs. Although they collect monthly

document of REC's performance, it has been unable to implement 
programs for operational and financial improvement and it has its
 
own weaknesses. The biggest problem of this energy sector is the
 
participating institutions' chronic lack of technical
 
accountability.
 

To address the pervasive problems, major reforms in this 
sector are urgently needed. An integrated program should be 
developed that will introduce proper operational practices,, 
appropriate investment strategies and strengthening of the sector's 
weak institutions. Because neither the RECs nor NEA can 
concentrate effectively on their future responsibilities as long 
as they are burdened with heavy obligations accruing from past 
uneconomic policies, the institutional strengthening components of 
the program should includo measures for financial restructuring of 
these organizations. To ensure that the benefits of restructuring
remain effective in the long-term, NEA will need to develop and 
implement financial strategy that encourages the RECs to invest in 
high return projects and adopt proper operational practices and 
pricing principles, and discourages them from failing to meet
 
obligations to their creditors and consumers.
 

With the energy demand expected to grow by an estimate of 4.5 
percent for the next five years, the government should take the 
initiative to draw up a phased program to improve the energy sector 
operations. Demand for energy projects is very high due to the 
country's economic boom and investment upsurge. However, a power
supply shortage represents a real constraint on future economic 
growth. The Board of Investment has disapproved some investments, 
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especially those in power intensive industries, that promised to
 
simply because certain
be lucrative foreign exchange earners, 


area's power grid was unable to provide enough electricity. This
 

results in a real opportunity loss for the country's economic
 

development.
 

It is in this context that the country needs new innovative
 

ways to increase its power supply both economically and speedily.
 

In view of the financial constraints faced by both NPC and the
 
,lay an important role in power
government, the private sector can 


incentives. The BOT/BOO
production, given the proper financial 

scheme can supplement the nation's power supply relatively quickly
 

without the expenditure of large up-front capital costs by the
 

public sector.
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VII. POTENTIAL ROLE OF MULTILATERAL AND BILATERAL CREDIT AGENCIES
 

As LDC governments are constrained in making massive
 
sector due their own budget
investments required in the energy 


constraints, it has become increasingly critical consider the 
issue
 

of additionality in power supply, including the private sector's
 

in new power plants. According to a World Bank

investment 

estimate, about $1 trillion of new power sector investments may 

be
 
Half of the


needed in developing countries during 1990-2000. 

When we combine the
 amount is required for China and India alone. 


power sector investment needs in developed countries and the Soviet
 

total amount of required investment during the final

Union, the 

decade of this century could be truly monumental.
 

In order to encourage active participation in the power sector 

by the private industry, innovative financing schemes and financial 
In this connection,
engineering have to be considered seriously. 


both BOT (Build, Operate and Transfer) and BOO (Build, Operate 
and
 

Some experts and potential private
Own) are important elements. 

project sponsors prefer BOO to BOT, since there should be not only
 

new entry by the private sector into power
an encouragement of 
 The exit
production but also no mandatory exit as envisioned BOT. 


decision by the private sponsors should be left on the business
 

merits and other strategic and financial consideration rather 
than
 

being preordained as in BOT.
 

Potential Role of the World Bank
 

The World Bank, by its charter, is limited in its lending
 

activities to making loans to sovereign governments or loans that
 

are covered by a sovereign guarantee. Thus, it has not been able
 

to lend directly to BOT/BOO projects, non of which so far carried
 
found indirect and
 a sovereign guarantee. The World Bank has 


to assist its member countries in
creative ways, however, 

implementing BOT/BOO projects.
 

In Pakistan, for instance, the World Bank played a key role
 

in establishing a $520 million Private Sector Energy Development
 

Fund, which is intended to make long-term loans to finance up to
 

30 percent of the cost of qualifying projects, including BOT/BOO
 
In the Philippines, an energy
projects, in the energy sector. 


loan form the World Bank is intended to used by the
sector 

Philippine government and its government agencies in part to fund
 

investments or standby facilities for BOT/BOO projects.
 

Another way in which the World Bank helps its member countries
 
These
 carry out BOT/BOO projects is by conducting sector studies. 


studies have been done for the power sector in Turkey, Pakistan and
 

the Philippines. They have helped to identify the need for and to
 

determine the feasibility of BOT/BOO power plant projects in these
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power sector. The Pakistani government has outlined the
 

guidelines for evaluating and negotiating BOT/BOO projects. In
 

that connection, a group of external lenders led by the World Bank
 

is providing a $520 million loan to the government. The $520
 

million loan is assembled from various sources by the World Bank:
 

$150 million from the World Bank, $146 million untied loan from
 

Japan in yen, $120 million tied loan from U.S. AID, $50 million
 

tied loan from the United Kingdom in pound sterling, $30 million
 

tied loan from Italy in lira, etc. The average cost of these
 

loans, except for the World Bank loan, is at the concessionary rate
 

of about 5 percent, and the Pakistani government will onlend to the
 

private power project entity in rupees at 15 percent.
 

Pakistan's first major BOT project involves a 1,292 MW oil
 

fired power plant to be sited near the moth of the Hab River, in
 
The total
Baluchistan, Pakistan, about 40 kilometers from Karachi. 


Hab River project is currently estimated to cost some $1.1 to $1.3
 

billion. The main project sponsors are Saudi and British companies
 

which are interested in the projects as investors and not related
 

to the public utility business of their own. Out of the total
 

equity of $22C to $240 million, $140 million is to come from the
 

sponsors, and $100 million, in the form of convertible bonds, is
 

to be raised locally in Pakistan. Of the debt, roughly $650
 

million is expected to come from export credit agencies (or from
 
lenders backed by export credit guarantee
foreign commercial 


agencies) and multilateral institutions and $410 million from the
 

$520 million loan facility on a subordinated basis.
 

the prime contractor,
Foreign sponsors will also include 

Mitsui of Japan, and other subcontractors. While the 25 percent
 

equity portion and the public bilateral and multilateral financing
 
$300 million to be
have been agreed to, still there is a gap of 


financed from the private international banking community, which
 

insists on additional comfort in the area of political risk and
 

convertibility. In this connection, the World Bank is working on
 

an enhanced cofinancing operation as a new experiment to provide
 

for the political risk and convertibility guarantee.
 

A long-term power purchase agreement has been signed with the
 

Pakistan Water and Power Development Authority (WAPDA), and the
 

tariffs, to be paid in rupees under the convertibility guarantee
 
of the Pakistani government, will be adjusted according to the
 

rupee exchange rate. Also, the implementation agreement has been
 

signed covering the price formula, supply contracts, etc. But the
 

project is being delayed due to the fact that several
 
such as Toshiba bailed out of the project,
subcontractors 


bids by other potential
necessitating for Mitsui to reopen the 

subcontractors.
 

issued
In addition to the Hab River project, Pakistan has 

letters of intent to the Fauji Foundation for a 300 MW oil fired
 
steam driven power plant and to a Habibullah-Siemens consortium for
 

55
 



a 130 MW fluidized bed, coal combustion plant. It is also
 
considering a number of proposals for smaller oil fired and coal
 
fired power plants on the BOT basis.
 

Financing Sources for Private Sector Power Plants
 

In addition to the equity provided by the project sponsors,
 
private power projects require additional funding from various
 
sources. Since most developing countries suffer from poor credit
 
ratings, there has to be heavy involvement by official financing
 
agencies, both multilateral and bilateral. Most major export
 
credit agencies such as Japan Export and Import Bank and the U.S.
 
ExIm Bank are willing to provide loans or otherwise insure credit
 
for private power projects within the framework of supplier/buyer
 
credit. However, export credit agencies are not willing to take
 
the project risk directly.
 

Unlike the World Bank which can only lend to official
 
borrowers, both the Asian Development Bank (ADB) and the
 
International Finance Corporation (IFC) can make direct loans and
 
equity investments to the private power projects. In addition to
 
the AD5 and IFC direct loans, it is also possible to arrange
 
complementary financing, which provides an umbrella to commercial
 
banks who may wish to be protected from sovereign risk of the host
 
country. This is possible because of an agreement between member
 
countries with IFC/ADB that the loan from commercial banks under
 
the complementary financing scheme will not be rescheduled.
 
Furthermore, the loan will be protected by the cross-default clause
 
between the IFC/ADB loans and the complementary financing loan.
 

Hopewell Philippines Case
 

The way multilateral credit agencies can contribute to a
 
BOT/BOO scheme may be illustrated by the Hopewell Philippines case.
 
In early 1988, Hopewell Group in Hong Kong was invited to bid along
 
with more traditional suppliers for construction of a 200 M1 gas
 
turbine plant for the National Power Corporation. Most
 
conventional suppliers submitted bids involving new equipment with
 
a cost of around U.S.$85 million and not involving BOT or BOO
 
schemes. However, Hopewell proposed a BOT structure with a 12-year
 
life and offered a fixed price of only $41 million, with used gas
 
turbines in a refurbished state.
 

NPC wanted to use the new plant as a peak lopping facility,
 
with NPC paying a "capacity fee" for the available capacity.
 
However, if the plant is called upon to run and electricity is
 
produced, all electricity will be purchased by NPC. NPC will
 
provide the site and all fuel for generation of electric;'ty at no
 
cost to Hopewell, which will build, own and operate for 12 years
 
and then transfer free of charge to NPC. Since the Hopewell
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proposal was the lowest among the bidders and since Hopewell
 
already had a successful experience of a similar power project
 
under the BOT scheme in China, NPC selected Hopewell as the winner.
 
The $41 million cost to Hopewell was financed with a loan of $10
 
million from IFC, another $10 million loan from ADB, and a ADB
linked complementary financing of $10 million with 7-year maturity.
 
The complementary financing was provided by four commercial banks
 
with ADB as lender of record (thus no Philippine country risk for
 
the four commercial banks) but with the commercial banks taking
 
full project risk.
 

The equity of $11 million was provided by four sponsors:
 
Hopewell for $6.611 million, Citicorp (also financial advisor) for
 
$2.189 million, ADB and IFC for $1.1 million each. The capacity
 
fee is expected to cover the debt service and operating costs.
 
There will be an "energy fee" based upon electricity actually
 
generated, which will be used as returns on the equity investments.
 
Both the capacity and energy fees will be paid in U.S. dollars to
 
an offshore bank account to be maintained by Hopewell. All
 
performance obligations of NPC, including the payments of fees,
 
were guaranteed by the Philippine government. Since the project
 
was awarded a "pioneer" status by the Board of Investments, a five
year tax holiday and waiver of import duties on equipment was
 
assured.
 

The Hopewell Philippines case illustrates that the BOT/BO0
 
scheme can be utilized successfully for a new private power project
 
in a developing country. Of course, the project required the
 
cooperation of the host country government, international agencies
 
such as ADB and IFC, and the participation of international banks
 
such as Citicorp and four commercial bank lenders.
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VIII. CONCLUSIONS AND RECOMMENDATIONS
 

The Philippines is facing an infrastructure crisis in its
 
drive to accelerate economic development. In recent years, there
 
has been persistent power shortage in the country, demonstrated by
 
frequent brownouts and power outages. A power shortage of about
 
500 MW generation capacity is projected during 1989-1990 alone.
 
The government lacks sufficient resources finance the necessary
 
infrastructure, such as energy, transportation, water resources,
 
social infrastructure, communications and others. To provide the
 
necessary financial resources, the government is encouraging the
 
private sector to shoulder more an- more responsibility for
 
building, operating, and maintaining infrastructural facilities
 
under private ownership and financing. At the same time, the
 
government has decided to conserve its limited resources for social
 
infrastructure needs such as health, education, flood control and
 
drainage.
 

Advantages of the BOT/BOO Scheme
 

A mechanism for private enterprises to participate effectively
 
in the formulation, construction, operation and maintenance of
 
infrastructure facilities under private ownership and financing is
 
the BOT/BOO concept. While there are several variations in the
 
basic model, all involve the establishment of a private sector
 
company as a vehicle for ownership, financing, construction and
 
operation of the project for a certain period. Thereafter,
 
ownership may be transferred to the public sector (BOT) or still
 
retained by the project entity (BOO) at its own discretion. These
 
new schemes involve limited privatization of the public utility to
 
the extent that the power project is privately owned and operated,
 
with the project completion and operational risk shifted to the
 
private sponsors of the project.
 

The project sponsors, who are usually from the private sector, 
make equity investments of 10 to 30 percent of the total project 
cost in a private project company which will build and operate the 
project for a period of time. The balance of the project cost is 
raised by the project company in the form of debt from commercial 
sources, usually backed by export credit guarantee agencies, and 
from bilateral and multilateral lenders. Senior lenders to the 
project company typically are not covered by direct "full faith and 
credit" sovereign guarantees, but substantial support from host 
governments is required, including guarantees of the performance 
of government entities involved in the project and guarantees of 
foreign exchange risks. In some cases, government support has 
included a government standby credit facility to provide 
subordinated loans to the project company when necessary to cover 
senior debt service. 
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Since no borrowing on the part of the government or government
 
agency is involved, it shifts the debt burden from the government
 
to the private sector, since the loans are made without government
 
guarantee to the private party. By attracting domestic and foreign
 
private entrepreneurial energy and capital (both debt and equity),
 
the scheme contributes to the expansion and improvement of much
 
needed infrastructural facilities which otherwise would not have
 
come onstream and hose absence would constrain economic development

of the country. Furthermore, as part of the privatization the 
private sector is likely to provide sound management, speedy
 
implementation and operational efficiency including the adoption
 
of innovative design features.
 

The BOT/BOO concept has been introduced recently in a number
 
of countries to establish infrastructure projects, especially for 
power plants, toll roads, port terminals, bridges and airports.
 
As a result, the concept Is now understood more widely by
 
governments which are increasingly considering its adoption.
 
However, the application of the concept is complex partly because
 
such projects have traditionally been handled by the governments
 
or their public entities. Thus, no credible framework or
 
government policies for developing BOT/BOO projects and private
 
participation in public infrastructure projects exist in most
 
countries. Legislation to adopt a suitable policy framework is
 
often lacking and its enactment is time-consuming. Therefore, a
 
host government which wishes to promote BOT/BOO projects must
 
understand and be willing to accept the complexity and time
 
consuming nature of the process.
 

Potential of the Philippine Financial Markets
 

If a private power project is to be undertaken on a BOT/BOO
 
basis, how feasible is the Philippine financial market to raise the
 
required local currency financing for the project, estimated to
 
range from 25 to 30 percent of the total project cost? The
 
financial market of the Philippines is underdeveloped. There are
 
generally two basic reasons why this is the case. On the supply
 
side, there is an insufficient number of high-grade securities, due
 
to the fact that many companies have been reluctant to list on the
 
exchanges. On the demand side, there is a limited number of
 
investor participants actually involved in the stock market.
 

The small number of listed companies makes the market prone
 
to price manipulations because of the absence of the market depth,
 
breath and liquidity. A lot of companies do not want to go public
 
for a variety of reasons in the Philippines. Families and
 
businessmen have the tradition of wanting to retain control of
 
their companies. There is a prevailing belief that owners of
 
family-controlled companies would lose management control once they
 
go public. Aside from this fear, there is an attitude,
 
particularly among family-owned corporations, of wanting to corner
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all the profit they stand to make without necessarily sharing them
 
with outsiders.
 

The Philippine capital market has developed unevenly. The
 
short-term money market is active, the corporate bond market is
 
moribund and there is no long-term government bond market. The
 
stock market has been speculative, centering on resources-related
 
stocks, and thus has not marshalled a significant amount of
 
savings. In order for the Philippine economy to continue to grow,
 
it must mobilize increasing amounts of savings through the equity
 
markets and create a medium to long-term corporate and government
 
bond market.
 

The securities industry has gone through considerable
 
difficulty in the 1980's but appears to have regained strength as
 
the equity market has made a substantial gain in 1988 and 1989.
 
Even so, the securities market faces an inadequate supply of high
 
investment grade securities as well as limited demand or interest
 
in the market. The lack of supply of investment-grade securities
 
is due to a combination of factors including fear of loss of
 
management control, hesitancy to disclosure business operations to
 
the public and less expensive alternative sources of funds. The
 
low investor demand for the securities market results from a lack
 
of knowledge in the stock market, higher return on less risky
 
alternative investments, and lack of confidence due to abuses in
 
the stock market stemming from inadequate monitoring and control
 
by regulatory authorities.
 

Domestic demand by large pension funds must be encouraged. 
Public and privati pension funds should be assisted in developing 
a program for investment in equities and longer term debt 
instruments. Ultimately, these funds could become significant 
capital pools available for the Philippine corporate stock and 
bonds. Currently, the competition from guaranteed government 
investments over simplifies funds management and seriously diverts 
money from equity investment. Steps should be taken to remove any 
impediments to such an investment program. 

Recommendations for A.I.D.
 

Even though the Philippine financial institutions and 
financial markets are limited in their capacity compared to other 
more developed financial markets, there appears to be the potential 
for raising the required local currency funds for a private power 
project for 200 MW combined cycle gas plant, with a total project 
cost of $170 million. Assuming that the local currency portion is 
30 percent of the total project cost, about $51 million equivalent 
in pesos is needed. This funding can ;e raised in several ways, 
including some combinations of the various alternatives. First, 
one may use the syndication method. We have discussed the 
syndication practices in the Philippine financial market, where 
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there have been many precedents for such type of financing.
 
Second, a private placement may be used with a group of
 
institutional investors, such as insurance companies and pension
 
funds.
 

Third, a bridge financing may be arranged with commercial
 
banks for the initial period of several years, after which it can
 
be refinanced by the equity issue. Both stock exchanges in the
 
country require at least three years of profitable track record
 
before a company can issue its shares publicly. Fourth, a long
term convertible bond issue may be floated, with the conversion to
 
take place at least three years after the start of the operation.
 
Finally, the project sponsors may be able to access to the energy
 
sector development fund, financed by the World Bank and possibly
 
other multilateral and bilateral credit agencies, a la Pakistan
 
energy sector development fund.
 

The Philippines, through its Hopewell project, has already
 
demonstrated that it can successfully attract foreign private
 
investors who are able and willing to develop power plants on a
 
BOT/BOO basis. The Hopewell project has acted as the trail blazer
 
for similar ventures in the country, as both the government and the
 
private sector in the Philippines have become familiarized with the
 
BOT/BOO concept. All the necessary legal, regulatory and
 
administrative procedures have been clarified through the Hopewell
 
project. In this sense, the Philippines can be said to be one of
 
those developing countries that are well prepared to encourage
 
further private power plant projects on the BOT/BOO basis.
 

The U.S. AID can play an important role in promoting private
 
power projects. First, it need to encourage the Philippine
 
government to streamline various regulatory and administrative
 
procedures involved in a BOT/BOO scheme. This scheme is extremely
 
complex and time consuming even in the best of circumstances.
 
Delay can increase the cost significantly and may often derail such
 
a project. Second, AID can help identify potential private
 
sponsors who might be interested in private power projects in a
 
developing country such as the Philippines and acquaint them with
 
the potential benefits of such a project. Third, the government
 
has to be encouraged to undertake the needed reforms in the
 
country's financial markets in order to enhance local capacity to
 
provide funding for power projects in conjunc ion with external
 
sources of funds. Finally, a training program may be instituted
 
by ?.ID for the policy makers of developing countries to familiarize
 
them with the BOT/BOO concept and its applicability to the energy
 
sector development.
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Annex 1.
 

TOTAL RESCL AND INW0,S1TSM OF TN! FI1W4CZAL SECT1 

.o,....-.....-....-.. o•
o.....oo
..............
.. oo......... m ....... ololeQ1el ....... 
......... ... .. . .. .. .... ...
 .. . ............. 


1984 1985 1986 1987 1988 &/ 1989 b/ 
.. . .. .......... .. o. .......... ....... ... o ...... o .... . 

Total Resunces of th- Flner il Syatw 

corciat Banks 291,873 279,318 23,055 247.236 342,312 382,233 
14,922 14,m99 17,547 19,522 24,32 Z8,041Thrift Sans 
8,819 8,601 9.103 9,676 11,018 11,421Rural Bank 

13,791 13,915SpeciaLtzed Govern nt oanks 80.823 84,81 23,732 24,190 
.. . ........ ........ - ....o
. ........ ....... •~e w 


Sub.totat 396,439 387,769 289,457 300,624 392,053 433,710 

MCnlmnk Ffnuiclat Inw~ttww~n 48,376 45,630L 42,189 41,847 131,090 140,330 

Total 444,815 433,39 331,646 342.471 523,143 576,060 

nvestmnt c/ 

Banks 

Coemmcf l Bms 30.834 27,648 31,096 27,616 41,733 n.. 

Thrift Bankes 1,228 2,284 2,628 2,323 2, 426 n.a. 
476 467 47 n.a..Rural gnk 361 436 

13471 12,7 6,8. 9.191 8,267 n.a.Spectat Ized G ru.mm Banks 

Sub-rotor 45,694. 43,139 40,782 39,5W 52,89 n.a. 

NIu-*lani FlrmnmaLt Institutions 3,921- 3,345 3,40V 1,760 14,192. n.e.. 

Total 49,615 46,4U4 34,289 41,.37 67,08 n.e-

Pe cant Shb. o- Investts to Total Ramurees. 

Comrial anks. 10.6 9.9 13.1 11.2 12.2 n.m. 
15.3 15.0 11.9 9.7 n.e.Thrift Banks 7.6 

4.1 3.1 5.2 4.8 4.1 n.e.Rurat Bank 
rs.Specialized Gvrnmait Banks 16.3 13.0 23.6 38.0 59.9 

Irn-dak Flimic at Imn tutla, 8.1 73 8.1 4... 10.8- Ms. 

*a 11.2 10.7" 13.3 ILI I28 a.. 

n.a.. met avaitlbe.
 
Of Revisad to. refltct the- ezpeded cowor of- deposit mwmy beis-ad other chmga.


In the- cLae~iffa~ttfa¢mts.-. 

b/ JWmLWy to Jun-190. 
l 198IM frmamet.a e-fuflroqirta -to third qurveronly. 

Sourcss Firot PeIfI' SecuitfasPftlpnes: Inb. 
Cewiam iso* of- th, Phl I1WI,, 
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Annex 	 2. 

FOREIGN BANKS, OFFSHORE BANKING UNITS AND
LIST 	 OF 

COMMERCIAL BANKS
REPRESENTATIVE OFFICES AND LOCAL 

FOREIGN BAR=S 

1. 	 citibank, N.A. 
2. 	 Bank of America NT & SA 

Hongkong and Shanghai Banking Corp..
3. 

4. 	 Standard Chartered Bank 

BAN=Q UNITS AND REMOFFSHORE 

International Bankinq Corp..
1. 	 American Express 
2. 	 Banco Espanol de Credito 

Bank 	of California
3. 

and Commerce4. 	 Bank of Credit 

5. 	 Bank of Hawaii 
Bank 	of Nova Scotia
6. 


7. 	 Bank of Tokyo Ltd. 
Trust Company8. 	 Bankers 

9. 	 Banque Indosuez 
Paris
Banque Nationals de10. 


11. 	 Banque Paribas 
12. 	 Barclays Bank 

Overseas Bank13. 	 California 
N.A.14. 	 Chase Manhattan Bank, 

15. 	 chemical Bank 
Illinois16. 	 Continental 

17. 	 Copenhagen Handelsbank A/S 

18. 	 Credit Lyonnais 
19. 	 Deutsche Bank AG
 
20. 	 Export-import of Japan
 

(Overseas) Ltd.International 

Bank 	of ChicagoFirst National21. 
Bank 	of californi22. 	 First Interstata 

of Washington23. 	 First Interstate Bank 
ot BostonlFirst National Bank24. 	 The 

25. 	 Fuji Bank 
Bank 	of Singapore.26. 	 International 
Commercial. Bank: o china

27. 	 International 
28. Irving Trust Company 
29.. Korea Exchange Bank 

Hanover Trust Co..
30. 	 Manufacturers 
31. 	 Marine Midland Bank 
32. 	 Mellon Bank 

Lynch Philippines33. 	 Merrill ru.

34. 	 Midland Bank PLC 
35. 	 Mitsubishi Bank 
36. 	 Mitsui Bank 

o New !orie 
37. 	 Morgan Guaranty Trust Co.. 

Bank of Detroit38. 	 National 
39. 	 Philadelphia National Bank 
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Annex 2. (Contin.)
 

40. Rainier National 
41. Security. Diners 
42. Security Pacific 
43. Societe Ganerale
 
44. Taiyo-KOb6 Bank 
45. Tokai Bank 

Bank 
International Corporation
National Ban 

46. 	 Wells Fargo Bank NA 

LOCAL COMMEC!AL 8ANMS 

B33131 

1. Philippine National Bank 
Far East Bank and Trust Company a/2.

3. Bank of 3.the 	PhilippinesBan IslandsOftoverseas a/ 

Bank and Trust Company a/
4. MtXOPOlitan 
5. United Coconut Planters Bank a/ 
6. Philippine Commercial Internationa!L Bank a/tinentaConis

7. Rizal commercial Banking Corp. a/ 


Solidbank• Corporation 

9. Allied Banking Corp.
io. Equitable Banking Corp. 
ii. International Corporate. Bank 

12. Cina Banking Corp. 
13. Prudential Bank 
14. CityTrust Banking Corp. 

(The) 


15. 	 Philippine Bank of communications-
Bank and Trust. Company16. Security

17. Philippine Trust Company 
1. Republic 	Planters Bank' 

19. 	 Traders Royal Bank
 
of the Philippines
.o.. Boston Bank 

i21. pilipinas Bank 

22o- Union Bank of the Philippinefl

23.- Philippine Banking- Corp.. (The) 

24- Associated Bank: 


Philippines25- Producers Bank of the 

a/ Universal banks.. 
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EgreiST' Owerhii~ 

Chemical Bank 
J.p. Iorgan 
Capital Corp.
 

Illinois 
National Bank;

Sanwa Bank 
Ltd.
 
Bank of NovaScotia
 

Apess
 

Citibank 

For privati
zation 

Prudential. 
Bank 

For privat
zation
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FINANCIAL PERFORMANCE OF SELECIED BANWING INSTITUTIONS
 

(P million) 

Gross everme Not Incomme After Tax Total Assets Total L1.abllItIes Stockholders# Equity 

1987 1988 1987 1988 1987 1988 1987 1988 1957 1988 

Camrcial I&**k 

Philippine Nst!.-al Bank 
Far East lank and Trust Co. 
Bank of the Philippine Islands 
Metropolitan lank and Trust Co. 
United CocoriJt Plant~re Bank 
Philippine Cacmrcala International lank 
Citibank, .A. of 
Rizal Comrarcal Baking Corp. 
lank of Americs XT & $A a/ 
Solicrmuk Corp. 
Allied Banking Corp. 
Eqaltable lanking Corp. 
International Corporate lank (The) 
China Banking Corp. 
Prudential lank 
CltyTrust Banking Corp. 
Philippine lank of Cm 1cat1ons 
Hongkong and Shnghm Ranking Corp. at 
Security Snk and Trust Co. 
Phlltrust lak (Philippine Trust V.) 
Rqa.blI Plantere lank 
Traders Royal *ink 
Standard Chartered Bank a/ 
Boston Ban of the Philippines 
PIt ipina S 
Union lank of tht Philippines 
PhIlIppIne 8olng Corporqtlon (The) 

3.398 

1,915 
1.978 

1.633 
1.623 

1,705 
1.100 

754 
991 
706 

728 
636 

535 

523 
624 
655 

380 
309 
440 
29 

-

282 
208 
221 

-

454 

357 

4.998 

2.800 
2.623 

2.366 
2.361 

2.132 

1.409 
1.323 
1.226 
1.073 

952 
922 

833 

792 
774 
758 

567 
545 

457 
453 

432 
422 
259 

252 

178 
424 

-

1.011 

381 
303 

250 
386 

278 
75 
107 
171 
76 
116 
61 

140 
81 
103 
155 
so 
68 
31 
24 

21 
5 
10 

-

46 

t 

1.547 

501 
393 

363 
411 

415 
464 
184 
271 
150 

136 
119 

162 

147 
129 
173 

71 
190 

34 
51 

134 
25 
27 
53 

11 

113 

-

31.268 

19.210 
20.662 

19.326 
14.024 

17,268 
7,462 
8.18 
9.080 
6.610 

7.537 
6.823 

5,160 

5.009 
6.255 
6.068 

3.540 
2.565 

466 
3.035 

3.406 
1.865 
1.642 

-
3.590 
3.43 

38,758 

27.502 
26.276 

25.708 
16.150 

19,659 

8,112 
10.631 
10,709 
8,840 

9,313 
8.181 
7,176 

5.924 
7.881 
7.441 
15.003 
2,722 

4,512 
3.938 
7.609 
3.876 
1.350 
2.080 

1.423 

3,678 

27.718 

17.421 
19,054 

-
11.756 

15,647 
7,462 
7.479 
8.909 
6.060 

6.479 
6.158 

4,159 

4.422 
5.694 
5.166 
3.036 
2,152 

4.301 
2.663 

3,055 
837 

1.269 

-
-... 

3.150 

33.749 

25.245 
24.375 

13.559 

8.112 
9.773 
10.538 
7.817 
8.115 
7.379 
6.068 

5.204 
7.078 
6,514 

4.434 
2.248 
4.125 
3.51A 

7.224 
3.504 
832 

1.668 
t,20A 

-29 

3.550 

1.789 
1.607 

464 
2.260 

1.620 

-
707 
170 
551 

1.058 
665 

1.002 

587 
561 
90Z 

504 
413 

354 
371 

351 
442 
lin 

-

5.009 

2.237 
1.901 

793 

2.592 

85 
Io 

1.024 
1.198 

802 
1,10 

720 
804 
926 

569 
474 
387 
422 

340 
372 
411 
402 

215 

overm t p idathled Il"8 

Doevelolm t in*k et th9 PhIlIppIngs 
Land Bank of the Philippine 

I.777 2.568 

726 
783 1.647 

1102 
10,532 11.431 

13.049 
7.070 

-
6.324 

9.044 
3.461 

-

5.108 
4.005 



Annex 3. cmt .... tJ itl| 

cross revenues Pet Inco After Tax Total Assits Totat Lisblitie it6clkhotde.rs# fjity 

198T 1988 198 1988 198? 98 198T 198 IS7, I8 

Private Develope t Ua*s 

Planters Developmnt so* 150 20? 12 22 i.239 1.628
 
Urban Developunt Bank 90 112 13 21 867 1.11T ...
 
Aslitrust Development lank 63 80 6 8 405 482 ....
 
IPI Agricultural Development lank. Inc. 39 72 i 15 531 551 ....
 
Premiere DevelomI-nt 3.1k 45 60 10 11 232 401 ...
 
iuzon Development Ink 37 45 1 4 253 29i ....
 

Selected Offshore Banking Unlit 

Chase Meittn lwIlk. N.A. 554 696 23 203 6.951 6.40& 313 269 9.6S 1.138 
Credit Lyonnails, Inc. 492 589 or 118 6.389 T.509 6,305 7.373 296 118 
Barclays lank PLC 516 562 81 110 5.633 5.133 126 142 .d .91 
lanqe Netional de Paris 51 546 133 122 5,489 5.643 5.310 5.477 160 168 
Societe Generale 398 509 35 36 5.190 4.821 5,190 4.821 -

linkers Trust Co. 293 468 75 163 5.784 3,805 3.922 3.780 (138) 21 
lan of Tokyo Ltd. 443 443 3 - 5.865 4,68r 10. d34 1.013 
lInk of move Scotia 378 323 64 4,095 3,029 69 56 4;09 2,973 

um11- !rvstn - 23T :9 - 2.763 - 1.694 Ml 
lank of Credit and Cs.marci 209 225 28 14 2.328 3.363 953 596 i.35t 

International (Overseas) Ltd. 
First national lnk of Chicago 42 1G8 3 12 1.91 1.706 1.900 t,684 2| 21 
First Interstate Bank of California 154 139 a 18 2.391 1.787 2.369 I.T65 21 z 
Korea Exchenge lank 107 121 2 4 1,619 I.809 1.542 1.729 77 79 
First National Bak of 10aton 82 103 4 (7) 18 1,764 28 82 "2 21 
Conk of California 
Security Diners International Corp. 

114 
61 

864 
81 

(2) -
5 

1.389 
111 

1.141 
21 

,305 
163 

1.03T 
19d 

64 
* 

84 
17 

Deutsche lankA 95 76 (71) 30 - 102 102 - Z 
Chemical lank 481 12 (7) 219 49 198 ZT 2 21 
international link of Singapre 9 8 (5) (6) 105 s06 45 155 &1 (49) 

........ 9..................................................................................... L........................ 
a/ Foreign commrcalt banks. 
Sourcesa Philippine SMnal Pirepectives, Inc. 
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Annex 1. 

FINANCIAL...c!..PERFMHANCEl 0f SELECTED.......x MON-BANK..FINAMCrALatu .......
i .... .. ... a... INSxTuIuauOS7m .. .. .... 

(P ,ilon) 

Gross Rverues Net Incoae After Ta Total Assets Total Liabilities Stockholderi e Equity 
...............o ................... o ....... .......oo .. .. . .e o ....i og .................... 

1987 1988 1987 1988 1987 1988 198T 1988 198T 1988 

Investment Coximni 

Se Investment Corp. 95 154 84 95 741 1.221 327 605 4A4 616 
Trans-Philippines invetmnt Corp. 87 123. 11 8 717 665 368 236 409 429 
Joke Investments Corp. 118 104 95 118 408 485 72 80 337 405 
FES investments, Ina. 13 76 9 13 127 S6Y Is 260 ,109 307 

Financing Companies 

IA finance Corp. 282 365 60 64 1.668 1.486 1.511 1,309 IS 176 
PCI Leasing and Finance, Inc. 70 104 10 18 291 451 244 389 47 61 
No Finance Corp. 61 75 13 15 212 230 150 IS9 61 70 
All Asia Capital en Leasing Corp. 41 61 8 14 354 385 319 320 36 t5 

ineetnent Names 

Private Devetoinent Corp. of the Philo. 313 318 (65) 2 3,084 2.717 2,942 2.590 141 127 
Pathfirder Holdings Philippines. Inc. 10 132 (5) - 352 493 62 173 320 320 
Ancor Capital and Investmmnt Corp. 68 77 34 34 32 301 232 125 ISO 17 
Philippine Comercalt Capital. Inc. 8z 74 24 24 224 196 123 75 I01i . 
State invastnent hwe, Inc. 65 64 19 16 591 58 549 4" 42 42 

Securitie Dealer*/Brokers 

H.E. Polding Corp. 5? 6T 44 49 216 249 8 206 245 
Philippine Exchange Co., Inc. - 28 14 * 6829 - 6.594 235 
Susma 8ecuritn"ard D welqment Corp. 15 19 8 9 " * 8 
Intfamaticael Capltal Corp. 18 118 94 23 
Astrotrade, Inc. 7 12 " - 44 3 
first Pacific Securities Plili.. Inc. 14 12 3 - ,6 2 31 19 9 9 
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Annexc 4-. cnt ...... 

Fund Manager 

Ilea Oeveloamt Iutta| fund 602 796 454 624 6.057 9.521 2 126 6.033 9.395 

A.J. leyum n dswCo. Ire. 23 21 2 2 30 34 1U93Case Agenda fsqmnoi de Antonio L. 21
Taminting y l110, Inc. 14 .16 - 29 3T 23 30Agencld do wmpeni A Antonio L.Jmbuntlns, Inc. I1 14 - " 23 30 is 25
k Dored Panshop, Inc. 48 12 - -I - 33 30 3 

Lendinl Inestar 

Interpmcifc Tranit. Inc. 21 22 4 2 40 67 - S 4 

Insurance Coailes 

ovelmpnt lervice Insurance Systan 5.116 6.169 2.470 3.096 22... 24.513 2.571 1,561 19,96 22,952PbII1pins Aerican L119 Insurance Co. 1.719 2.067 306 31 5,514 6,407 3,436 4,105 2.079 -23303Insular Life Assurance'Co. 
Ltd. 946 1,152 
 10r 129 2,920 3,581 1,915 2.185 1.006 1.394
lun Life Asurmance Co. of Canada 577 613 27 48 1.363 1.846 1,080 1.424 
 422 302
 ....... ..................................................................................................
 
Smwress PhIi f winanst Fercpactiveg*rIrllIins Foni Inc. on, IM. 
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Annex 5. 

MONEY MARKET TRANSACTMONS 

Year. Volume 

(P million) 


1980 303,750
 
198. 329,621 
1982 462t822 
1983 600,56z 
1984 505,809 
1985 505,754 
1986 523,417 
1987 460,854 
1988 780,051 
1989 a/ 433,915 

a/ January to June 1969. 
Source: Central Bank 

Growth Rate
 
Per cant
 

8.5
 
40.4.
 
29.8
 
(15.8)

(0.0)
 
3.3
 

(12.0)
 
69.3
 

5.6 
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Annex 7.
 

MANILA STOCK EXCHANGE OFFERING
 

Year Initial Offering 
SIListed 

Number 

1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 

5 
5 

12 
12 
4 
4 
8 

16 
7 

Sourca: MSE 

Value 


220.0 

690.0 


1,281.7 
943.1. 

315.0 

494.0 


20,467.0 

2,204.2 

1,150.0 


Offerings by 

Companies 


Number Value 

16 I,588.1 
14 791.2 

5 295.0 
10 2,623.4 
3 35.0 
7 270.8 
7 248.1 

17 955.9 
31 4,202.0 

(P million)
 

Total Equity
 
Capital Raised
 

Value
 

1,808.1.
 
1,481.2
 
1,556..7 
3,566.5
 

350.0
 
764.8
 

20,714.0
 
3,160.8
 
5,352.0
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1988 

Annex 8.
 

SELECTED 	 TRANSACTIONS IN THE LOCAL CAPITAL MARKET 

(P million) 
Year Transaction Debt EquiLy Total 

Syndication 6,926.8 G,926.8
Underwitin9 	 a/ 276.8 276.8
 
Debt to Equity Fund Investments -

Debt to Equity Swaps - 7,203.0 c/ 7,203.0 

6,926.8 7,479.8 14,406.6 

1989 

Syndication 
UPderwritinl 
Debt to Equity Fund Investments 

3,240.0 
750.0 
-

-
3,941.5 

115.5 

3,240.0 
4,691.5 

115.5 
Debt to Equity Swaps - 2,596o0 c/ 2,596.0 

3,990.0 6,653.0 10,643.0 

1990 Onwards (Plans) 

Syndication 
Underwriting 
Debt to Equity- Fund Investments 

2,960.0 
3,622.8 

-

-
700.0 b/ 

2,960.0 
4,322.8 

-
Debt to Equity Swaps - - . 

6,582.8 700.0 7,282.8 

Total 	 17,499.67 14-,832.8 32,332.4 

a/ 	No data available.
 
b/ 	Total amount available. iothar companies which have announced

going public have indicated only the percentage of- sharas which 
will be offered.


a/ 	 Closed transactions in 1988, and the first nine months o 1989 are
U.S. $ 343.0 million and 7.S. ! 118.0 million converted at an 
exchange rata of ... $:...00,P21.00 and P22.00 respect:Lv&y... 

IoTes :. 

(i)' Syndication based. an Annex 4:..
(ii) Underwriting-Bonds/Debt based on Annex: I. 
(iii) Debt to E0;;ty!Fund Investments based. on- Annex 6..(iv) Underwriting-Equity/Stocks. based (m Ann= 7.. 

;ources: 	 iNewspaper articles 
Tombstone advertisement 

http:17,499.67
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1. synopsis
 

In recent years Thailand has achieved economic growth rates over 10%,
 
in the context of moderate inflation rates, stable exchange rates, and a
 
recently balanced federal budget. This exceptional economic performance

has created a pressing need for tens of billions of dollars of
 
infrastructure investments in a number of areas including electricity

generation facilities, transportation, telecommunications and water works.
 

A significant concern is whether due to financing constraints The
 
Electricity Generating Authority of Thailand (EGAT) will be able to
 
accomplish the needed capacity expansion. Recognizing this financing

problem the Thai National Energy Policy Committee has recommended that the
 
private sector should be invited to participate in the production of
 
electricity. In the near term it appears likely that smaller scale private

co-generation projects will be possible.
 

The principal obstacle to large-scale private electric generating

plants in Thailand is the opposition of the politically powerful EGAT and
 
its unions. Should this issue be resolved, ana appropriate take or pay
 
power purchase contracts negotiated, it would appear that such projects

costing up to several hundred million dollars could be financed privately

without Government of Thailand sovereign guarantees er foreign exchange

risk bearing. This comes about due to the very favorable financial market
 
attitudes toward Thailand at the present.
 

While Thai financial markets are of significant size and have the 
capacity to finance individual large projects they do not currently have 
the capacity to finance all needed investments through out the economy. 
Financial market development thus remains an important objective. In 
particular, debt market development through increasing both the supply of 
and demand for debt securities could help achieve a number of important 
monetary policy and capital mobilization objectives. Such efforts would 
ideally involve a number of coordinated activities in the areas of 
increasing investor confidence, investor educati,.n, corporate education, 
regulatory and tax reviews, security underwriting and secondary markets.
 

An extremely important issue is identifying the context in which a 
critical mass of such activities can be accomplished to achieve the overall 
objective of developing debt 4arkets with significant financing capacity 
and liquidity. It is suggested that the financing of the above major
infrastructure projects could .rovide such an opportunity where a large
number of people would have a profit motive to undertake needed efforts. 
In particular, debt market development could be advanced significantly if 
the Government of Thailand would encourage, or require, the sponsors and 
financiers of major projects to make a good faith effort at selling medium 
and long-term debt in Thailand and internationally. 
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2. Summary and Introduction
 

2.1 Private Power Context
 

Led by a boom in manufacturing, Thailand has achieved annual real
 
economic growth rates over 
10% for the last three years. Impressively

this has been accomplished in conjunction with relatively moderate
 
inflation rates, stable exchange rates, and a recently balanced federal
 
budget. This exceptional economic performance has created a pressing need
 
for tens of billions of dollars of infrastructure investments in a number
 
of areas including electric generating facilities, transportation,

telecommunications and water works. It has also helped create very

positive attitudes on the part of domestic and international investors
 
toward Thailand and Pushed common stock and real estate prices up at a rate
 
over 100% per year.
 

Thailand's rapid development has been energy intensive and fueled in
 
significant part by imported oil. This dependence has stimulated a major

drive to develop indigenous sources of energy in the last decade, notably

natural gas, lignite and hydroelectricity. Nevertheless for 1988 over one
third of the country's energy supply (3.2.7 out of 34.2 million tons of oil
 
equivalent) was fueled by imported oil.
 

Electricity demand has also risen rapidly, increasing by 14.5% in 1989.
 
The Electricity Generating Authority of Thailand (EGAT) forecasts a further
 
increase of 12% in 1990 to a record 6,759 mw. 
To meet rising demand for
 
electricity the Thai government is seeking to increase generating capacity

to 9,249 mw by 1991, which it is estimated would give the country a 16%
 
capacity cushion. Further, it is estimated that at least an additional 900
 
mw of capacity a year will be needed throughout the 1990s.
 

A significant concern is whether due to financing constraints EGAT will
 
be able to accomplish this ambitious expansion program. EGAT and the
 
Provincial Electricity Authority have previously accounted for about 37%
 
of total borrowings under the government's $1.2 billion foreign loan
 
ceiling. Further, the forecasted level of investment in the seventh
 
nationai plan could climb even higher and be approximately equal to the
 
new 
foreign loan ceiling of $1.5 billion per year. Recognizing this
 
financing problem the National Energy Policy Committee has recommended
 

IThese conclusions are based on information and opinions
 
collected by Professor Theodore Barnhill of The George Washington

University during interviews in Thailand over the period July 23
 
to August 3, 1990. Subsequent to that time the Mid-East crises,
 
escalating oil prices and other factors have resulted in about a
 
forty percent drop in the Thai stock market. Similar sharp

declines have also been registered in other stock markets around
 
the world, The impact of these developments on the feasibility

of financing private power projects in Thailand has not been
 
determinec.
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that the private sector should be invited to participate in the production
of electricity. Also, the Ministry of Finance has recently called for the
partial privatization of EGAT plants and proposals have been made to list
EGAT's common stocks on the stock exchange. In the near term it appears
likely that smaller scale private co-generation projects will be possible.
 

The principal obstacle to large-scale private electric generating
plants in Thailand is the opposition of the politically powerful EGAT and
its unions. 
 Should this issue 1e resolved, and appropriate take or pay
power purchase contracts negotiated, it appears likely that such projects
costing up to several hundred million dollars could be financed privately.
This comes about due to the very favorable financial market attitudes
 
toward Thailand at the present.
 

2.2 Potential Financing Sources
 

Private sources of financing which might reasonably be available without
Government 
of Thailand sovereign guarantees or foreign exchange risk
bearing are identified in Chart 1 below and could include: 
 (1) project
sponsors and suppliers, (2) domestic commercial banks, (3) international
banks and investors, (4) the Industrial Finance Corporation of Thailand,
(5) local insurance companies, and (6) public issues of equity and debt
securities. Other sources of financing which might also be 
available
under certain circumstances would include various export/import banks and
multilateral financial and aid institutions such as the World Band, ADB,

IFC and U.S.A.I.D.
 

Ideally, a significant portion of a private power projects costs would
be funded with 20 year or longer fixed rate debt. 
This financing approach
provides greater certainty as to interest expense, and allows for lower
tariff charges since the projects large capital costs can be amortized over
a long time period. 
In the case of Thailand an unresolved question is the
amount and source of such truly long-term fixed rate financing which may

be available.
 

Export/Import 
banks would very likely provide such financing if a
sovereign guarantee weri available. However, the Government of Thailand
is not inclined in thib direction. 
Absent such guaranties export/import
bank financing is less certain, although there are 
indications that some
ex-im banks may accept commercial bank guarantees for long-term financing
related to the proposed "Skytrain" project. An additional potential source
of private long-term fixed rate debt is the public issue of securities in
the Thai or international financial markets. 
 While there is merit in
attempting such public issues from both a project financing and capital
market 
development perspective it is uncertain whether they could be
successfully completed absent changes in Thai tax laws and further debt
market development. Lny limitations on the availability of long-term fixed
rate debt would likely impact on the structure of the project's tariff
which might need 
to allow for variations in the 
cost of variable rate

financings and other contingencies.
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As much as 70 to 75 percent of the 
cost of large scale electric
generating plants would need to be paid for in currencies other than baht.
Several alternatives exist for acquiring this needed foreign exchange. One
possibility, which seems to be favored by the Thai Government, would be to
raise much of the financing locally in baht which would then be exchanged

in the spot foreign exchange market for whatever currency is required.

Given daily baht trading volume of around $2 billion, there would seem to
be little problem in acquiring the needed foreign exchange for a several
hundred million dollar project. A particular advantage of this approach
is that the project's debt service payments and revenues would both be
denominated in baht thereby substantially reducing any foreign exchange

risks.
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Chart 1
 

Potential Finanoing souroes For Creditworthy Private
 

Potential Project 

Sponsors: Construc-

tion Firms, Suppliers,
 
Utility Companies,
 
Investors
 

Thai Commercial Bank 


Insurance Companies 


Industrial Finance 

Corporation of 

Thailand 


Pover Projeots Xn Thailand 

Possible Types 

21c
of Financinj 


Equity and long-term 

debt 


Variable rate loans 

with maturities to 12 

years with rates 

currently in the 

range of 15 to 16%. 

Fixed rate loans 

with maturities out 

to 5 years. Equity 

Investments. 


Mortgage loans up to 

70 percent of property
 
value with maximum
 
maturities of 10 years.

Machinery loans up to 50
 
percent of market value
 
with a maximum term of 3
 
years. Larger loans may 
require a commercial bank
 
guarantee.
 

Fixed rate loans with 

maturities of 8 to 13
 
years available. May

have a 2 to 3 year grace
 
period on principal
 
repayment.
 

Maximua Potential
 
Amount of Financing
 
Available for a
 
Individual Project
 

Negotiable depending
 
on project.
 

Approximately $1.3
 
billion if Al
 
commercial banks
 
made maximum
 
permitted commit
mentY The largest
 
Thai banks may
 
individually
 
committee $300 to
 
$400 million.
 

$30 to $40 million.
 

$40 million.
 

A/ Thai commercial bank maximum loan limit calculated as 25 percent of
 
paid up capital plus retained earnings.
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Chart I (oont'd)
 

Finance and Security Public issues of ;ommon Investors currently

Firms stock, convertible debt favor equity or
 

and short to medium term equity linked
 
debt securities have been securities. Public
 
successfully undertaken stock issues of up
 
in Thailand. 	 to $18 million,
 

and public dcbt
 
issues of up to
 
$12 million have
 
been completed.
 

Internationil Banks 	 Syndicated loans with a Hundreds of millions
 
10 year maturity and dollars.
 
floating rate are possible.

With a sovereign guarantee
 
the interest rate is
 
currently at LIBOR + h%.
 
Non-governmental guaranteed
 
loans are available at
 
LIBOR + 1% but may require 
some typA credit enhancement 
from commercial bank. 

International Investors 	Lor'-term (10 to 20 years) Hundreds of millions
 
fixod rate investments of dollars.
 
appear possible if certain
 
tax issues are resolved
 
and secondary market
 
liquidity becomes available.
 

Export/Import Banks 	 Long-term (15 + years) Related to amount
 
fixed loans available with of exports used in 
sovereign guarantee. project. 
There is some evidence 
that sovereign guarantees
 
may not be absolutely

essential in Thailand,
 
particularly if the
 
project appears credit
worthy and if commercial
 
bank guarantees are available.
 

Multilateral Financial 	 Long term fixed rate Negotiable

and Aid Institutions: 	 loans, loan guarantees,

World Bank, IFC, ADB, 	 and equity investments.
 
U.S.A.I.D.
 



A second alternative for acquiring needed foreign exchange

would be to finance directly in the needed currencies. Such an
 
approach, however, creates significant foreign exchange risks.
 
Potential ways of handling such risks include arranging currency
 
swaps (which are available out for 5 to 7 years), bcrrowing

additional baht converting them to the currency in question and
 
buying zero coupon bonds which mature at appropriate ,-ture times,

and having project sponsors bear the foreign exchange i sk. In the
 
latter case some international financial institutions caready carry

unhedged baht positions due to the fact that the baht has recently

been effectively pegged to a basket of foreign currencies as well
 
as their optimism that should the baht be floated it would
 
appreciate in value.
 

2.3 Capital Market Development Opportunities
 

While the Thai Financial System is of significant size with
 
total assets exceeding $77 billion (See Chart 2) and has the
 
capacity to finance individual large projects they do not currently

have the capacity to finance all needed investments through out the
 
economy. In order to finance these major public and private sector
 
investment needs Thailand recognizes the importance of continued
 
financial market development and continued access to international
 
capital. In recent years the equity market has flourished with
 
almost $1 billion of new capital being mobilized in 1989 alone.
 
This equity market activity has been stimulated at least in part

by a continuing surge in foreign portfolio investment currently

totaling about $4 billion.
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Chart 2
 

Distribution of Assets In The
 

Thai Financial System, 1975-88
 

(million baht)
 

1975 1980 1985 1986 1987 1988
 
Amount % Amount % Amount % Amount % Amount % Amount % 

1. Bank of Thailand 56,232.3 24.2 142,727.3 23.9 223,933.8 18.0 249,544.4 18.0 282,522.6 17.2 301,345.3 15.6
 

2. Banking System 160,271.8 68.9 404,071.7 67.5 916,293.2 
 73.7 1,016,496.8 73.5 1,220,640.6 74.4 1,470,608.9 76.0
 

Commercial Banks 121,823.3 52.4 307,200.2 51.3 716,279.1 57.6 778,208.8 56.3 945,317.5 57.6 1,146,730.3 59.3 
Private 92,078.4 39.6 239,895.3 40.1 588,212.6 47.3 640,736.3 46.3 747,348.2 45.6 923,408.4 47.7 
Goverrment 18,200.8 7.8 46,826.7 7.8 93,633.8 7.5 105,857.1 7.7 153,404.5 9.4 167,722.0 8.7 
Foreign 11,544.1 5.0 20,479.2 3.4 34,432.7 2.8 31,515.4 2.3 44,564.8 2.7 55,599.9 2.9 
Finance L Sec. Co. 23,005.0 9.9 64,793.0 10.8 130,959.6 10.5 139,842.7 10.1 159,955.1 9.7 195,687.3 10.1
 
Credit Fincier Co. 1,291.7 0.6 4,103.5 0.7 4,165.3 0.3 
 4,296.6 0.3 3,834.9 P-2 3,918.0 0.2 
Gov. Savings Bank 14,151,8 6.1 27,975.0 4.7 54,889.2 5.2 94,148.7 6.8 111,533.1 6.8 124,273.3 6.4 

3. Nonbank Financial 
Intei", diaries 16,194.4 7.3 51,631.2 8.6 103,250.6 8.3 116,759.2 E4 137,370.9 8.4 162,504.3 8.4 

Insurance Companies 2,218.0 1.0 6,454.6 1.1 17,640.6 1.4 20,518.6 1.5 24,053.4 1.5 30,109.6 1.6 
Government - - -  -
Private 2,218.0 1.0 6,454.6 1.1 17,640.6 1.4 20,518.6 1.5 24,053.4 1.5 30,109.6 1.6 

Specialized Financial
 

Institutions 13,976.4 
 7.0 45,176.6 7.5 85,610. 6.9 96,240.6 7.0 113,317.5 6.9 132,394.9 6.8 
IVAC 5,186.0 2.2 17,325.4 2.9 28,473.7 2.3 30,227.9 2.2 35,595.3 2.0 37,326.4 1.9 
IFCT 1,473.2 0.6 4,154.6 0.7 14,960.6 1.2 17,916.5 1.3 22,552.6 1.4 24,104.6 1.2
 
SIFO 55.8 0.0 55.8 0.0 
 56.5 0.0 57.2 0.0 5,735.0 0.0 78.4 0.0
 
GHB 814.2 0.3 10,116.2 1.7 13,695.4 1.1 .4,696.0 1.1 15,441.1 0.9 19,523.7 1.0 
Savings Cooperatives 1,719.6 0.7 4,420.8 0.7 15,182.7 1.2 19,695.5 1.4 24,348.8 1.5 30,898.4 1.6 
Agriculture Coops. 3,215.9 1.4 5,920.9 
 1.0 8,167.8 0.7 8,481.5 0.6 11,248.1 0.7 13,958.6 0.7 
Pawn Shops 1,506.7 0.6 3,182.9 0.5 5,073.3 0.4 5,166.0 0.4 6,074.1 0.4 6,504.8 0.3 

Total 232,698.5 100.0 598,430.2 100.0 1,243,477.6 100.0 1,382,800.4 100.0 1,640,600.1 100.3 1,934,458.7 100.0
 
Source: Bank of Thaitand.
 
Note: 
 The exchange rote for baht to dollars has recently been approximately 25 to 1. At that exchange rate the vaLue to total finariaL system assets 

at the end of 1018 was approximately S77.4 billion.
 



Unfortunately, debt markets have not been very active.
 
Development of these markets could help achieve a number of
 
important objectives including:
 

Providing a vehicle for the Bank of Thailand to conduct open

market operations and better implement monetary policy,
 

Providing a less speculative investment vehicle to mobilize
 
additional domestic savings and international investment,
 

Providing a needed long-term source of financing for
 
Thailand's many large long-term pLojects, and
 

Providing a mechanism for spreading the risks of financing

large projects more broadly across the Thai financial system.
 

Debt market development would involve increasing both the
 
supply of and demand for debt securities. A number of coordinated
 
efforts are needed in the areas of increasing investor confidence,

investor education, corporate education, regulatory and tax
 
reviews, security underwriting and secondary markets.
 

Investor confidence and thus demand for debt securities could be
 
enhanced by:
 

0 	 Provision of complete audited financial statements for
 
projects/firms selling public debt issues.
 

* 	 Development of a bond and short-term debt rating agency.
 

* 	 Maintenance of a moderate inflation rate.
 

a 	 Utilizing commercial bank guarante3s on a few large initial 
issues to remove any questions regarding credit risks. 

Investor education through a seminar series in the areas of
 
investment and portfolio management could:
 

Explain benefits of portfolio diversification to include debt
 
securities.
 

Explain that some portion of savings is truly long-term and
 
can be invested as such.
 

Point out that higher yields are typically earned on long-term
 
debt.
 

o 	 Note possible capital gains/losses on trading debt securities.
 

Corporate education through a separate seminar series on financial
 
management could:
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Educate corporate managers regarding the appropriate

utilization of various types of financing including equity,

convertible debt, preferred stock, warrants, short-term debt
 
and long-term debt.
 

Emphasize the reduction of financing rollover risks resulting

from the use of long-term debt to finance long-term projects
 
as opposed to using short-term debt that must be refinanced.
 

Emphasize the risk reduction benefit of financing long-term

projects at a fixed interest rate.
 

An overall regulatory review would be useful to identify factors
 
inhliting debt market development, including:
 

0 	 Review barnk reserve requirements regarding the holding of 
government bonds which currently inhibit the trading of 
government bonds. 

0 	 Review the tax treatment taxation of equity and debt
 
investments to determine if it is not possible to treat them
 
more equally.
 

0 	 Review legal restrictions on issuing debentures.
 

* 	 Review restrictions on life insurance company investments.
 

* 	 Review laws governing trustee relationships.
 

Expansion of security underwriting/marketing capacities to handle
 
larger debt issues might include:
 

0 	 An expansion of the marketing sales forces at finance and 
security firms. 

* 	 Utilizing commercial banks to sell big debt issues.
 

0 	 Relating the marketing programs to the investor and corporate 
education programs. 

0 	 Prov,.sion of significant commissions on initial issues to 
motivate salesmen to undertake difficult job of selling a 
"new" type security. 

Offering closed-end bond mutual funds marketed to both local
 
and international investors which would offer professional

debt portfolio management services, diversification of risk
 
and added liquidity. In order to provide needed liquLdi.v,

secondary market development will be important, including:
 



* Listing of debt issuek on the Securities Exchange of Thailand.
 

Development of an over-the-counter secondary market by the
 
banks and finance and security firms initially distributing
 
the securities.
 

Initial public debt issues should be of a large size, say $100 
million or more, and be for well known highly regarded
projects or companies in order to have an adequate amount of 
securities to trade.
 

It is not at all clear that undertaking a select few of the
 
above activities will have a significant impact on debt market 
development. For example what use is a bond rating agency if there 
are no bonds to rate? Thus, an extremely important issue is 
identifying the context in which a critical rass of such activities 
can be accomplished to achieve the overall objective. The 
financing of the above major infrastructure projects could provide
such an opportunity where a large number of people would have a 
profit motive to undertake needed efforts. In particular, debt
 
market development could be advanced significantly if the
 
Government of Thailand would encourage, or require, project 
sponsors and financiers to make a good faith effort at selling 
medium and long-term debt in Thailand and internationally. Both
 
local and international banks seem eager to help in this process

including making a secondary market for such debt securities. It
 
would also be important to develop an overall plan to coordinate
 
the other activities identified above.
 

The remainder of this report is organized as follows. Section 
3 through Section 9 give further background information and 
analysis on Thailand's economic structure, financial sector, 
regulatory structure, energy sector, and the potential role of 
multilateral financial institutions. Section 10 gives conclusions 
drawn from the interviews conducted in Thailand. 
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3. ECONOMIC STRUCTURE BACKGROUND2
 

3.1 The Economy
 

Over the last four years Thailand has experienced a dramatic
 
economic boom. 
In both 1988 and 1989 real growth in gross domestic
 
product was between 10.5 and 11 percent (See Table 1) and was
 
almost three times as large that for OECD countries (See Table 25).

Further, this rapid growth has been achieved with relatively

moderate inflation rates ranging from 1.9 percent in 1986 to 5.5
 
percent in 1989. This exceptionally strong economic performance

has also allowed the baht to maintain a relatively stable rate of
 
exchange versus most major international currencies over the last
 
three years (See Tables 1 and 2).
 

During the last 25 years, Thailand's economy has undergone

dramatic changes. From an agricultural economy based upon a narrow
 
range of export commodities (rice, rubber, tin, teak, etc) to 
a
 
newly industrializing country. Rapid real growth over the last
 
decade has brought about a significant restructuring of the
 
national economy. Agriculture's share in GDP has declined sharply

from 20.4% *'n 1983 to 16.9% in 1988, while manufacturing has
 
increased in importance from 21.3% of GDP in 1983 to 24.4% in 1988
 
(See Table 4). This is not to say that agriculture is no longer

important, Thailand is still one of Asia's 
main agricultural

exporters. It is rather that the growth of manufacturing as well
 
as the services sector, particularly tourism, has gradually reduced
 
agriculture's dominance.
 

The changes in economic structure since 1960 have been brought

about in the context of an open economic system which has promoted

maximum private sector investment. Growth continued throughout the
 
early 1970's as Thailand was able to find significant export

markets for such crops as cassava, sugar cane and pineapple as well
 
as for new manufactured goods, notable textiles and garments.
 

In the early 1980's, however, several major threats emerged

which conspired to endanger the momentum of Thai economic growth.

The sharp oil price increases of 1979-80 pushed the country's

import bill up dramatically and necessitated a major investment
 
program in alternative sources of energy. Despite the crises
 
provoked by oil price rises, Thailand weathered the world economic
 
shock much better than its neighbors (See Table 25) and, after
 
several years of relatively low growth, the economic growth rate
 
bounced back to a record 11% in 1988. The discovery of natural gas

in the Gulf of Thailand proved a major windfall in this respect.
 

2The content of this section follows in part the discussion
 
in "Thailand & Burma: Country Profile 1989-90," The Economist
 
Intelligence Unit, Nov 1989.
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The Thai economic growth rate is expected to remain in the
neighborhood of 10% in 1990. Despite a 57.5 million baht deficit

in the current account, the 1989 balance of payments managed to
 
net a surplus of 111.5 billion 
baht. Thailand's international
 
reserve rose from 7.1 to 10.5 billion US$. 
 This was mainly due to

the dramatic influx of foreign capital into the Thai economy in the

forms of direct and portfolio investment and loans. Per capita

income at current prices is about US$ 1,215 in 1989.
 

3.2 Public Finance
 

The tax system in Thailand is considered to be an inefficient
 
revenue collector. Despite several attempts to broaden the tax

base in the past few years, the government has found it difficult
 
to bring about the increases in revenue it is seeking. Nearly 75%
 
of government revenues are still derived from indirect taxes which
 
are sensitive to any slowdown in economic activity (See Table 7).
 

Faced with the disappointing results of the search for higher

revenues, government policies have focused 
 on reining in

expenditures 
(Table 7). Given this relatively conservative
 
spending program and booming economy the Thai government is now in

the enviable position of running budget surpluses.
 

Due to the determined attempt to keep foreign borrowings to
 
a minimum, government budget deficits in the late 1970's and early

1980's were financed mainly by domestic borrowings (Table 7). In
 
recent years, the public sector borrowing requirement has been cut

considerably, for example, in it
1986 represented just 3.1% of
 
current GDP. In 1988 and 1989 the government ran a budget surplus.

In the past the main source of government borrowing has been the

Bank of Thailand, but in recent years commercial banks have come
 
to play a larger role via the issue of promissory notes to the

Government Savings Banks 
(GSB) and the sale of bonds mainly to

commercial banks, and finance and insurance companies.
 

3.3 Foreign Trade
 

Until recently Thailand's trade profile was that of the

typical developing country, with agricultural products dominating

exports, while imports were mainly composed 
 of finished

manufactured, capital goods and semi-manufactured goods ready for
 
assembly. However, the surge in manufactured exports over the last

few years, particularly in textiles and integrated circuits, and

low agricultural commodity priccs have changed this pattern. 
In

1985 textiles became the most important single commodity export in
 
terms of 
value and the gap between textiles and rice widened

considerably in 1986 and 1987 
 (See Table 12). Undcubtedly,

Thailand is on the verge of becoming one of Asia's new industrial
 
countries.
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Early in the last decade, Thailand's foreign trade position

was adversely impacted by oil price increases, higher imports of
 
both capital and consumer goods, depressed commodity prices and a
 
limited exportable surplus of rice. This situation 
improved

somewhat in the period of 1985-87 Thailand reduced its
as 

dependence on oil imports (See Table 6), 
 oil prices weakened and

the baht devaluation stimulated a boom in the country's industrial 
exports.
 

Although eiport growth in 1986-88 far exceeded expectations
by expanding at over 30% annually, imports have expanded even
 
faster and the trade deficit widened again to a record deficit of

Bt 109 billion in 1988 (See Table 11), as the country's economic
 
boom pulled in 54% more imports than in 1987. While much of the
 
import surge has fed the booming economy's appetite for capital

goods (See Table 12), such a deficit can be supported only by the
 
continuation of buoyant service sector earnings and massive capital

inflows.
 

3.4 External Payments & Debt
 

In the early 1980's, the large trade deficit contributed to
 
a marked deterioration of Thailand's 
current account position.

Until the windfall of the decline in world oil prices, the deficit
 
on the current account had exceeded US$2 billion for five out of
 
the previous six years, reaching a record of $2.87 billion in 1983
 
(See Table 14). Since then the situation has improved markedly.

The overall balance of payments has been in surplus since 1984 as

capital inflows have offset the deficit on the current account.
 
Since 1987 capital inflows have included a sizeable amount of
 
direct and portfolio investment.
 

However, historically, Thailand runs a steady surplus on the

service account, making up for the deficit on the balance of trade.
 
In particular, the country's earnings from tourism have been
 
growing steadily to become the main 
source of foreign exchange.

More recently, the large amounts of remittance income from Thai
 
workers abroad, mainly in the Middle East, has been a major element
 
contributing to the service surplus. 
 These two major items are
 
partly offset by the negative flow of investment earnings.
 

As for the capital account, the inflow of foreign capital year

after year has been the factor which has kept Thailand's payments

in surplus. This capital inflow reached 
a huge $2.8 billion in
 
1988. Traditionally composed mainly of loans and credits, capital

flows were boosted in 1988 by a surge in direct investment and
 
portfolio investment. Until the authorities imposed a much stricter
 
policy towards these operations in the early 1980's, the government

used to be the main recipient of the loans and credits. However,

since 1986, the government sector has actually been making net
 
repayments of capital.
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Thailand's debt mounted steadily in the late 1970's as a

result of the burgeoning budgetary and current account deficits.
 
The government's domestic debt haG more than doubled since 1980,

the bulk of it covered by government bonds. Current domestic debt
 
stood at Bt 213 billion at the en! of 1988. Foreign debt equally

has expanded rapidly with the total public sector debt standing at
 
$14 billion at the end of 1987, representing 29.9% of GNP (See

Table 15). Of this total it is estimated that some 32% is owed to
 
multi-lateral aid agencies, notably the World Bank, 
38% to
 
bilateral agencies (especially Japan) and 30% to private creditors,

chiefly financial markets.
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4. FINANCIAL STRUCTURE BACKGROUND
 

With the exception of 1988 and 1989, Thailand has followed a

fiscdl policy which has produced regular budget deficits for most
 
of the past 20 years (See Table 7). At the same time it adopted

a rather passive monetary policy. Deficits in the early 1970's
 
ran at an average of 3.8% of GDP, the bulk of which were financed
 
from domestic sources, with foreign borrowing averaging only 17.8%.

Monetary policy was seen as a primary instrument for supporting

growth, although the expansion of credit was occasionally held in
 
check to maintain price stability and moderate the balance of
 
payment deficit. Interest rates were in general allowed to adjust

to the rate of credit expansion.
 

In the late 1970's the oil price rises and the need for

increased military expenditure led to a rapid increase in
 
government expenditure as a whole resulting 
in a substantial

widening of the public sector deficit which rose to over 6% of GDP

by 1979/80. An increasing proportion of this deficit was financed

by foreign borrowing which led to a growing foreign debt service
 
problem. This policy was less than prudent and in the years of

recession between 1983 and 1985 the government sought to rein in

its budget deficits through an austerity program. This policy

adjustment has proven effective in that budget surpluses have been 
recorded in 1988, 1989 and so far in 1990.
 

In addition, credit growth has been rapid during the recent
economic expansion with M2 increasing over 25% in 1989 (See Table
 
10) raising concerns over potentially higher future inflation
 
rates. These concerns have caused the Bank of Thailand to look

clor .ly at its monetary management tools and conclude that a more

liquid debt market would facilitate its carrying out open market
 
operation.
 

One of the disappointing aspects of the Thai financial

situation in 
recent years has been the shortfall in savings

relative to investment (See Table 8). The failure to mobilize
 
additional domestic savings has brought criticism 
of the Thai

domestic banking system for not 
offering adequate incentives to
 
savers. 
There has been a large spread between the interest rates
offered on deposits and those charged for loans. For instance
between 1986 and June 1989 savings deposits were receiving a
maximum annual 
return of 8%, while loans were charged 15% (See

Table 9). This interest rate spread is some two tc three times as

large as is found in more competitive financial.markets and points

to the need for interest rate deregulation and the lowering of 
entry barriers for new competitors in the financial system.
Current policies have allowed some relaxation in interest rates on
fixed deposits resulting in maore competition among the banks for 
deposits.
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5. FINANCIAL INSTITUTIONS
 

The financial system is comprised mainly of banks, nonbanks,
 
insurance companies, a few sectorally specialized financial
 
institutions and the Bank of Thailand. The total assets of the
 
financial system have been growing at a compound annual rate of
 
19% since 1970. As of the end of 1988, system wide assets amounted
 
to over $77 billion.
 

5.1 Central Bank
 

At the apex of the financial system is the country's central
 
bank, the Bank of Thailand, which plays an important role in
 
overall financial management. Its main function is to act as the
 
note-issuing authority; banker to the government and other banks,
 
and fiscal agent of the government in its dealings with
 
international monetary organizations.
 

The Bank is authorizedL by the Ministry of Finance to manage
 
the public debt, to administer exchange controls, and to supervise
 
all commercial banks, finance companies, securities companies, and
 
credit foncier companies. The Bank of Thailand is also entrusted
 
with the power to prescribe maximum interest rates on deposits and
 
loans, the cash reserve ratio, the ratio of capital funds to risk
 
assets, etc.
 

Although there has not yet been any deposit insurance scheme
 
in Thailand, a support program was formed. In 1985, the Bank of
 
Thailand Act was amended, resulting in the establishment of the
 
Financial Institutions Development Fund within the Bank of Thailand
 
to provide financial and managerial assistance to those financial
 
institutions facing difficulties. Beneath the Bank of Thailand
 
there are 15 Thai commercial banks with 2,061 branches.
 

5.2 Commercial Banks
 

The commercial banking sector dominates the financial system
 
in Thailand. Its relative share has gradually but steadily
 
increased ftom 59% of total financial system assets in 1970 to 76%
 
in 1988. Over the same period, the share of the top three banks
 
grew from 45% to 59% and that of the top five banks from 56% to 70%
 
(See Table 18). Obviously, Thai banking is an industry with a high
 
degree of concentration. Although the commercial banks gained in
 
relative market share, the Bank of Thailand's share declined from
 
36% in 1970 to 16% in 1988, indicating a healthy structural
 
development of the financial system. On the whole, the bigger
 
institutions have a much better reputation. The Bangkok Bank is
 
thought to be the biggest in the whole of South East Asia and is
 
developing a worldwide reputation; it and others like the Thai
 
Farmers' Bank, the Thai Military Bank and the Siam Commercial Bank
 
have developed modern and efficient services, which offer important
 
support to Thai industry and commerce.
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In addition to the Thai commercial banks, 14 foreign banks
 
are represented in Thailand. These have been carefully regulated

in recent years and only one new branch has been allowed to open

since 1965. As a result, the share of foreign banks in the overall
 
banking sector has declined sharply, from about 17% of total
 
banking assets in the early 1960's, to under 6% in 1980 and to
 
about 4% by 1988 (See Table 17).
 

On the other hand, restriction on new bank operations for both 
domestic and foreign commercial banks, has led to the growth of a 
second tier financial sector over the last decade or so in the form 
of a plethora of finance companies, security companies and credit 
fonciers (mortgage companies). These rival the banks in offering
loans, but are not allowed to accept public deposits. Finance and
 
securities companies constitute the second largest segment of the
 
financial system, accounting for 10% of total assets. This segment

is characterized by a large number of companies, with a very wide
 
range in size of individual institutions. Currently, there are a
 
total of 93 F&S companies, some are larger than the small
 
commercial banks. The F&S companies generally originated either
 
(a) as affiliates of commercial banks, in some cases with the
 
participation of foreign financial institutions, established to
 
provide services that the parent bank could not legally provide

directly; or (b) as formalized small institutions engaged in quasi

institutions in the public and semi-public sector, which serve to
 

banking activities, general.y high.-risk, high-margin consumer 
finance. 

Thailand also operates a series of special banking 

extend loan capital to various economic sectors. Thus the

Industrial Finance Corporation of Thailand (part owned by three
 
domestic commercial banks) and the Small Industries Finance Office
 
serve industry; the Bank for Agriculture and Agriculture

Cooperatives helps farmers and farm institutions; while the
 
Government Housing Bank finances property purchases.
 

5.3 DEVELOPMENT BANKS/GOVERNMENT BANKS
 

5.3.1 Small Industries Finance Office (BIFO)
 

The SIFO was formed in 1964. Its main purpose is to provide

concessional small, medium and long-te,-m loans and technical advice
 
to small industry. The SIFO receives most of its funds from the
 
government. Since it is not a juristic entity, it can not raise
 
funds by borrowing. SIFO's lending were categorized to the
 
manufacturing, handicraft, cottage and home and service industries 
to finance the purchase of plant and machinery, equipment, erect
 
new buildings or for working capital purposes.
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5.3.2 Tho Government Savilngs Bank (GSB)
 

The GSB main function is basically to mobilize small savings.

It has an extensive network of branches throughout the country and
 
it also operates a number of mobile units on land as well as along

waterweys. The GSB mobilize savings mostly through the acceptance

of savings and fixed deposits, as well as through the sale of
 
premium savings certificates. Aside from performing the function
 
of a typical savings institution, the GSB has a banking department

which carries out normal banking operation.
 

5.3.3. Government Housing Bank (GHB)
 

The GHB was established in 1953. It is completely owned by

the government and is under the supervision and control of the 
Ministry of Finance. Its basic function is to help persons of 
moderate income to obtain their own houses through its financing

facilities.
 

5.3.4. The Industrial Finance Corporation of Thailand (IFCT)
 

The FTC was created in 1959. Its function is to promote

industrial development and to assist in the development of the
 
capital market in Thailand. Loans are made available for economic
 
and technically viable development projects within certain
 
industries. Although set up by a special legislation, the IFCT is
 
mostly owned by private entities, principally the Thai commercial
 
banks, while the rest is owned by the Ministry of Finance.
 

The IFCP operates along the line of a private development bank 
or a development finance company. It specializes in financing

fixed assets through the extension of medium and long-term loans
 
to different industries, particularly those in the private sector.
 

5.3.5 Bank for Agriculture and Agricultural Cooperatives (BAhC)
 

BAAC was set up in 1966. its main function is to provide

credit to the agricultural sector at low interest rates - both 
directly and through agricultural cooperatives and farmers' 
associations. At end of 1987, the BAAC has an extensive network 
of 70 branches and 585 filed offices throughout the country. Loan 
facilities for client farmers may be of a short, medium and long

term nature. Presently, the Ministry of Finance owns about 99% of
 
the BAAC's shares. The remaining shares belong to agricultural

cooperatives, farmers groups and individuals.
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5.4 NON-BANK FINANCIAL INSTITUTIONS
 

5.4.1 Finance & Investment Companies
 

The first full-fledged finance companies began operations in

1969 and many more since then. The finance and securities
 
companies are second in importance only to the commercial banks.
 
They may not accept anky type of deposits from the public. In order
 
to compete better with commercial banks for funds from the public,

finance companies have offered appreciably higher interest rates
 
on their promissory notes than those offered by commercial banks
 
on their deposits. There are 112 finance and securities companies

in Thailand. 
 Of these, about 20% cf them are finance companies,

10% dealing only in the securities business, and the re't of them
 
dealing in both types of business.
 

Finance and securities companies obtain most of their funds

through borrowings from commercial banks and the issuance of
 
promissory notes. Most financial and securities companies funds
 
are used as loans and receivables. Installment credit was the
 
industry's initial area of lending specialization, but short-ter'
 
commercial lending, often by purchasing customer promissory notes,

has become more active. Most credits granted by finance companies

are short-term in nature, mainly in the form of term loans with 
maturities of less than one year. The industry's other major use
of funds is in cash or bank deposits and in securities investments. 
All finance and securities companies are authorized and regulated

by the Bank of Thailand, with approval from the Ministry of
 
Finance.
 

5.4.2 Insurance Companies
 

The non-life insurance companies in Thailand are reguiated by

the Insurance Commissioner and Minister of Commerce. 
 To be

licensed, a firm 
must first make certain minimum capital

requirement depending on its type of business. The non 
life
 
business are classified into fire, automobile, marine and
 
transportation. Life Insurance and life companies in Thailand 
operate under the Life Assurance Act. It restricts the firm's 
interest primarily to Thai government and government guaranteed
bonds and bonds of the World Bank.
 

There are presently 12 life insurance companies. Of these 12
companies, only one is registered abroad. Life insurance companies
operate many branches throughout the country. All life insurance
companies are regulated and supervise by the Ministry of Commerce. 

5.4.3 Coopdratives
 

The cooperative mo ament in Thailand began in 1916. 
Over the
 
years, the number of cooperatives has increased substantially. At

the end of 1987, there were altogether 2634 cooperatives in
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Thailand. Cooperative can be separated into 6 categories - the 
most important of which are the Agricultural cooperatives and the 
savings cooperatives. 

5.4.1 Agricultural Cooperatives
 

Among the different types of cooperatives, agricultural
 
cooperatives which spread throughout the country, are the largest
 
in number and in influence. At end of 1987, there were altogether
 
1157 agricultural cooperatives. These cooperatives havf been
 
organized by farmers for the purpose of making credits available
 
to members at low interest rates. Their principal sources of funds
 
are borrowings from the Bank for Agriculture and Agricultural
 
Cooperatives and capital accounts from members subscriptions plus
 
retained earnings.
 

5.4.2 Savings Cooperatives
 

Savings Cooperatives, or credit unions, are formed mainly on
 
an occupational basis. A great majority of savings cooperatives
 
are those organized by teachers. Most of the members of savings
 
cooperatives are salary earners. At end of 1987, there were 732
 
savings cooperatives in Thailand. The main source of funds has
 
been their paid-up share capital from members. Each member is
 
required to contribute a minimum monthly subscription which is
 
obtained directly through a payroll-withholding system. Savings
 
cooperatives utilize most of their fund as loans to members.
 

5.4.3 Other NBFIs
 

Other NBFIs include pawnshops, mutual funds, provident funds
 
and discount houses.
 

5.4.4 Crodit Foncier Companies
 

Credit Foncier Companies are those compan ts which finance 
the purchase of immovable property through either making loans 
secured by, immovable property or buying immovable property with 
the seller's right of redemption. At end of 1987, there were 21 
credit foncier companies operating. They are presently allowed to 
mobilize funds which are longer than one year. They may borrow 
from the public at a minimum amount of 100 Baht per account. 
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6. FINANCIAL HARILETS 

6.1 Stock Exchange
 

In an effort to increase levels of public saving, Thailand
 
established the Securities Exchange of Thailand (SET) in 1975.
 
However, it has been only since 1986 that the SET has generated
 
the anticipated interest in equity investment and in 1987 the
 
market rose rapidly as a result of growing foreign interest unti1
 
the October crash (See Table 27 & 28). Since then there has been
 
rapid recovery and in mid-1990 the SET index passed through the
 
1000 mark, way above its pre-crash peak. The SET rose index 36%
 
in 1988 and 127% in 1989 (See Table 26). From the end of 1985 to
 
the end of 1989, the market capitalization of all stocks listed on
 
the SET has increased by more than thirteen times to Bt 659 billion
 
(See Table 28). The number of listed companies on the exchange is
 
now growing steadily and the SET promises to become a significant
 
source of capital for industry in the coming years (See Table 33,
 
34 & 37). For 1989 alone over 25 billion baht (approx $1 billion)
 
of capital was mobilized by SET listed companies (See Table 28).
 

A goc! deal of the upward movement of the SET has been du- to
 
a continued surge in foreign portfolio investment in Thailand w. .ch
 
more than doubled in 1989 to over 97 billion baht (approximately
 
$4 billion). Foreign investment and borrowing are now being
 
vigorously encouraged by the Thai authorities, which are concerned
 
iot to let shortages of capital in the domestic market become an
 
obstacle to economic growth. There are no restrictions on foreign
 
holdings of Thai stoccs; foreign holdings amounted to 12% of all
 
listed shares and 23% of total capitalization as of the end ot i988
 
(See Table 29).
 

Although the SET has begun to play a major role in the 
country's capital formation process (See Table 35 & 36), periodic
 
problems still occur. During recent periods, violent fluctuations
 
have taken place in the SET index as rumors of new taxes and
 
government changes have prompted speculators to off load stocks
 
rapidly (See Table 38 & 39). These fluctuations point to the
 
continuing short-termism and susceptibility to rumors that prevail
 
on the SET. For example, one particular company of sub-brokers,
 
which has since been under police investigation, is reported to
 
have been responsible for the rumors that set off the downturn in
 
January 1989.
 

6.2 Debt and Money Market
 

In relation to the overall financial system, only the stock
 
market component of the capital market has reached a respectable

size; the money market at the short end and the debt securities 
market at the long end are both very small (See Table 30, 31 & 32). 
In the primary money and debt markets, the total amounts issued in 
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1988 were about Bt 20 billion (including Bt 16 billion in
 
commercial paper and Bt 2 billion in treasury bills) and Bt 25
 
billion (including Bt 20 billion in government bonds and Bt 2
 
billion in state enterprise bonds) (See Table 22 & 24). By
 
contrast, outstanding credit extended by banks and F&S companies
 
as of December 31, 1938, amounted to Bt 1,116 billion.
 

In recent years, treasury bills have been held principally by
the Bank of Thailand and the Exchange Equalization Fund, one of the 
entities empowered to hold foreign reserves (See Table 23). There 
is no active secondary market. The principal holder of government 
bonds are the commercial banks, to comply with primary and 
secondary reserve requirements. There is also no active secondary
market in government bonds; they are normally held by the 
commercial banks to maturity. The lack of active secondary markets 
in both short-and long-term government papers is because their 
supply is so small. Given the government's surplus budgetary 
position in the last two years and the near future, the primary 
issues of treasury bills and bonds are not expected to increase in
 
coming years.
 

6.3 Interbank Loan Market
 

The interbank loar market is fairly well developed. The
 
larger domestic banks are the traditional lenders within the m3rket
 
and the foreign banks, financial companies and smaller local banks
 
are generally the borrowers. Longer borrowings or more risky
 
advances are normally made by way of repurchase agreements, rather
 
than direct advances.
 

In May 1985, commercial banks introduced the Baht Interbank
 
Offered Rates (BIBORs), which are average rates at which several
 
large banks lend to one another. Presently, seven-day, one-month,
 
and three-month BIBORs are quoted daily.
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7. REGULATORY STRUCTURE
 

7.1 Inflation
 

The continuing Thai economic boom has created some stresses 
and there is mounting concern that inflation may be about to take
 
off. According to official estimates, the year on year inflation
 
rate rose to 5.5% in 1989. Nevertheless, there are fears that wage

increases and raw material shortages will lead to an acceleration
 
of inflation if measures are not taken to rein in demand. The
 
government has taken a number of small steps to tackle inflation.
 
For example, there has been an attempt to tighten controls on price

rises through the scrutiny of the Anti-monopoly and Price Fixing

committee. Moreover, the government has been attempting to reduce
 
liquidity as part of its anti-inflationary package by issuing a new
 
series of government bonds. This has begun to push up interest
 
rates.
 

7.2 Foreign Banks
 

After many months of preparation, five new foreign banks have
 
been chosen from among nearly 30 applicants to set up offices in
 
Thailand although their activities will be restricted. The Long

Term Credit Bank of Japan and the Industrial Bank of Japan, which
 
agreed to do business in long term credit banking, are not allowed
 
to accept baht deposits other than for loan repayments. Likewise
 
Sumitomo Bank, Westpac Banking Corporation of Au'stralia and the 
Societe Generale of France, will not be allowed to engage in retail
 
banking activity. All banks are required to have an initial
 
registered capital of $50 million, to be increased to $300 million
 
over three years.
 

Ironically, some of the pressure on the domestic capital
 
sector would be relieved if the government were to take the bold
 
step of allowing new foreign banks to open business in Thailand.
 

7.3 Trade and Investment
 

In general Thailand has mainly used tariffs for import
restriction. In the 1960's they were imposed at extremely high
levels to support infant industries but lately there has been some 
pressure, particularly from the World Bank, to reduce tariff 
protection in order to force restructuring of the industrial 
sector. Tariff rates now range from 5% to 60% with some higher
 
rates for particular luxury goods. Conversely, although the
 
country is now in the middle of an export drive and in this context
 
encourages export via cheap credit and investment incentives, it
 
is only since the beginning of 1986 that the contradictory policy

of export taxes, typically on rice, was abandoned.
 

Thailand is a staunchly open market economy and ever since
 
1961 has had a policy, supervised by the Board of Investment, to
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encourage foreign investment. This involves major concessions to
 
foreign industrial enterprises allowing them to own land and
 
repatriate capital and in the form tax holidays and waivers of
 
duties on imported capital goods. This policy has changed over
 
time and at present there is greater stress on industries which
 
are involved in export production, which use local raw materials
 
and parts and which are willing to locate outside the Bangkok
 
metropolitan area. These policies have been effective in attracting
 
large numbers of foreign enterprises; although it is only in recent
 
years that Thailand has received large scale investments in such
 
fields as petroleum, other mining enterprises and heavy chemical
 
industries.
 

7.4 Privatization
 

Faced with mounting foreign debts, the Thai government has
 
since 1985 limitsd its annual foreign borrowings to between $1 and
 
$1.5 billion. This policy has forced state enterprises to go to
 
the capital markets for fun's. In addition, Thai government
 
planners have also long pushed for privatization as a solution to
 
expanding the country's overburdened infrastructure. However,
 
iarge scale privatization plans have been stalled by entrenched
 
government bureaucracies and state labor unions which see
 
privatization as a threat. Indeed, government planners now say they
 
are favoring an incremental privatization of new programs and
 
facilities rather than of existing agencies or facilities. That
 
is, the new privatization philosophy will be on new projects or new
 
investments.
 

Three issues have beern spotlighted: partial privatization of 
Thailand's new deep-sea container port at Laem Chabang; private 
financing for expansion of government-owned Thai Airways
International's fleet, and a proposal for eventual private
installation of three million new telephone lines by the Telephone 
Authority of Thailand. On the energy side four forms of 
privatization has been discussed, i.e., private co-generation of 
power, build-own-operate-transfer, partial privatization of EGAT's 
shares, and privatizing EGAT's facilities. At the moment, EGAT 
however has only agreed to private participation at the co
generation level. 
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8. ENERGY/POWER SECTOR3 

Thailand's rapid development over the last 20 years has been
 
energy intensive and fueled in significant part by imported oil.
 
The apparent absence of any significant supplies of petroleum left
 
the country as one of the largest importers of oil among developing

countries at the end of the 1970's accounting for over 80 percent

of energy consumption. The foreign exchange bill for imported oil,

reached Bt 65 billion fully 30 percent of all imports in 1981.
 
This dependence stimulated a major drive to develop indigenous
 
sources of energy in the last decade, notably natural gas, lignite

and hydroelectricity, although small deposits of petroleum have
 
also been discovered which offer some encouragement for the future.
 
Nevertheless for 1988 over one-third of the country's energy supply

(12.7 out of 34.2 million tons of oil equivalent) was fueled by

imported oil (See Table 6).
 

Total proven reser Tes of natural gas are put at 8.5 trillion
 
ft and it is these disc-overies in the Gulf of Thailand and onshore
 
which offer the greatest prospect of future energy diversification.
 
Currently, the natural gas is being mainly used to supply power

stations in the Bangkok area, although some is being supplied via
 
an inland pipeline to cement works in the Central Plain. Due to
 
the weakness of world oil prices, which has made imported oil
 
competitive with natural gas, (at least until the recent Mid-East
 
crises) domestic users have been reluctant to commit themselves to
 
further substitutions of natural gas for oil.
 

Recently, there is some development in onshore hydrocarbons

exploration in Thailand. Apart from the gas at Nam Phong and the
 
long tapped tiny government operated oil field at Fang in the far
 
north, the only real success so far has been the discovery by Shell
 
of oil in the lower northern province of Kamphaenghet. There is,

however, no reason to presume that Thailand contains any really

substantial fields which would make it a significant producer on
 
a world scale.
 

Alongside this activity in the oil and gas sector, Thailand
 
has stepped up its exploration and development of lignite. Reserves
 
are now placed at 180 million tons at least, mainly in the north
 
of the country, and excavation for electricity generation is being

increased.
 

Fuel consumption increased by 13% in 1989 to average 418,120

barrel/day in crude oil equivalent, with demand for refined
 
products up by 15% to 339,340 b/d and that for indigenous natural
 
gas up by only 3.7% to 78,780 b/d equivalent. With indigenous
 

3For more details, see The Economist Intelligence Unit,

"Thailand & Burma: Country Profile 3989-90," Nov 1989, pp.18-19

and "Thailand & Burma: Country Report," No 1, 1990, pp.17-18.
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petroleum production only 20,000 b/d and condensate production

18,000 b/d, the bulk of petroleum products had to be imported, at
 
the rate of 312,000 b/d, 27.7% above 1988 levels.
 

Electricity demand is rising at much the same rate as overall
fuel demand. 
 It grew by 14.5% in 1989, exceeding the predictions

of the Electricity Generating Authority of Thailand 
(EGAT). EGAT

has forecast an increase of a further 12% in 1990 to a record 6,759

mw, but this is regarded as conservative by many commentators. It
is expected that reserve capacity will fall once again to around
 
11%. To meet rising energy demand the Thai government is seeking

to increase capacity to 9,249 
mw by 1991, which it is estimated
 
would give the country a 16% capacity cushion. It is estimated
 
moreover that at least a further 900 mw a year will be needed
 
throughout the 1990s.
 

There are increasing concerns that due to 
 financing
constraints EGAT will not be able to 
carry through on its own
 
ambitious program to expand generating capacity. EGAT and the
Provincial Electricity Authority have accounted for roughly 37% of

total borrowings under the government's previous $1.2 billion

foreign loan ceiling. Further, the forecasted level of investment
 
in the Seventh Plan could even climb higher and be approximately

equal to the new foreign loan ceiling of $1.5 billion per year.

Recognizing that this will require substantial additional foreign

borrowing which would be contrary 
to the government's broader

financed objectives, the National 
Energy Policy Committee has

recommended that the private sector should be invited 
to

participate in production and distribution of electricity. Also,
the MOF has recently called for the partial privatization of EGAT

plants. In addition, there are still proposals to list EGAT on the
stock exchange. However, as discussed 
previously given the

opposition of the politically powerful EGAT and its unions it is

unclear the extent to which the private sector will actually be

allowed to participate in Thai electric power production.
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9. 	 Potential Role of Multilateral Financial Institutions and
 
International AID Organization in LDC Private Power Projects
 

The following information and views were compiled through a

series of interviews with professionals working for the World Bank,

IFC, ADB, Inter-American Development Bank, and USAID. Everyone

interviewed would not necessarily agree with all opinions expressed

b'elow. Topics covered include the projected magnitude of LDC power

-inancing needs, possible roles for multilateral financial
 
institutions and international aid organizations.
 

9.1 	Magnitude of LDC Power Financing Needs
 

9.1.1 As LDC governments are constrained in making massive
 
investments required in the energy sector, it has become
 
increasingly critical to consider the issue of how to finance
 
increments in power supply, including the private sector's
 
investment in new power plants. 
 The World Bank estimates that
 
about $1 trillion of new power sector investments may be needed in
 
LDCs during 1990-2000.4 Half of the amount is required for China
 
and India. Hopefully this amount can be reduced by more efficient
 
power sector operations as well as energy conservaticn. However,

there is no possibility for multilateral financial institutions to
 
finance this magnitude of power sector investments requirements.
 

9.1.2 In order to encourage active participation of private
industry in thL power sector, innovative financing schemes and 
financial engineering have to be considered seriously. Several
professionals prefer BOO to BOT, since there should be nit only an 
encouragement of entry the private sector powernew by 	 into 

production but also no mandatory exit as envisioned in BOT. 
 The
 
exit decision by the private sponsors should be left on the
 
business merits and other strategic/financial consideration rather
 
than being preordained as in BOT.
 

P.2 	 Possible Roles for International Financial and AID
 
Institutions
 

The executive board of the World Bank may have to come up with
 
a set of clear policy guidelines on the Bank's role in BOO/BOT

schemes. Four possible roles can be envisioned for the Bank and

other multilateral financial institutions to play. First, the Bank 
can be instrumental in the promotion of the suitable BOO/BOT
environment in LDCs by encouraging and assisting LDC governments
to pursue the right mix of market liberalization and regulatory
reforms. Licensing, property riyhts, and similar issues are
 
critical. Second, the Bank can, either individually or in co
financing with other multilateral and bilateral financial
 

4Interview comments of Mr. John Besant-Jones, Principal
 

Energy Economist, Industry and Energy Department, World Bank.
 

28
 



institutions, provide a credit line to an LDC government to assist

in financing the BCO/BOT scheme. 
 Such financial assistance will
enhance the confidence of the private project sponsors as well as
the credibility of the project itself in various ways. 
This role

is the one played by the World Bank in the Pakistani BOO scheme
currently under active discussions. A similar role may be possible

in the Philippines. Third, the 
Bank may become involved in the
foreign exchange convertibility guarantee along with MIGA. Lastly,

even though the Bank cannot lend directly to the private power
project entity being established in the host country, the Bank may
assist in certain ancillary projects such as power transmission and
port facilities. Of course, these project loans from the Bank have
 
to be processed through the normal official channels.
 

9.3 Private Sector Energy Development Fund in Pakistan
 

A group of multi-and bi-lateral donors led by the World Bank
have created a Private Sector Energy Development Fund (PSEDF) for
Pakistan to be used for qualifying power projects. This fund will

be lent by the World Bank to the Government of Pakistan who in turn
will lend up to 30% of the total costs for an approved and viable
 
private power project. 
 The PSEDF will be managed by Pakistan's
National Development Finance Corporation whose loans will be
subordinated in cash flow to the commercial 
(senior) lenders. In

addition, the World Bank has also approved an Expanded Co-financing

Operation (ECO) to cover sovereign risk.
 

Projects will generally be operated on a Build-Own-Operate

(BOO) format by private developers. Power is expected to be sold
directly to the Water and Power development Authority's grid.
Various operating bonuses and penalties (on availability, outages,

generation, and etc.) will 
likely be established via the Power

Purchase Agreement (PPA) to assure proper incentives and reliable
supply. Various tax, regulatory, and default agreements will be

covered in an Implementation Agreement (IA).
 

Currently, the 1292 MW (gross capacity) Hab River projects is
nearing financial close. The financing arrangements of the Hab
 
River projects are as following:
 

* Equity holders 20% of total projects costs
• PSEDF loan 
 30% of total projects costs
* Commercial financing 50% of total projects costs
 

Promoting companies, led by Xenel Industries Ltd., of Saudi
Arabia will take about a third of the equity, while another third
will be internationally offered shares, the remainder of the equity
is expected to be raised locally. For legal reasons, the local

equity will be issued in form of bonds convertible to shares after

the four-year construction period. In addition to the local

equity, it is also envisaged that about 10% of the commercial

financing will be raised 
in the local capital market. This
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project, no doubt, will have a big impact on the development of the
 
capital market in Pakistan. In order to attract the sponsors to
 
invest in Pakistan the Government of Pakistan (GOP) has agree to
 
establish a tariff which would result in a real return of 18% to
 
the investors. This together with the assurance of convertibility

and repatriation of the dividends earned has kept the original
 
sponsors interested in this project despite lengthy and cumbersome
 
contract negotiations.
 

A consortium led by Mitsui & Co. Ltd. and Ishikawajima-Harima

Heavy Industries Co. Ltd., both of Japan, with Ansaldo GIE of Italy

and Campenon Bernard of France will build the plant under a lump
sum, fixed-price turnkey contract. British Electricity

International (BEI) will be the plant operators for the Hab River
 
Power Group.
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10. Conclusions from Thailand Interviews
 

The following sections give the summary views of a number of
 
private and public sector professionals interviewed in Thailand
 
during the period July 23 to August 3, 1990 (See Table 40) for a
 
list of people interviewed). Topics covered include the
 
opportunities for Private Power Project, Financial Market
 
Regulatory Issues, Foreign Exchange Markets and Risks Management,

Project Financing in Thailand, Financing Plan for the Proposed

Skytrain Project, and Debt Market Development Opportunities.
 

10.1 Private Power
 

Various plans have been put forward by the Government of
 
Thailand to "privatize" several state owned enterprises including

The Electrical Generating Authority of Thailand (EGAT), Thai Oil,

and Thai Airways International, port functions, etc. These
 
proposals, which have the backing of the Ministry of Finance and
 
others, stem from both a desire to involve the private sector in
 
financing these large capital intensive projects, as well as from
 
some concerns regarding operational efficiency. A continued
 
emphasis on private sector involvement is expected in the
 
forthcoming 7th national plan. However, it is important to
 
remember that Thailand is a land of consensus and the process of
 
project approval goes slowly.
 

In this regard, current privatization efforts of Thai Airways,

port functions and EGAT are all coming under political attacks from
 
the managements and unions. These groups apparently fear, in part,
 
a loss of job security and generous fringe benefits. In some cases
 
it may prove necessary to consider adjusting salary levels to ease
 
opposition. The most likely privatization effort in Thailand in
 
the near future would be the public sale of common shares in Thai
 
International Airways for which strong domestic and international
 
demand is expected.
 

In the case of EGAT, people mostly (but not uniformly) believe
 
that it is efficiently run. The principal issue is thus financing

which is a real problem given that the Royal Thai Government's
 
(RTG) self imposed overall annual foreign borrowing limit of $1.5
 
billion is approximately the same magnitude as EGAT forecasted
 
borrowing requirements.
 

As early as 1987 the Government of Thailand started to push

for private power and by February 1989 came forth with proposals

that 30 percent of new power plants be private. However, the
 
current law establishing the Electrical Generating Authority of
 
Thailand gives EGAT a monopoly. In order for private power

projects to proceed either EGAT would have to agree to cooperate
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or the EGAT act would have to be modified which it is believed
 
would be difficult to accomplish politically.
 

To date, little progress has been made on large scale private

power plants. For example, Australia proposed to build six 700MW
 
plants for a total of 4,200MW and ship in Australian coal to fire
 
them. The RTG initially supported this concept but after
 
opposition from EGAT and some negative comments regarding potential

environmental impacts from the king, this proposals is no longer

moving forward.
 

In fact, at present the RTG no longer is talking much about
 
Joint Public Private (JPP) power plants or Independerit Power
 
Producers (IPP). Again the problems appear be mainly the
to 

opposition of EGAT and its unions which are politically powerful

and fear reductions in what some people believe to be unnecessarily

high employment levels. Previously the dock workers union blocked
 
an unwanted privatization in their area.
 

In addition, proposals keep coming forward to list EGAT 
on

the Securities Exchange of Thailand (SET). A limited sale of
 
shares (less than 50 percent) may happen, although, some investors
 
express concerns that EGAT would be ciistrained regarding price

increases and thus its prcfits could suffer.
 

EGAT has apparently commissioned a study of alternatives for
 
private participation in electric power generation. Preliminary

indications are that EGAT might be more favorable to a build own
 
and lease project where EGAT would end up with operational control.
 
of a plant built and owned by private sponsors.
 

On a smaller basis progress has been achieved on co-generation

projects. Current proposals center on projects with up to 50 mega

watts of power being sold to EGAT and the remainder used by the
 
developer or sold directly to customers in the local area where the
 
project is built. There remains an issue as to whether and how
 
large a fee EGAT may collect on power sold to outside customers
 
from co-generation projects.
 

While it is not clear what type if any, private power projects
 
may ultimately be undertaken, the project structure under most

active review at present is called a Joint Public Private company

(JPP). Under this structure EGAT would join in with equipment

suppliers, fuel suppliers, and the project's managing contractor
 
to build own and operate the power plant. The power plant would
 
have a long-term take or pay contract to sell electricity to EGAT.
 

10.2 Project Financing For Private Power Projects
 

As previously discussed in detail, this study developed a

"Prototype Private Power Project" which was characterized as a 200
 
megawatt, combined cycle gas plant costing approximately $170
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million. This prototype project and associated financing plan was
 
discussed with various professionals knowledgeable about Thai
 
financial markets and project financing. A number of opinions were
 
expressed regarding the financing of potential private electric
 
generating projects including:
 

Thai commercial banks, finance and security firms and
 
other non-bank financial institutions clearly have the
 
capacity to finance $175 + million dollar projects, if
 
they are creditworthy.
 

It is widely believed that EGAT could borrow directly

without a Thai government guarantee, if it were allowed
 
to do so.
 

Further, since EGAT is creditworthy a well structured
 
private power project having a take or pay contract to
 
sell power to EGAT could likely arrange private financing

without Thai Government guarantees or World Bank and ADB
 
assistance.
 

With Board of Investment approval, the securities of
 
major new projects can be listed on the SET immediately.
 

Also at present, local investors favor equity or equity

linked securities. New projects should consider using

the maximum amount of equity and convertible debt
 
financing.
 

Bank guarantees of debt issues would likely make them
 
more attractive for local investors. Certain tax
 
incentives could significantly improve the demand for
 
long-term debt. One approach suggested would be to waive
 
the tax on interest income for certain high priority
 
projects.
 

Export credits and supplier credits would likely be
 
available to a BOO/BOT project having a take or pay
 
contract to sell electricity to EGAT. While
 
Export/Import banks typically want sovereign guarantees,

these are not absolutely necessary in all cases. For
 
example, in the case of the proposed "Skytrain" project

Export/Import banks have apparently been willing to
 
accept commercial bank guarantees.
 

The structure of the fuel purchase contract would have
 
an important impact on the financing and foreign exchange

risk exposure of the project. A fixed price contract 
would be favored but a buffer fund to cover fluctuations 
in fuel pri.s might also work.
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On the take or pay contract a fixed price would seem
 
reasonable. However, if cost is less than projected,

then the projects' sponsors might earn a larger profit
 
and vice versa.
 
Regarding foreign exchange risk, project sponsors would
 
likely be required to bear or manage this risk.
 
Financing locally in baht and then acquiring needed
 
foreign exchange in the spot market would minimize
 
foreign exchange risk. Alternatively longer-term (5 to
 
7 year) currency swaps are available for managing the
 
risks of foreign currency denominated financings.
 

Under current conditions a 15 to 16 percent interest rate
 
would likely be available for debt financing in Thailand.
 

Some type of international arbitration of contract
 
disputes through the Internationil Chamber of Commerce
 
(ICC) might be possible.
 

With appropriate take or pay contracts and other security
 
arrangements the debt to equity ratio could be higher
 
than 75/25.
 

* Various tax incentives could help facilitate the
 
financing of private power projects including income tax
 
holidays, waiving import taxes on equipment, etc.
 

It was also pointed out that the Industrial Finance
 
Corporation of Thailand (IFCT) would be a logical partner to look
 
to in a private power project. IFCT has substantial experience in
 
arranging international financings without government guarantees.

It also has developed experience in doing pilot studies, and is an
 
established channel for receiving official aid if available.
 

10.3 Financial Market Requlatory Issues
 

The government of Thailand and Bank of Thailand recognize the
 
importance and appear committed to continued financial market
 
liberalization and development. However, there is significant
 
concern about strong "speculative" pressures on land real estate
 
and common stock prices.
 

At a strategic level it is hoped that Thailand will become a
 
regional financial center. A recently proposed financial
 
institution act would substantially liberalize the financial sector
 
with a basic objective of preparing local financial institutions
 
to operate and survive in a more competitive and risky environment.
 
A series of financial reforms are envisioned, including:
 

interest rate deregulation for deposits,
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liberalization of foreign exchange controls including

freeing up completely transfers for current international
 
transactions,
 

liberalization of commercial banks portfolio and assets
 
management,
 

geographical liberalization on opening bank branches,
 
and
 

liberalization on the entry of new competitors into the
 
financial system including development of investment
 
banking capacity and the introduction of new mutual
 
funds.
 

In a recent speech to the chamber of commerce Mr. Pakorn
 
Malakul Na Ayudha, Director, Banking Department, Bank of Thailand
 
(BOT), elaborated on the anticipated liberalization efforts as
 
follows:
 

...in order to liberalize and increase efficiency of the
 
financial system, the BOT envisage both short-term and
 
long-term measures. The BOT short-term measures cover
 
three areas: The first set of measures involve the
 
relaxation of exchange control by giving commercial banks
 
greater authority to approve the purchase of foreign

exchange on behalf of the BOT, with the aim for eventual
 
abolition of exchange control. On goods and services,

commercial banks will be able to go ahead and process all
 
cases automatically. For capital flows, repatriation of
 
funds will be eased except for funds originated in
 
Thailand in which case thera will still be some controls,

particularly for cases involving large amount of funds.
 
For repatriation of loan principal and interest, or the
 
sale of stocks or liquidation of enterprise, commercial
 
banks will be able to process all cases automatically.
 

However, for Thai investments abroad, commercial banks
 
will be able to authorize only cases involving small
 
amount of funds.
 

The second measure involves greater flexibility in the
 
management of exchange rate policy as an instrument for
 
adjusting the level of capital flows. The third measure,

which was immediately announced after the acceptance of
 
Article VIII, was the issuance of guidelines for
 
financial institutions to purchase bills of exchange

issued by business and financial institutions. However,
 
some problems still remain to be solved with regard to
 
the tax burden and tax inequality between similar
 
financial instruments.
 

Turning to the medium and long-term plans, they may be
 
classified as: deregulation and liberalization,

strengthening supervision of financial. institutions,
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development and promotion of financial instruments, and 
improvement in the efficiency of the payment system. 
Further interest rate deregulation involves the lifting
of lending rate ceiling, in line with the liberal deposit 
interest rate structure. This will be announced when it 
is deemed an opportune moment. With regard to portfolio 
or assets management, the current requirement for 
commercial banks to hold government bonds (16%) as a 
proportion of total deposit, as branch opening
requirement are subject to changes. The scope of 
activities of banks and finance and securities companies
would also be widened. This is of course a highly
controversial subject anywhere, and has to be considered 
carefully.
 

On the supervision side, the authorities sought to
 
strengthen domestic financial institutions, to cope with
 
future challenges and competition in the international
 
financial scene. At present, changes are on the way for
 
the intensification of prudential regulation,
 
particularly the redefinition of capital fund in line
 
with the recommendation of the Bank for International
 
Settlement (BIS). Mergers of financial institutions are
 
also encouraged to consolidate and strengthen domestic
 
financial institutions.
 

Furthermore, the authorities have sought to encourage
 
the development of financial instruments and financial
 
services. As essential components of the financial
 
market, financial instruments and services can serve as
 
policy tools for the implementation of monetary policy,
 
as well as means for businesses to adjust their liquidity

position. Measures to promote the development of
 
financial instruments include:
 

- Creating liquidity for securities and financial 
instruments, through the development of both the 
primary and the secondary markets
 

- Removing legal and tax barriers to the issuance of 
financial products 

- Improving information and disclosure system for 
investors
 

- Improving the basic infrastructure, particularly the 
telecommunication system to facilitate wider 
dissemination of information to regional areas, in 
order to reduce transaction costs. 

As a measure to reduce the cost of financial services,
 
the authorities endeavour to improve the efficiency of
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the payment system, which involves reducing the
 
dependence on the cash system by improving the interbank
 
clearing system, and by encouraging greater use of
 
cheques and other financial instrurents. The wider use
 
of credit card facilities will also be encouraged within
 
close supervision to ensure the highest benefit to the
 
economic system.
 

Finally, to obtain a comprehensive picture of financial
 
liberalization in Thailand, mention should also be made
 
of the operation of financial institutions and their
 
adaptation to change as it is inevitable that the recent
 
financial reform will largely affect their operations.
 
In addition, to the credit and interest risks assumed by
 
financial institutions, there will be an additional type
 
of risk, namely the exchange rate risk. Financial
 
personnel, therefore, need to familiarize themselves with
 
various hedging instruments such as forward, option, swap
 
and future, as well as follow closely the changes and
 
developments in the major world financial centers. I may
 
also add that the Bank of Thailand's recent decision to
 
establish its first representative office in New York is
 
or; example of how ve are trying to learn more from the
 
x..ernational world.
 

With regard to the restructuring of the domestic
 
financial system there is a perceived need for an
 
improvement in the financial infrastructure of the
 
economy. This includes the need for the setting up of
 
a credit rating agency and the creation of a trust
 
institution to ensure the quality of financial issues,
 
as well as to protect the interests of investors.
 

To conclude, the measures undertaken and planned for,
 
have the sole aim of boosting the efficiency of the
 
financial system, and allowing greater flexibility for
 
adjustment to rapid changes in the world economy.
 
Moreover, competition is encouraged to remove obstacles
 
and barriers to the efficient allocation of financial
 
resources. As can be seen, the Thai financial system is
 
geared up for a more challenging environment of the
 
future. The only way in which such challenge may be
 
laced is by strengthening financial institutions'
 
capacity and efficiency, by improving the quality of
 
management and personal, information and
 
telecommunication system, as well as financial instrument
 
and services.
 

Plans are also underway to expand finance and security firm
 
offices into the country side. Also, the Bank of Thailand is
 
considering the possibility of allowing commercial banks to
 
underwrite debt securities. These steps could help expand the
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capacity of the local financial markets to distribute new debenture
 
issues.
 

Life insurance companies provide one source of private

placement financing and are regulated by the Ministry of Commerce.
 
Some of the current investment regulations are viewed as being

overly restrictive as a result of efforts to avoid a repeat of a
 
prior problems several years ago when 5 or 6 insurance companies
 
went bankrupt. Suggested changes in insurance company investment
 
regulations include:
 

Sxtending the maximum maturity on bank guaranteed loans to 7
 
years.
 

Increasing the limit on equity investments to 15 percent of
 

the number of shares outstanding.
 

10.4 Foreign Exchange Markets and Risk Management
 

Foreign exchange trading volume is currently 50 to 60 billion
 
baht a day (approximately $2 billion). With this level of
 
liquidity there is no problem in converting large amounts of baht
 
($100 million +) directly into dollars or other foreign currencies.
 
Thus, should a project financing be undertaken in baht, needed
 
foreign exchange could be obtained directly in the cash foreign

exchange market. Such a financing strategy, which is favored by

the government, could be used to reduce the foreign exchange risk
 
exposure of projects generating revenues denominated in baht as
 
would be the case with private power.
 

However, given the overall magnitude of financing required in 
Thailand, it is thought that local capital markets can not possibly 
finance all projects. This means that substantial amounts of 
international financing will be required for some projects. For
 
example, The Bank of Thailand estimates that the net inflow of
 
foreign capital for the manufacturing sector was over $600 million
 
in 1989. In these cases, foreign exchange risk management becomes
 
an important issue.
 

One method of managing such risks is through currency swaps.

Swaps out to three months are easily available, longer-term
 
currency swaps (5-7 years) can be arranged with special effort.
 
A second possible strategy for managing foreign exchange risk would
 
be to borrow additional baht, convert these funds to the
 
appropriate foreign currency in the spot market and buy an
 
appropriate amount of zero coupon bonds in that currency maturing
 
at the dates when required foreign currency payments would be due.
 
A third possibility would be for the Thai government or the Bank
 
of Thailand to provide foreign exchange risk insurance for a fee.
 
At present the government does not appear inclined in this
 
direction. A fourth possibility is that the project sponsors may
 
choose to bear some amount of foreign exchange risk in return for
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higher rates of return. At present certain international banks
 
are said to follow this strategies by holding open positions in
 
baht. This approach is based on the observations that the baht
 
has in recent years been effectively pegged to a basket of foreign
 
currencies, Thai interest rates are generally higher than those in
 
other countries, and the belief that should the baht be allowed to
 
float it would likely appreciate in value.
 

10.5 Capital Market Conditions and Project Financing
 

Thailand has a number of major infrastructure type projects
 
which are needed including skytrain ($1.5 to $2.0 billion), Bangkok
 
Toll road extension ($300 to $400 million), telecommunications ($4
 
to $6 billion over 5 years), electricity generation ($1 to $1.5
 
billion per year). Many of these projects are proposed to be built
 
on a Build Own and Operate as (BOO) or Build Own and Transfer basis
 
(BOT). Thus, the feasibility of raising project financing is an
 
important topic.
 

On the financing of these major projects the government and
 
Bank of Thailand have taken the following positions:
 

No debt financing guarantee or foreign exchange risk insurance
 
will be provided,
 

Project sponsors are encouraged to engage in baht denominated
 
financing as opposed to foreign currency financing. Foreign
 
currency needs would then be met by going into the foreign
 
exchange cash market and exchanging baht for whatever currency
 
is needed.
 

It would be hoped that the large new projects and
 
privatization plans undcrway would significantly increase the
 
supply of high grade securities in the local markets and
 
encourage financial market development.
 

Generally before common shares and securities can be listed
 
on the SET firms must have 3 years of operating history.
 
However, with Board of Investment approval, the securities of
 
major new projects can be listed on the SET immediately.
 

Private placements with up to 100 persons would be possible
 
for new projects.
 

Fortunately, with Thailand's very strong economic performance 
in recent years, international financial institutions are said to 
be "lining up" to make syndicated loans into Thailand. Ten year 
floating rate notes are possible. Sovereign guaranteed loans are 
available at LIBOR + 1/4%. Non-governmental guaranteed loans are 
available at LIBOR + 1%. Non-governmental guaranteed loans may 
require some type credits enhancement from banks. In addition, 
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some U. S. banks have extended fixed rate loans with maturities as
 
long as 5 years.
 

Also, Thai capital markets are currently very bullish with
 
equity securities in high demand.5 Tha principal participants are
 
local investors some of which invest for the long-term while others
 
are short-term traders. There is, however, significant

participation by investors from Taiwan, Hong Kong, U.S., Europe

and Japan. Market observers suggested that new projects should
 
consider using the maximum amount of equity and convertible debt
 
financing consistent with maintaining an acceptable tariff rate.
 

Unfortunately interest in long-term debt is currently low
 
because investors have come to expect 100 percent per year zeturn
 
in alternative investments. Some professionals believe that it
 
will take a change in "investment climate" or substantial investor
 
education and marketing efforts to generate significant demand for
 
long-term debt. It is generally believed that bank guarantees for
 
longer-term aebt issues would likely make them move attractive for
 
local investors.
 

To date the largest debenture issues have been 100 million
 
baht (approx. $4 million) to 300 million baht (approx. $12
 
million). While the market for debentures could expand

substantially, a change in market psychology away from equities
 
may be necessary for th4s to happen.
 

The maximum amount which any bank can J.end to a sing'e project

is 25 percent of paid up capital plus retained earrings. If the
 
capital of the Thai banking system is about 200 billion baht then
 
the theoretical maximum amount of Thai bank loans available for a
 
particular projects would be .25 x 200 = 50 billion B or about $2
 
billion. This would of course be difficult to assemble.
 

Insurance companies and Provident savings funds in Thailand
 
are small and do litt:le direct lending except to very large well
 
established companies. Frequently these institutions will either
 
make term deposits with banks who then re--lend on a term basis, or
 
enter into a "bill of exchange" where the bank guarantees a loan
 
from the insurance company to the company and collects a fee.
 

5 Again it must be kept in mind the-
 world stock markets
 
have generally declined sharply from the point in time that the
 
field work on this project was completed in early August, iQ90.
 
As is always the case, financing plans for specific projects must
 
take account of the capital market conditions prevailing at the
 
time the project is to be financed. Perhaps Thai debt
 
investments may now look somewhat more attractive given recent
 
equity losses.
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Life Insurance Companies are regulated by the Ministry of
Commerce 
and some of the investment and other regulations are

viewed as being outdated. Insurance company investment regulations

include:
 

Banik guarantees are required on large loans to private firms,
 

Maximum term on unsecured loans is 
5 years with rollovcrs
 
possible if agreeable to borrower, lender and guarantor,
 

Maximum loan to one 
borrower is 5 percent of the insurance
 
companies assets,
 

Property mortgage loans up 
to 80% of value of real estate

possible with maximum term of 10 years. 
 Such loans have to

be approved by the Insurance Commissioner on a case by case
 
basis.
 

Machinery mortgage loans available for 50 percent of
are 

market value for a maximum term of 3 years.
 

Equity and debenture investments are limited to 15 percent of

the par ralue of a company's equity.
 

AIA is a Hong Kong based company and is the largest insurance
 company in Thailand with local assets of 14 billion baht. 
With a
loan limit of 5% to any one company the maximum size loan AIA could

make in Thailand would be 700 million baht (approx $28 milJ). 
 They
generally go out 3 to 7 years in maturity on 
loans with a fixed
rate. Loans can be arranged up to 80 percent of the value of real
 
estate and 50 peicent of the value of machinery.
 

10.6. Financing Plan For Skytrain
 

One of the most obvious problems in Bangkok is the very

congested highway transportation system. One proposal to relieve
 a portion of this congestion is the so called "skytrain project"

which entails construction of an elevated rail system costing an
estimated $1.5 to $2.0 billion. The background on this project
and its proposed financing plan may be instructive regarding what
 
may be expected on other large Thai infrastructure projects.

Important characteristics of this project include:
 

The project has been under consideration for 10 years
including 2 1/2 years of recent negotiations. Such delays
have imposed substantial costs on potential project sponsors.
 

The project is proposed to be undertaken on a BOT basis with
the developers owning the project for 30 years, Equity

investors in the project would be the sponsoring Canadian firm

(Lavalin) and a group of Thai commercial banks.
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The owners would be able to set fares at whatever level they
 
choose which offers substantial profit potential given a
 
projected 2 million trips per day. They would also have an
 
opportunity to develop real property around the train stations
 
which could also prove very profitable.
 

The Thai Farmer's Bank is the principal financial advisor to
 
the project.
 

The proposed financial structure for the project would be 25
 
percent equity, 75 percent debt.
 

On the debt financing the foreign currency versus local
 
currency split will be approximately 70/30. The principal
 
international lenders are the Japanese and Canadian Export-

Import Banks. The Japanese loans would be fixed rate with a
 
16 year maturity. The Canadian loans would be fixed rate with
 
a fifty-six (56) year maturity. The local currency loans
 
would have a variable rate and a 12 year maturity.
 

The Canadian Export-Import Bank requested a sovereign
 
guarantee but the Thai Government refused. In principal, the
 
Canadian Ex-Im Bank has agreed to accept guarantees by a group
 
of local and international commercial banks.
 

At present the method of dealing with foreign exchange risk
 
has not been settled. Possibilities include: (1) choosing
 
to bear the risk due to optimism regarding an increase in the
 
value of the baht relative to other major currencies, (2) or
 
borrowing additional baht, converting these funds to the
 
appropriate foreign currency in the spot market and buying an
 
appropriate amount of zero coupon bonds in that currency
 
maturing at the dates when required foreign currency principal
 
and interest payments would be due.
 

10.7 Debt Market Development Opportunities
 

In regards to Asian capital market development, stock markets
 
have been generally preeminent.
 

This reflects several factors including: (1) High real
 
economic growth rates, and high returns in smaller equity markets
 
in 1980's which has led to strong local and foreign demand for
 
equities, (2) Relatively lower correlations between the returns
 
in emerging equity markets and developed country equity markets
 
which gives international portfolio managers a strong incentive to
 
invest in emerging markets to achieve risks diversification
 
benefits, (3) Relative tax advantages of stock versus debt
 
investments, and (4) Better investor information as a result of
 
research on equity securities.
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Bond 	markets and money markets have often been ignored and
 

stifled because of:
 

0 	 A traditional reliance on banks to provide debt financing,
 

* 	 A general lack of institutional investors such 
as pension
funds and insurance companies (however this is changing now),
 
0 	 A substantial default risk on non-bank debt investments due
 

to fraud,
 

* 
 A low government priority placed on debt market development,
 

* 	 Unequal 
tax 	treatment of debt and equity investments. On
equities, taxes and fees are usually nominal and capital gains
usually tax free, however, all other transactions are taxed
disproportionately. For example, any capital gain on bonds
is often taxed at 15-25% to individuals and at the corporate

rate 	to institutions. In addition, any bond trade 
would
likely also incur a transaction tax and any interest
remittance to international investors incurs a 20% withholding
 
tax.
 

A fragmented regulatory environment in many Asian countries,

which makes capital market reform difficult to achieve. The
fragmented regulatory environment in Thailand prevents aiy
coordinated capital market policy. 
For example, the Ministry
of Commerce controls all ordinary companies and its law is
quite antiquated. 
 The S.E.T. controls all listed companies
but all listed companies must adhere to Ministry of Commerce
rules first. 
 The 	Bank of Thailand regulates all banks and
finance and securities companies who also must adhere to their
respective regulators before responding to the S.E.T. 
 The
Ministry of Finance is the eventual arbiter between the Bank
of Thailand and the S.E.T. disputes, but has no control over
Ministry of C-mmerce policy. 
This 	creates the unusual anomaly
of unlisted cumpanies being able to do almost anything in the
securities realm as long as it adheres to Ministry of Commerce
guidelines. 
On the other hand, listed companies must respond

to the often more onerous S.E.T. regulations.
 

At this time there is general agreement that debt market
development is an important issue for Thailand. 
Export led growth
policies have exhausted the financing capacity of 
the 	present
system. Initially offshore guaranteed loans were utilized, then
equity financing filled in, now offshore and onshore private debt
issues are needed which calls for debt market development. It will
also be important to focus on short-term debt market development
to allow the Bank of Thailand to conduct open market operations and
better implement monetary policy.
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At present the local demand Zor longer term straight debt is
 
very low as investors are looking for 100% per year returns in the
 
stock market or real estate market. For shorter maturity corporate

debt, such as commercial paper, four month maturities are about the
 
limit for significant liquidity. A number of ideas were put

forward regarding ways to stimulate debt market development. These
 
included the following suggestions listed in no particular order
 
of significance:
 

In Japan, commercial banks guaranteed many of the initial
 
longer-term debt issues which made them more appealing to
 
local investors. Commercial bank guarantees for private debt
 
issues are also possible in Thailand, for a fee, and would
 
significantly help in marketing such securities.
 

It Vill be very important to select the initial projects to
 
be financed with long-term debt carefully so that investors
 
have a positive experience. This will help develop local
 
demand for long-term debt.
 

Both international and local investors would want some type

of secondary market to provide liquidity for debt investments.
 
Unless the issue is of some substantial size ($100 million ?)

trading volume is likely to be too small. Also in terms of
 
developing a secondary market for fixed rate debt it will be
 
important that the primary dealers be obligated to make some
 
kind of market.
 

If dealers are to be involved in making markets they will want
 
ways to hedge their risks. In order to accomplish such risk
 
shifting dealers will need to be able to hold short positions

in bonds. Such trading is common place in the U.S. which has
 
Lhe most liquid fixed income markets in the world. In other
 
countries such as Germany and Japan short selling is not
 
allowed and the markets are much less liquid. Due to low
 
liquidity these markets are a much more dangerous place to
 
trade because periodically prices drop by large amounts with
 
little opportunity to get out.
 

To develop adequate liquidity it would also be important for
 
the regulators to allow debt securities to be both listed on
 
S.E.T and be traded over the counter at banks.
 

Officials should consider offering a IPoney market fund and a
 
medium term bond fund to the public. A mixed maturity debt
 
fund with about 40% in money market securities and 60% in
 
long-term debt could also prove interesting. Many such funds
 
exist in Japan and offer both significant liquidity (even

check writing) and somewhat higher yields.
 

At present the local demand for longer term straight debt is
 
very low as investors are looking for 100% per year returns
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in the stock market or real estate market. For shorter
 
maturity corporate debt, such as commercial paper, four month 
maturities are about the limit for significant liquidity. The
 
Security Exchange of Thailand (SET) should continue to
 
encourige investors to buy and companies to issue fixed income
 
debt securities through organized seminars and other
 
promotional activities.
 

Plans are underway to expand finance and security firm offices
 
into the country side. Also, the Bank of Thailand is
 
considering the possibility of allowing commercial banks to
 
underwrite debt securities. These steps could help expand the
 
capacity of the local financial markets to distribute new
 
debenture issues.
 

Banks in Thailand prefer to lend short due to the short-term
 
nature of their deposits which are very interest sensitive.
 
A move is underway to get permission for banks to be able to
 
issue negotiable CD's and to set up a secondary market in such
 
CD's. If this is accomplished then it will be possible to
 
sell longer term CD's and banks will be able to make longer
 
term loans.
 

All of the U.S. banks operating in Thailand have been working
 
on debt market development and would be eager to participate
 
further.
 

It would be useful to have a rating agency which rated both
 
long-term and short-term debt securities. The AD8 is
 
sponsoring a feasibility study on this topic.
 

The tax structure needs to be adjusted so that debt and equity
 
investments are treated equally. Currently there is no
 
capital gains taxes on equity investments, however,
 
international investors must pay a 20 percent withholding tax
 
on any remittance to the United States be it interest income
 
or capital gains on debt investments. Such differences
 
discourage U.S. investors.
 

Tax incentives could be provided to local small investors to
 
purchase long-term debt securities for major projects. Such
 
incentives should, however, be tied to the listing of the
 
project's securities on the SET to improve liquidity.
 

Development of a market for private debt is inhibited because
 
there is no long-term government debt market. Reserve
 
r:equirements dictate that 16 percent of bank's total deposits
 
must be held in Government bonds. At present there is an 
inadequate supply of government bonds for banks to purchase 
and once acquired they certainly will not sell the bonds. To
 
stimulate development of a secondary market in government
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debt, it would be helpful to reduce or eliminate this reserve
 
requirement.
 

Under current conditions the Government of Thailand can
 
essentially set whatever price they wish for their bonds. A
 
better approach would be to utilize an auction process for
 
selling government debt such as that used in the U.S., this
 
would help set benchmarks from which private debt could be
 
issued and traded.
 

In terms of near term prospects for local debt market
 
activity, a number of companies are said to be considering the
 
possibility of issuing 3 to 5 year securities. While the local
 
market for debentures could expand substantially, some believe that
 
either an aggressive marketing campaign or a change in market
 
psychology away from equities may be necessary for this to happen.
 

From an international perspective Thailand is seen by some
 
professionals as an attractive place for fixed income investments.
 
Currently Thai interest rates are higher than U.S. rates and there
 
is reason f-r some investors to believe that the baht could
 
appreciate relative to the U.S. dollar. Under such conditions baht
 
denominated fixed income investments could be very attractive. One
 
banker indicated that he knew of a minimum of $500 million of U.S.
 
funds available for long-term fixed rate investment provided that
 
the above taxation problems and secondary market liquidity problems

could be resolved. Should major international investment banking
 
firms get involved additional large amounts of debt financing could
 
likely be placed.
 

Private placement market development will likely have to wait
 
for the insurance companies and pension funds to grow in size. In
 
the future the growth prospects for both life insurance companies
 
and pension funds is very high in Thailand. Currertly only 4% of
 
the people are covered by life insurance with annual growth rates
 
of 30 to 40% for life insurance in place. Only recently did a
 
pension fund bill pass the legislature. As these institutional
 
investors grow pjivate placement long-term financing should become
 
more readily available.
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Table i 

Thailand loonomio struoture
 

Macro Economic Indicators 1985 1986 1987 1988 1989
 

GDP Bt bn 1,041.3 1,099.5 1,223.2 1,465.7
 
Real GDP growth t 3.5 4.7 7.1 11.0 10.5
 
Consumer price inflation % 2.4 1.9 2.5 3.8 5.5
 
Population mn 51.8 53.0 54.0 55.0 56.0
 
Exports $ bn 7.1 8.8 11.6 15.9 20.0
 
Imports $ bn 9.3 9.3 13.3 19.8 25.3
 
Current account $ bn -1.5 0.3 -0.7 -1.7 -2.3
 
Reserves excl gold $ mn 2,190.0 2,804.0 4,007.0 6,097.0 
 9 ,51 5b
 
Total long-term external
 
debt $bn 13.3 14.7 17.5 17.8 ...
 
Debt service ratio % 14.7 16.2 13.6 12.9
 
Exchange rate (av) Bt per $ 27.20 26.63 25.72 25.29 25.67
 
March 5, 1990 Bt 25.50 per $ 

Origins of GDP 1986a Components of GDP 19884
 

% of total % of total
 
Manufacturing 24.4 Personal consumption 62.6
 
Agriculture, forestry, Government consumption 11.0
 

Fishing & Mining 19.9 Fixed investment 26.3
 
Construction & utilities 7.7 Stockbuilding 1.8
 
Transport & communications 7.3 Exports 35.2
 
Wl.olesale & retail trade 15.8 Imports -36.9
 
Finance & real estate 7.7 GDP at market prices 100.0
 
Public administration etc 17.2
 
GDP at market prices 100.0
 

Principal Exports 1988 Principal Imports 1988
 

$=un
 
Textiles & garments 2,304 Non-electrical machinery 3,467
 
Rice 1,367 Electrical machinery 1,976
 
Rubber 1,025 Chemicals 1,786
 
Tapioca 856 Iron & Steel 1,586
 
Precious Stones 527 Fual 1,429
 
Total Incl Others 15,897 Total Incl Others 19,800
 

Main Destinations of Exports 1988 Main Origins of Imports 1988
 

% of total % of total 
USA 20 Japan 29 
Japan 16 USA 14
 
Singapore 8 Singapore 7
 
Netherlands 5 west Germany 5
 
West Germany 5 >:laysia 4
 

a Estimates. 0 Actual.
 
Source- The Economist Intelligence Unit "Thailand & Burma:
 
Country Report," No.1,1990
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Table 2s
 
Weighted Average Free Karket xoheange Rates in Bangkok
 

(selling rate)
 

1981 1982 1983 1984 1985 1986 1987 1988 1989
 

£ Sterling 44.38 40.57 35.09 31.68 35.03 38.74 42.07 45.15 42.42 
$ 21.78 23.04 23.04 23.53 27.19 26.36 25.80 25.35 25.70 
Yen 0.10 0.09 0.10 0.10 0.114 0.157 0.178 0.198 0.188 
DM 9.79 9.59 5.11 8.38 9.26 12.12 14.29 14.57 13.75 
S$ 10.31 10.84 10.87 11.09 12.39 12.18 12.29 12.65 13.26 

Source: Bank of Thailand, Honthly Bulletin.
 

Table 3t
 
Trend of Gross Domestio Product
 

1983 1994 1985 1986 1987 1988'
 

Total (Bt bn)
 
At current prices 910.1 973.4 1,041.t 1,099.5 1,223.2 1,465.7
 
At constant (1985)


prices 914.8 980.0 1,041.4 1,062.0 1,101.0 ...
 
Real change (%) 7.3 7.1 3.5 4.7 3.7 ...
 
Per capita (Bt)
 
At current prices 18,301 19,195 20,300 20,883 22,821 26,746
 
At constant (1985)
 
prices 18,395 19,326 20,300 120,171 20,541
 

Real change (%) 5.1 5.1 5.0 -0.4 1.8 ...
 

a Estimates.
 

Source: IXF, Xnternational Financial Statistics.
 



Table 4:t
 
Gross Domestic Product by Industrial Origin
 

(Bt an; current prices)
 

t of 
 t of
 
1983 Total 
 1988a Total
 

Agriculture 
 185,628 20.4 247,748
Mining & Quarrying 26,403 
16.9
 

2.9 44,333 3.0
Manufacturing 
 194,344 21.3 357,851 
 24.4
Construction 
 47,985 5.3 74,524 5.1
Electricity & Water Supply 
 17,067 1.9 37,487
Transportation Communication 2.6

60,809 6.7 106,834 7.3
Wholesale & Retail Trade 
 147,443 16.2 232,231 15.8
Banking, Insurance & Real Estate 31,145 
 3.4 60,032 4.1
Ownership of Dwellings 
 33,851 3.7 52,702 3.6
Public Administration & Defence 
 44,582 4.9 56,242 3.8
Services 
 120,797 13.3 195,752 13.4
GDP 
 910,054 100.0 1,465,736 100.0
 

a Estimates.
 

Source: Bank of Thailand, Quarterly Bulletin.
 

Table Ss
 

Expenditure on Gross National Product
 
(Ut bn, current prices)
 

'of 
 t of
 
1983 Total 19889 Total
 

Private Consumption 618.6 68.8 
 898.8 62.4
Government Consumption 120.7 
 13.4 158.4 11.0
Gross Fixed Capital Formation 206.0 22.9 
 377.8 26.2
Change in Stocks 
 6.3 
 0.7 25.3 1.8
Exports of Goods & Services 207.0 
 23.0 505.3 35.1
Imports of Goods & Services -254.1 
 -28.2 -530.8 -36.9
GDPb 924.9 102.8 1,465.7 101.8
Net Income from Abroad -25.4 -2.8 -25.3 -1.8
GNP 
 899.5 10.0 1,440.4 100.0
 

a Estimates 
b Including Statistical Discrepancy. 

Source: Bank of Thailand, Quarterly Bulletin. 



Table 9
 

Energy onlanoe, 1980
 
(sn tons oil equivalent)
 

Oil G&s Coal Electricty Other Total
 

Primary Supply

Production 1.9 a
5.4 2.1 1.3 11.0 21.7 
Imports 0.1a
12.7 - 0.2 - 13.0 
Exports 0.5 . -. 
 0.5
 
Stock Change - - - - - -
Total 14.1 5.4 2.3 1.4' 11.0 34.2b
 

0:5 
 3 3 :3 

Processing & Transformation 
Losses & Transfers 1.5 4.4 1.8 0.4 - 8.1 
Transformation Output - - - 2 2b 2.2 
Final Consumption
 
Transport Fuels 9.0 
 - - b - 9.0 
Industrial Fuels 1.5 1.0 0.5 1 1 I.7 
 5.8 
Residential, etc. 1.6 1.2b
- - 9.3 12.1
 
Non-energy Uses 0.5 . - - - 0.5 
Total 12.6 1.0 0.5 2.3b 11.0 27.4 

a Input basis. o Output basis.
 

Source: Energy Data Associates.
 



Table 7:
Governsent Revenues*# Npendituros & Finanoes 

Government Revenues
 
(% of Total) 


Direct Taxes
 
Personal Income Tax 

Corporate Income Tax 

Indirect Taxes
 
Import Duties 

Export Duties 

Business Taxes 

Excise Taxes 

Others 

Non-tax Revenues 

Total 

Total (Bt bn) 


1983 1984 1985 1986 1987 1988 1989 

10.2 
9.2 

11.6 
9.9 

12.4 
9.6 

11.3 
9.2 

9.5 
8.7 

9.5 
10.6 

8.9 
11.8 

19.5 20.0 19.1 18.3 19.8 22.7 21.8 
0.7 1.3 0.7 0.5 0.6 0.3 0.1 

17.9 
22.2 

20.4 
23.1 

18.3 
23.4 

16.6 
27.3 

17.2 
28.3 

20.1 
23.6 

20.6 
22.3 

9.1 
11.2 

100.0 
143.4 

5.7 
8.0 

100.0 
148.2 

6.7 
9.9 

i00.0 
160.7 

7.6 
9.3 

100.0 
169.9 

7.1 
8.1 

100.0 
202.0 

6.8 
6.4 

100.0 
258.2 

6.8 
7.7 

100.0 
327.2 

Government Expenditure' (%of total) 

Economic Classification:
 
Current 

Capital 


Functional Classification:
 
Economic Services 

Social Services 

Defence 

General Administration 

Unallocable 


1983 1984 1985 1986 1987 1988 198
 

82.5 84.8 83.5 85.0 85.3 87.1 85.7
 
17.5 15.2 16.5 15.0 
 14.7 12.9 14.3
 

16.9 15.7 15.3 14.7 
 14.8 13.9 15.2
 
29.1 30.4 29.5 29.4 29.9 
 29.4 30.2
 
18.9 19.8 21.6 20.1 19.6 19.8 
 18.1
 
15.0 13.3 12.9 12.6 12.7 12.6 13.4
 
20.1 20.8 20.8 23.2 23.0 24.3 23.1


Total 
 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Total (Bt bn) 167.1 
 182.2 200.0 204.2 212.0 223.1 263.8
 

Government Finances' (Bt mn)
 

Revenue 

Expenditure 

Balance 

Financed by:

net domestic borrowings 

net foeign borrowings 

net other liabilities of
 
Treasury 


use of Treasury

cash balance 


1983 1984 1985 1986 1987 1988 1989
143 148 160 169 202 258 328
 
166 1i1 199 203 211 222 262
 
-22 -33 -38 -34 
 -8 36 65
 

25 35 31 50 10 28 
 11
 
0.9 0.7 14 
 6 -32 4 6
 

-3 -2 -6 -7 -0.3 -0.4 4
 

0.420 0.381 0.6 -1 1 3 43 
' Data are for calendar, not fiscal, years. 

Source: Bank of Thailand, Quarterly Bulletin. 



Table 8: 

Gross Saving at Current Prices
 
(Bt an)
 

1981 1982 1983 1984 1985 1986' 

Gross Domestic 
Saving(GDS) 
household 
private business 
public sector 
of which: 

139,579 
88,283 
66,822 
6,907 

145,839 
82,327 
70,904 
-3,680 

146,549 
71,890 
81,030 
12,079 

174,704 
82,444 
89,124 
10,521 

153,419 
81,286 
96,437 

780 

171,942 
97,047 
102,823 
3,965 

government 
state enterprises 
statistical 

5,023 
1,884 

-7,062 
3,382 

4,807 
7,272 

189 
10,332 

-5,584 
7,364 

-4,335 
8,300 

discrepancies 
Gross domestic 

-22,433 -3,712 -20,450 -7,385 -25,084 -31,893 

Investment(GDI) 
private business 
public sector 
change in stocks 

GDP at current prices 
GDS/GDP 
GDI/GDP 

194,479 
120,467 
68,600 
5,412 

786,166 
17.8 
24.7 

177,772 
113,415 
66,483 
-2,126 

046,136 
18.4 
21.0 

212,271 236,645 244,411 235,705 
133,068 147,264 141,191 144,302 
72,924 81,535 90,888 88,832 
6,279 7,846 12,332 2,571 

924,913 988,863 1,041,354 1,098,362 
15.8 17.7 14.7 15.7 
23.0 23.9 23.5 21.5 

a Estimates. 

Source: Bank of Thailand, Quarterly Bulletin.
 

Table 9:
 

Otructure of Interest Rates
 
(M)
 

1984 1985 1986 1987 1988 1989
 

Bank of Thailand:
 
loan raten 12.0-13.5 11.0-12.0 8.00 8.00 E.00 
 8.00
 

Commercial banks:
 
loan rate 17.5-19.0 17.5-19.0 15.00 15.00 15.0) 15.00
 
discount rate 17.5-19.0 15.5-17.0 15.00 15.00 15.00 15.00
 

Rate on deposits:

savings 9.0 
 8.5 5.50 5.50 6.25-7.25 7.25

time 1-2 years 
 12.5 11.0 7.25 7.25 7.75-9.50 9.5-10.25
 

Source: Bank of Thailand, Quarterly Bulletin; Bangkok Bank, Monthly Review.
 

http:9.5-10.25
http:7.75-9.50
http:6.25-7.25


1987 1988 1989
 

132.40 148.50 174.21
 
908.58 956.10 1206.61
 
903.82 1050.80 1298.17
 
222.98 1'6.10 175.60
 
680.84 864.70 1122.60
 

a
1987 1983 1989


299,853 403,570 515,74
 
334,209 513,114 656,42
 
-34,356 -109,544 -140,68
 

109.57 107.58 102.99
 

137.33 195.38 326.81
 

Money Supply(Ml) 

Money Supply(M2) 

Domestic Credit: 

government 

private 


Table 10t 

Money Supply 
(Dt bni end period) 

1983 1984 1985 1986 

83.72 
451.20 
568.19 
165.76 
402.43 

93.34 
542,45 
666.08 
189.60 
476.46 

85.86 
593.49 
725.61 
198.25 
527.35 

103.43 
672.77 
771.96 
219.28 
552.67 

Source: Bank of Thailand, Quarterly Bulletin.
 

1983 


Exports(fob) 146,472 

Imports(cif) 236,609 

Balanoe -90,137 

Index numbers
 
(1985 - 100): 
terms of trade 108.47 

volume of
 

exports 84.45 


a Provisional
 

Table 11:
 

Trend of Foreign Trade
 

1984 


175,237 

245,155 

-69,918 


105.91 


99.83 


(Bt an)
 

1985 


193,366 

251,169 

-57,803 


100.00 


100.00 


Source: Bank of Thailand, Annual Review.
 

1986 


233,383 

241,358 

-7,975 


110.73 


119.05 




Table 121 

Main Coafodities Exported A Imported 
(Bt Mn) 

Main Commodities 
Exported 1983 1984 1985 1986 1987 1988 1989 

Rice 20,157 25,932 22,524 20,315 22,703 34,676 45,462 
Rubber 11,787 13,004 13,567 15,116 20,559 27,189 26,450 
Tapioca 
products 15,387 16,660 14,969 19,086 20,661 21,844 24,005 

Maize 8,486 10,147 7,700 9,261 3,928 3,828 4,094 
Sugar 6,338 5,222 6,247 7,271 8,573 9,664 19,243 
Tin 5,266 5,280 5,647 3,097 2,344 2,229 2,445 
Textiles 14,351 19,155 23,578 31,268 48,555 58,627 74,021 
Footwear 1,743 2,052 2,368 3,185 5,915 9,658 13,516 
integrated 

circuits 5,829 7,352 8,248 12,818 15,179 18,854 18,424 
Precious 
stones 6,214 6,129 6,350 8,150 11,550 13,958 16,419 

Jewellery 1,028 1,254 2,168 5,014 8,257 9,725 11,973 
Prawns 3,164 2,799 3,439 4,391 5,749 9,698 16,057 
Canned fish 2,116 3,696 5,204 8,495 9,516 15,041 15,886 
Total Incl 

others 145,473 175,297 193,366 233,383 299,853 403,570 515,745 

Source: Bank of Thailand, Quarterly Bulletin. 

Main commodities Imported 
(Bt mn) 

1983 1984 19P5 1986 1987 1988 1989 

Fuel & lubricants 57,065 57,353 56,719 32,354 44,177 38,829 58,413 
Non-electric 

machinery 33,061 34,992 34,710 32,299 49,653 90,850 119,176 
Base metals 22,352 21,374 23,347 22,176 33,855 59,166 78,009 
Chemicals 20,790 20,730 23,061 26,106 36,140 48,598 55,159 
Electrical machi
nery & parts 16,372 18,085 15,848 25,561 32,230 54,134 67,125 
Food & beverages 
Vehicles & parts 

6,057 
11,416 

6,051 
11,834 

6,364 
9,292 

6,103 
8,939 

8,022 
15,217 

10,844 
29,659 

13,474 
39,426 

Electrical 
appliances 5,263 5,549 5,682 5,777 8,419 8,251 14,324 

Textile fibres 4,516 5,388 5,673 5,638 8,389 10,025 13,162 
Fish & prepara

tions 984 2,020 3,754 7,462 6,881 14,326 18,572 
Jewellery 3,141 2,591 2,541 4,149 7,073 12,305 20,353 
Total Incl 
others 236,609 245,155 251,169 241,358 334,203 513,114 656,428 

Source: Bank of Thailand, Quarterly Bulletin. 



Table 138 
Reserves 

International Liquidity

(S mn; end year)
 

1983 1984 1985 1986 1987 1988
 

Total reserves excl gold 1,607 1,921 2,190 2,804 4,007 6,097

Foreign exchange 1,561 1,890 2,157 2,736 3,906 5,997

SDRs 16 2 1 33 
 60 61
 
Reserve position in IMF 30 28 32 35 41 
 39
 
Gold (mn troy oz) 2,487 2,487 2,487 2,487 2,476 2,476

Gold valuationa 
 723 623 605 754 882 772
 

' End year holdings valued at 75 per cent of the average fourth quarter
 
London price.
 

Source: IMF, International Financeial Statistics.
 

Table 14: 

Dalance of payments 
($ an) 

1982 1983 1984 1985 1986 1987
 

Merchandise exports(fob) 6,835 6,308 7,338 7,059 8,803 11,595

Merchandise imports(fob) -7,565 -9,169 -9,236 -8,391 -8,415 -12,019

Trade Balance -731 -2,861 -1,898 -1,332 388 -424
 
Exports of services & IPD 2,580 2,919 3,077 3,163 3,333 4,168
 
Imports of services & IPD -3,036 -3,209 -3,463 -3,533 -3,699 -4,334
 
Net private transfers 75 153 59 47 64 100
 
Net official transfers 108 124 115 119 161 125
 
Balance on current account -1,003 -2,874 -2,109 -1,537 247 -365
 
Direct investment 189 348 400 162 261 182
 
Portfolio investment 68 108 155 895 -29 
 346
 
Other long term capital 978 844 1,231 558 -144 72
 
Short term capital 58 662 767 -99 -219 
 462
 
Balance on capital account 1,293 
 1,962 2,553 1,516 -131 1,062
 
Errors & ommissions -521 587 71 103 598 
 248
 
Counterpart items 
 -30 -20 -76 134 239 331 
Exceptional Financing 150 164 - -  -
Liabilities constituting 
foreign authorities' reserves - - -  -

Change in reserves
 
(- indicates increase) 113 181 -439 -216 -952 -1,276
 

Source: IMF, International Financial Statistics.
 



Table 15; 
Gross E-temal Debt 

($ nn) 

1983 1984 1985 1986 1987 

ss external debt' 
which: 

13,867 14,981 15,528 18,549 20,710 
ng term debtb 
irivate non-guaranteed

hort term debtb 
blic disbursed" 
which:

)fficlal creditors 
pultilateral 

ateral 
Nate creditors 
uppliers
nancial markets 
bt service 
which: 

9,656 
2,655 
3,305 
7,000 

4,280 
2,419 
1,861
2,720 
223 

2,497 
939 

10,63e 
3,372 
3,551 
7,266 

4,504 
2,507 
1,997
2,762 
337 

2,425 
1,251 

13,307 
3,370 
3,200 
9,937 

5,844 
3,198 
2,646
4,093 
488 

3,605 
1,496 

14,720 
3,108 
2,840 
11,613 

7,163 
3,861 
3,303
4,449 
588 

3,861 
1,957 

17,131 
3,108 
2,664 

14,023 

8,631 
4,482 
4,150
5,391 
691 

4,700 
1,947 

rincipal 
pterest 

417 
522 

688 
563 

893 
603 

1,207 
751 

1,102 
845 

Fbt service ratio (%)doss external liabilitles/GNP (%) 
?ncessional Loans' share of disbursed

blic debt (%) 
riable interest rate loans' share of
sbursed public debt (%) 
oft term debt share of gross external
blitles(%) 
ate debt share of total long term debt (%) 

10.2
35.5 

21.6 

30.6 

23.8 
27.5 

12.0
36.8 

22.1 

29.5 

23.7 
31.7 

14.6
47.8 

21.3 

32.5 

18.2 
25.3 

16.2
45.3 

23.2 

33.5 

15.3 
21.1 

13.6
44.2 

25.0 

12.9 
18.1 

ong term debt (oripinal maturity over one year), use of IMF credit and short term debt.ublic and private. Including publicly guaranteed private debt. dLong term public debt service as a percentage of exports
ods and services.
 

urce: World Bank, World Debt Tables.
 



Table 16: 

Ratio of M2 to GDP, 1960.1988 

70% 

65% 

60% 

55% 

60% 

w 
CC 45% 
wa,, 

z
S40% 

35% 

30% 

25% 

20% 
1960 1965 1970 

o 

1975 

M2/GDP 

1980 19865 



Table 17: 
Ranking of Thai Commercial Banks, December 31, 1988 

(Billion baht) 

Total 
Domestic Banks Assets 

Bangkok Bank Ltd. 350.8 
Krung Thai Bank Ltd. 176.4 
Thai Farmers Bank Ltd. 156.4 
Th9 Slam Commercial Bank Ltd. 103.3 
Bank of Ayudhya Ltd. 70.2 
The Thai Military Bank Ltd. 69.6 
First Bangkok City Bank Ltd. 47.6 
The Siam City Bank Ltd. 46.6 
Bangkok Metropolitan Bank Ltd. 44.7 
The Bangkok Bank of Commerce Ltd. 38.2 
The Bank of Asia Ltd. 32.4 
The Union Bank of Bangkok Ltd. 19.4 
The Thai Danu Bank Ltd. 14.2 
Nakornthon Bank Ltd. 11.0 
The Laem Thong Bank Ltd. 5.5 

Total assets 1,186.0 

Source: Bangkok Bank Ltd. 

Total 
Foreign Banks Assets 

The Bank of Tokyo 10.8 
The Mitsui Bank Ltd. 10.5 
Citibank NA 6.1 
Doutsche Bank (Asia) 5.0 
The Chase Manhattan Bank NA 4.5 
Banque Indosuez 3.6 
Hongkong & Shanghai Banking Corp. 3.2 
Bank of America NT&SA 3.0 
Standard Chartered Bank 2.8 
United Malayan Banking Corp. Ltd. 1.7 
Bharat Overseas Bank Ltd. 1.1 
Security Pacific Asian Bank 0.9 
Internat'l Commercial Bank of China 0.7 
Four Seas Communications Bank Ltd. 0.5 

54.5 



Table 18:
 
Commercial Bank Concentration
 

(In percentage shares 31
 

........ Total Assets ......... Deposits Branches
3ank 1962 1972 1980 1988 1988 1988 

Dangkok Bank 21.5 29.5 34.5 28.3 28.7 16.4
(rung Thai Bank 18.7 14.6 13.4 14.2 15.5 13.8
'hal Farmers Bank 4.5 6.9 11.4 12.6 13.5 14.5
'iam Commercial Bank 5.6 4.9 5.5 8.3 8.9 3.8
3ank of Ayudhya 5.3 6.3 4.7 5.7 5.6 8.1
"hal Military Bank 2.5 3.3 2.8 5.6 6.0 7.3
:irst Bangkok City Bank 2.4 3.4 3.3 3.8 3.1 2.5
'lam City Bank 3.6 4.0 2.9 3.8 3.5 4.8
3angkok Metropolitan Bank 3.5 4.9 4.5 3.6 3.4 5.4
langkok Bank of Commerce 4.3 3.6 3.7 3.1 3.4 6.8
3ank of Asia 3.1 2.4 1.8 2.6 2.3 2.3
Jnlon Bank of Bangkok 3.0 2.3 1.5 1.6 1.6 4.2
hal Danu Bank 1.6 1.3 0.9 1.1 1.2 1.4
Jokorntihon Bank 0.9 0.9 1.2 
.aem Thong Bank 2.3 0.8 0.6 0.4 0.4 0.5 

oreign banks 16.7 9.7 5.9 4.4 2.0 0.9 

-bank concentration 44.7 51.0 59.3 55.1 57.7 44.8
-bank concentration 50.3 55.9 64.8 63.4 66.6 54.5
-bai concentration 55.6 62.2 69.5 69.1 72.2 62.6 

lerfindahl Index 0.113 0.138 0.165 0.138 0.145 0.102 

g Columns may not add to 100 because of rounding. 



Table 19:
 
Market Capitalization of SET Usted Equities, 1980-88
 

(Billion baht)
 

1980 1981 1982 1983 1984 1985 1986 1987 1988 

Common shares 28.8 23.0 28.9 34.2 45.7 43.8 74.2 135.0 213.1 
Preferred shares 0.06 0.05 0.05 0.15 0.18 0.17 0.21 0.37 0.55
 
Unit Trusts 0.43 0.33 0.40 0.40 0.54 0.51 0.70 2.04 3.34
 

Source: BOT. 

Table 20: 
Market Capitalization by Sectors, June 30, 1989 

Sector Companies Market Capitalization %
 
(billion baht)
 

Banking 15 77.22 19.9 
Finance & Securities 20 36.33 9.4 
Insurance 10 11.89 3.1 
Commerce 16 23.84 6.2 
Services 3 3.26 0.8 
Warehouse & Silo 3 1.68 0.4 
Hotel 3 12.13 3.1 
Packaging 6 9.18 2.4 
Construction 8 102.56 26.4 
Automotive 3 6.27 1.6 
Textiles 20 26.38 6.8 
Mining 4 14.21 3.7 
Food & Beverage 11 10.91 2.8 
Electrical 2 2.59 0.7 
Others 24 42.2 12.7 

148 367.34 100.0 

Source: Phatra Research Institute, Stock Market Mid Year Review, 1989. 

Table 21:
 
Foreign Portfolio Investment, 1982-89
 

(Billion baht)
 

1980 1981 1982 1983 1984 1985 1986 1987 1988 

Inflow 1.1 0.3 0.6 0.4 2.4 4.1 3.0 17.1 27.8 
Outflow 0.1 0.2 - 0.1 2.5 0.2 0.5 4.3 16.6 

Source: BOT. 



Table 22:
 
Primary Debt Securities Market, 1980-88
 

Amount Issued (Billion Baht) 

1980 1981 1982 1983 1984 i985 1986 1987 1988 

Government bonds 14.0 23.2 24.5 18.7 35.0 26.3 40.8 29.2 20.5 
State enterprise bonds 1.5 2,6 0.5 - 0.1 3.4 3.9 1.7 2.2 
BOT bonds - - - - - 0.1 
Debentures (by 

private firms) 
Floating rate notes 

- 0.05 
- -

0.8 
-

2.5 0.5 
1.2 

Source: BOT. 

Table 23: 
Holders of Treasury Bills, 1980-88 

(million baht) 

1980 1981 1982 1983 198 1985 1986 1987 1988 

Bank of Thailand 6,258 3,385 5,755 8,154 4,850 9,709 4,485 9,460 -
Exchange Equalization 
Fund/a 1,409 1,240 1,568 1,000 1,800 2,067 2,000 2,000 1,960 

Commercial Banks 330 3,335 2,197 935 5,250 35 1,850 
Others 403 440 379 341 890 446 3,597 40 40 

/.g This Is a government-owned account which holds a portion of the country's foreign exchange reserves. 

Source: BOT. 

Table 24:
 
Primary Money Market Instruments, 1980-88
 

(million baht)
 

1980 1981 1982 1983 1984 1985 1986 1987 1988 

Treasury bills 8,400 8,400 9,900 11,000 12,000 12,000 12,000 11,500 2,000 
Commercial paper - - 1,284 - 2,382 8,423 11,196 16,185 
Transferable CDs 19,484 18,858 1,917 950 301 
Notes: 

Citi Notes - - - 325 650 650 
Chase Notes - - - 200 200 
IFCT Notes - - - 400 

Source: BOT. 



2 

Table 2S 

IOMPARATIVE ECONOMIC GROWTH 

PERCENT
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Source: Securities iak ei in ThillAid 1990, SE' 



Table 26 
SET Market Performance 

(As of December 1989) 

Market Performance (Corporate Securities)
 

Turnover Value 
Mil. B(,000,000) SET Index 

Year Total Daily Ave. High 
(Date) 

Low 
(Date) 

Close 

1975 

1976 

559.54 

993.54 

3.37 

4.01 

100.12 
(23/7)
83.96 
(2/1) 

84.08 
(30/12) 
76.44 
(17/3 

84.08 

82.70 

1977 

3.978 

26,282.10 

57,065.75 

106.84 

231.97 

205.80 
(7/11) 

266.20 
(24/11) 

82.48 
(ll8) 

180.79 
(1/8) 

181.59 

257.73 

1979 

1980 

1981 

22,450.55 

6,543.22 

2,521.20 

90.53 

26.41 

10.21 

259.82(2/1) 
148.23 
(2/1) 
129.03 
(12/2) 

146.12(121.') 
113.33 
(9.9) 

103.19 
(8/9) 

149.40 

124.67 

106.62 

1982 

1983 

1984 

1985 

5,877.97 

9,120.55 

10,595.19 

15,333.99 

23.89 

36.93 

42.72 

62.59 

138.77 
(13/9)
148.36 
(29/7) 
144.83 
(3/12) 
158.08 
(31/7) 

102.03 
(14/4)
122.88 
(13/1) 
128.69 
(18/4) 
132.76 
(24/12) 

123.50 

134.47 

142.29 

134.95 

1986 

1987 

1988 

1989 

24,993.46 

122,138.49 

156,457.23 

377,067.01 

101.19 

494.49 

633.43 

1,526.59 

207.98 
(26/12) 
472.86 
(16/10) 
471.45 
(8/8) 
879.19 
(29/12) 

127.26 
(19/6) 
203.14 
(16/2) 
287.71 
(4/1) 
391.23 
(3/1) 

207.20 

284.94 

386.73 

879.19 

Source = Securities Market in Thailand 1990 



Table 27: 
Foreign Investors and Foreign Investment Funds
 

Years Foreign Investment 

(Mil. baht) 

1982 238.35 

1983 338.91 

1984 1,185.27 

1985 1,596.05 

1986 4,617.20 

1987 25,501.10 

1988 40,276.07 

1989 97,284.96 

Source = Securities Market in Thailand 1990 

%
 

of Total Turnover
 

2.05
 

1.83
 

5.51
 

4.84
 

7.76
 

10.36
 

12.86
 

12.90
 



Table 28:
 
Hightights Statistics on Quoted Securities
 

ITEM 1981 1982 1983 1984 1985 1986 1987 1988 1989 

CORPORATE SECURITIES 
Annual Turnover - Volume 

- Value (bit. baht) 

(miL. shares) 30.00 

2.52 

60.76 

5.88 

71.20 

9.12 

83.27 

10.60 

99.34 

15.33 

153.67 

24.99 

923.59 

122.14 

1,579.65 

156.46 

3,253.64 

377.03 
Average Turnover - MonthLy (mit.baht) 210.10 489.83 760.05 882.93 1,277.83 2,082.79 10,178.21 13,038.10 31,419.02 

- Daily (mit. baht) 10.21 23.89 36.93 42.72 62.59 101.19 494.49 633.44 1,526.43 
Turnover by Types of Securities 
- Common and Preferred Shares (mit. baht) 2.36 5.48 8.76 10.26 14.99 24.49 112.72 133.43 338.54 
- Unit Trusts 

- Debentures (mit. baht) 

162.31 

0.72 

396.43 

+ 
364.20 

+ 
336.53 

+ 
346.39 

+ 

497.97 

2.67 

6,428.97 

25.72 

6,937.81 

30.88 

6,078.28 

658.08 
- Convertible Debentures (mil. baht) + + + + + + + + 40.01 
SET Index* 106.62 123.50 134.47 142.29 134.95 207.20 284.94 386.73 879.19 
Market Dividend Yield- M[) 9.57 8.53 6.97 9.07 8.15 4.30 3.86 3.84 2.07 
Market P/E Ratio* 9.52 11.83 6.54 7.19 9.59 12.34 9.31 12.03 26.39 
Capital Mobilized by Quoted Companies (mit. baht) 
Number of Quoted Companies 
- Listed 

1,084.36 

80 

76 

2,163.88 

81 

78 

1,459.15 

88 
85 

6,459.15 

96 

93 

4,143.32 

97 

95 

2,167.98 14,515.17 10,880.64 25,311.82 

93 109 141 175 
92 102 122 145 

- Authorized 4 3 3 3 2 1 7 19 30 
Number of Issues 86 85 92 99 100 98 125 165 218 
- Listed 81 81 8 95 97 96 11, 145 186 
- Authorized 5 4 4 4 3 2 8 20 32 

Total Capitalization 
- Nominal Value (bit. baht) 14.83 16.55 18.08 22.59 24.58 24.35 38.48 53.50 77.44 
- Market Value (bit. baht) 23.47 29.44 34.79 47.43 49.46 75.20 138.16 223.65 659.50 

GOVERNMENT SECURITIES 
Annual Turnover - Volume (mit. units) 0.92 0.10 1.,"3 1.85 7.04 6.32 1.27 0.21 0.27 

Value (mit. baht) 376.48 87.75 203.35 276.01 1,148.87 4,854.76 1,282.31 192.01 38.83 
Number of Listed Issues 85 103 124 130 134 142 129 144 144 
Total Capitalization - Nominal Value (bit. baht) 89.67 110.38 135.92 152.74 180.46 202.34 206.86 203.81 198.70 

' End of Year + No Listed Issie 

Source = Securities Market in Thailand 1990 



Tabte 29: 
Shareownership of Corporate Securities 

No. of By Type 
 By Nationatity By Capitatization
 

Year 
Shares 
(Nit. Shares) 

(Nil.. Shares; 
IndivfduaL Institution 

(Hit. Shares) 
Domestic Foreign 

(Nit. Baht) 
Domestic Foreign TotaL 

1979 116.09 42.37 73.72 102.12 13.97 
(36.50%) (63.50%) (87.97%) (12.03%) 

1980 125.80 39.92 85.88 111.07 14.73 

1981 142.48 
(31.73%) 

44.24 
(68.27%) 

98.24 
(88.29%) 

124.68 
(11.71%) 

17.80 

1982 151.87 
(31.05%) 

47.04 
(68.95%) 

104.83 
(87.51%) 
132.12 

(12.49%) 
19.75 

(30.97%) (69.03%) (87.00%) (13.00%) 
1983 178.50 53.94 124.56 154.93 23.57 

1984 205.91 
(30.22%) 

75.32 
(69.78%) 

130.59 
(86.79%) 

177.44 
(13.21%) 

28.83 

1985 299.16 
(36.58%) 

88.15 
(63.42%) 

211.00 
(86.71%) 

239.12 
(13.83X) 

60.63 

1986 322.81 
(29.47%) 

95.08 
(70.53%) 

277.73 
(79.93%) 

251.05 
(20.07%) 

71.76 50,933.50 15,797.06 66,730.56 

1987 355.85 
(29.45%) 

88.52 
(70.55%) 

267.33 
(77.77%) 
260.35 

(22.23%) 
95.51 

(79.33X) 
107,636.70 

(23.67%) 
32,416.14 

(100.00%) 
140,052.84 

1988 1,460.42 
(24.88%) 

624.27 
(75.12%) 

836.15 
(73.16%) 
1,278.63 

(26.84%) 
181.79 

(76.85%) 
167,560.65 

(23.15%) 
51,449.43 

(100.00%) 
219,010.08 

1989 2,816.01 
(42.75%) 
1,246.23 

(57.25%) 
1,569.79 

(87.55%) 
2,466.85 

(12.45%) 
349.17 

(76.51%) 
479,235.88 

(23.49%) 
176,173.87 

(100.00%) 
655,409.75 

(44.25%) 
Source a Securities Market in Thailand 1990 

(55.75%) (87.60%) (12.40%) (73.12%) (26.88%) (100.00%) 



Table 30: 
Turnover of Corporate and Government Securities 

Corporate Securities Goverrnent Se:curities Total Daily Average Percent of 

Year Units Nit. Baht Units Nit. Baht Units Hit. Baht 
Turnover 

(Nit. Baht) 
Total Value 

Corporate Government 

Securities Securities 

1975 2,943,446 
1976 5,174,573 
1977 97,119,688 
1978 178,928,420 
1979 97,277,223 
1980 58,24,782 
1981 30,000,738 
1982 60,758,778 

1983 71,199,747 
1984 83,267,804 
1985 99,341,183 
1986 153,665,795 
1987 923,592,208 
1988 1,579,646,570 
1989 3,253,636,527 

559.54 

993.54 

26,282.10 

57,065.75 

22,450.55 

6,549.22 

2,521.20 

5,877.97 

9,120.55 

10,595.19 

15,333.99 
24,993.46 

122,138.49 

156,457.23 
377,028.18 

957,374 

994,737 

590,000 

288,562 

124,760 

10,000 

915,714 

97,650 

1,729,170 

1,805,477 
7,036,54 
6,323,799 
1,268,759 

210,574 
265,557 

963.38 3,900,820 
687.61 6,169,310 
310.18 97,709,420 
206.65 179,217,250 
82.57 97,401,983 
10.00 58,254,782 

376.48 30,916,452 
87.75 60,856,428 

203.35 72,928,917 
276.01 85,118,281 

1,148.87 106,377,727 
4,854.76 159,988,994 
1,282.42 924,860,367 

192.13 1,579,857,14 
38.83 3,253,902,084 

1,522.92 

1,681.15 

26,592.28 

57,272.40 

22,533.12 

6,559.22 

2,897.68 

5,965.72 

9,323.90 

10,871.20 

16,482.86 

29,848.22 
123,420.91 
156,649.36 
377,067.01 

9.17 
6.78 

108.10 

232.81 

90.86 

26.45 

11.73 

24.25 

37.75 

43.84 

67.28 

120.84 
499.68 
634.21 

1,526.59 

36.74 
59.10 

98.83 

99.64 

99.63 

99.85 

87.01 

98.53 

97.82 

97.46 
93.03 

83.74 
98.96 
99.88 
99.99 

63.26 

40.90 

1.17 

0.36 

0.37 

0.15 

12.99 

1.47 

2.18 

2.54 

6.97 

16.26 
1.04 
0.12 
0.01 

Source - SET Fact Book 1990 



Table 31: 
Turnover of Corporate and Government Securities, by Types of Securities 

Common Shares Preferred Shares Unit Trusts 

Year Shares Nit. Baht Shares Nit. Baht Units it.Baht 
Convertible 
Shares 

Debenture 
MiR. Baht Shares 

Debentures 
il. Baht Units 

Total 
Nit. Baht 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

1983 

1984 
1985 

1986 

1987 

1988 
1989 

2,831,196 

5,004,468 

94,420,745 

141,238,221 

78,560,257 

44,266,903 

19,062,553 

38,280,617 

52,366,352 

63,696,126 

84,534,875 

133,794,176 

645,645,120 

1,124,445,537 
2,716,332,073 

547.66 
972.01 

26,014.00 

53,456.95 

21,776.86 

6,301.15 

2,358.16 

5,479.34 

8,751.77 

10,223.66 

14,938.37 

24,1,68.39 

112,386.82 

133,097.67 
338,537.57 

11,995 

67,150 

134,150 

161,100 

52,606 

6,080 

4 
10,820 

37,260 

64,890 

155,313 

29,230 

955,159 

901,145 

"A0,260 

1.55 

9.09 

37.81 

45.52 

8.12 

1.27 

0.01 

2.20 

4.58 

35.00 

49.23 

4.43 

337.a4 

330.95 

161.88 

+ 

2,498,175 

36,796,160 

18,599,970 

13,971,639 

10,930,532 

22,467,341 

18,796,135 

19,306,788 

14,650,995 

19,815,789 

268,902,553 

414,879,445 

443,117,500 

+-

222.64 
3,489.90 

658.26 

246.78 

162.31 

396.43 

364.20 

336.53 

346.39 

497.97 

6,428.97 

6,937.81 

6,078.28 

800 

-

-

-

-

-

-

-
-

-
-
-
-

25,350 

0.08 

-

-

-

-

-

-

-

-

-

" 
40.01 

99,455 

102,955 

66,350 

733,207 

64,390 

160 

7,649 

-

+* 

+e 
26,000 

232,295 

215,330 
2,403,275 

10.25 2,943,446 
12.44 5,174,573 
7.65 97,119,420 

73.38 178,928,688 

7.31 97,277,223 

0.02 58,244,782 
0.72 30,000,738 

- 60,758,778 

- 71,199,747 

+ 83,267,804 

99,341,183 
2.67 153,665,195 

25.72 915,735,127 
30.89 1,540,441,457 
658.08 3,162,218,458 

559.54 

993.54 

26,282.10 

57,065.75 

22,450.55 

6,549.22 

2,521.20 

5,877.97 

9,120.55 

10,595.19 

15,333.99 

24,993.46 

119,179.35 

140,397.32 

345,475.82 

Source = SET Fact Book 1990 



Year Savings Bonds 
Governent Bonds 

Loan Bonds Investment Bonds 

Tabte 32 
Turnover of Governent Securities, by Types of Secutities 

EGAT !FCT 
Totat Investment Bonds Debentures 

Government 
Housing 

PTT 
Investment Bonds 

TOT 
Loan Bonds 

Bank Bonds 
Units Nit. Baht Units Nit. Baht Units Nit. Baht Units Nil. Baht Unit Nit. Baht Units Nit. Baht Units Nit. Baht Units Nit. Baht Units Nit. Baht 

1975 

1976 
1977 
1978 

1979 

1980 
1981 

1982 

1983 

1984 

1985 

1986 

1987 

1988 

1989 

4,000 

500 

-

-

-

-

-

-

-

+ 
+ 

+ 

+ 
+ 

0.40 

0.50 

-

+ 
+ 

+ 

+ 
+ 

58,354 

564,661 

530,965 

288,553 

113,520 

-
631,936 
21,000 

5,570 

628,270 

1,453,315 

2,491,805 

283,000 

61,443 

256,347 

57.64 895,020 905.34 957,734 963.38 + 
253.67 387,735 391.90 952,896 645.62 41,841 
251.01 57,023 57.16 587,988 308.17 2,012 
206.62 9 0.03 288,562 206.65 -... 
62.71 11,240 19.86 124,760 82.57 -

- 10,000 10.00 10,000 10.00 -+ 
77.60 275,778 290.88 907,714 368.48 + 
2.10 76,650 85.65 97,650 87.75 + 
0.61 9,400 9.85 14,970 10.46 1,714,200 

65.13 64,168 60.09 692,438 125.22 1,158,039 
148.19 188,000 193.19 1,641,315 341.38 5,395,229 
268.27 3,831,994 4,586.49 6,323,799 4,854.76 + 
29.50 933,159 1,165.89 1,216,159 1,195.39 + 
8.17 149,031 182.96 210.474 191.13 + 

28.06 9,210 10.77 265,557 38.83 + 

+ 

41.99 

2.01 

-+ 

+ 
+ 

192.89 

150.79 

807.49 

+ 
+ 

+ 
+ 

-

+ 
+ 
+ 
+ 
+ 
+ 
+ 

+ 
+ 

-

+ 
+ 
+ 

+-
+ 

+ 
+ 

+ 
+ 

+ 
+ 

+ 
+ 
-

8,000 
-

-

-

-

+ 
+ 
+ 
+ 

8.00 
-

-

-

+ 
++ 
. 

+ 
+ 

+ 

+ 
+ 
+ 
+ 
. 

. 

50,000 

" 

+ 

+ 
+ 

+ 

+ 
+ 

+ 

63.44 

+ 

+ 
4. 
+ 
+ 

+ 
+ 

.+ 

+ 
+ 

+ 
2,000 

100 

+ 

+ 

+ 
+ 
+ 
+ 
+ 

+ 
+ 

+ 
+ 
+ 

+ 
23.59 

1.00 

+ 



Table 33:
 
Number of Quoted Companies and Securities by Sectors 

Corporate Sector Goverrment Sector 

As of Number of Companies GovernmentNumber of Securities Governent Bonds 'cGAT IFCT Housing PTT TOTListed 
Authori Total Liste Authori- Total 
 Saving Loan Investment Total Investment Debentures Bank 
 Investment Loan Total
zed 
 zed 
 Bonds 
 Bonds Bonds Bonds
30/4/75 7 2 9 11 3 14 - -
31/12/75 16 5 21 20 7 27 1 19 16 

2 - - - 2 
3: - 2 

5 32 1 23 17 41 7 2 
- - 3831/12/76 22 3 25 27 

- - - 5031/12/77 36 3 
 39 42 
 4 46 1 28 18 47 
 6 2 
 -31/12/78 57 4 61 66 
- - 55


5 71 1 28 22 51 
 4  -
4 69 73 5 78 1 33 24 

- - 55 
58 2

31/12/79 65 

- - - 60
31/12/80 72 
 5 77 79 6 85 1 
 42 27 70 
 - 1 31/12/81 76 4 80 81 5 86 1 51 32 84 -

- 71 
1 - - 8531/12/82 78 3 81 81 
 4 85 1 65 
 36 102  131/12/83 85 3 88 88 4 92 1 

- 103 
77 44 122 1 - 1241

31/12/84 93 3 96 95 4 99 - 81 47 128 1 1 - 13031/12/85 95 2 97 97 
 3 100 79 53 132 -  1 134
31/12/86 92 1 
 93 96 2 98 75 62 137 - " 1 1 13931/12/87 102 7 109 117 8 125 
 57 69 126 - 2 1 1 1 129
31/12/88 122 19 141 
 145 20 163 68 
 73 141 -  1 2 131/12/89 145 30 175 186 144
32 218 65 76 141  1 2  144 

Source - SET Fact Book 1990
 



Table 38 

Weekly Movement of SET Index &
 

Trade Volume of Corporate Securities
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Table 35:
 
Capital Mobilizations by Share Allotment Methods in 1989
 

Total Shareholders Public OtherG 
Industries Value (B. Nit.) Value (B. Nit.) Value (B. Nit.) Value (B. Nit.) 

Shares Nominal Subscription Shares Nominal Subscription Shares Nominal Subscription Shares Nomina. Subscription 

1. Financial Institutions 333,230,000 6,421.80 14,398.42 305,295,959 5,702.03 12,089.88 15,910,000 520.00 2,009.50 12,024,041 199.77 299.04 
Banking 234,000,000 4,600.00 9,361.50 230,700,000 4,270.00 8,587.50 3,300,000 330.00 774.00 - --
IFCT 6,000,b00 600.00 870.00 4,530,000 453.00 656.85 - - - 1,470,000 147.00 213.15 
Finance and Securities 60,410,000 893.80 1,811.42 42,505,959 713.53 1,165.78 7,350,000 127.50 559.75 10,554,041 52.77 85.89 
Insurance 32,820,000 328.00 2,355.50 27,560,000 265.50 1,679.75 5,260,000 62.50 675.75 - -

2. Comnerce 48,450,000 1,425.00 3,527.50 46,450,000 1,405.00 3,290.00 2,000,000 20.00 237.50 
3. Services 3,400,000 54.00 425.00 3,400,000 54.00 425.00 

Warehouse and SiLo - - - - -
Hotel - - - - - -

4. Industrials 53,256,500 931.15 2,732.90 39,260,000 727.60 1,229.40 13,996,500 203.55 1,503.50 
Package 2,500,000 25.00 25.00 2,500,000 25.00 25.00 - -

Construction Materials 
and Interior Furnshings 3,000,000 120.00 675.50 1,500,000 60.00 185.00 1,500,000 60.00 490.50 

Aitomotive 12,000,000 120.00 120.00 12,000,000 120.00 120.00 - - -
Textiles & Clothing 28,806,500 531.65 1,526.45 17,175,000 396.75 617.25 11,631,500 134.90 909.20 
Mining 300,000 30.00 45.00 300,000 3.00 45.00 - - -

Food & Beverage 950,000 47.50 73.75 950,000 47.50 73.75 - - -
Electrical Equipment 5,700,000 57.00 267.20 4,835,000 48.35 163.40 865,000 8.65 103.80 - -

5. Others 180,700,000 1,806.00 3,883.00 177,500,000 1,775.00 3,370.00 3,000,000 30.00 512.00 200,000 1.00 1.00 
Total 619,036,500 10,637.95 24,966.82 571,905,959 9,663.63 20,404.28 34,906,500 773.55 4,262.50 12,224,041 200.77 300.04 



Table 36:
 
Capital Increbse Announcements and Capital Mobilizations 1975-1989
 

Capital Increase Announcements New Shares Issuance 

Year Nominal 
Companies Shares Value Coapanies Shares Ncninal Subscription 

(B. it.) Value (B.NiL.) 

1975 5 1,310,000 131.00 4 1,010,000 101.00 107.75 
1976 5 3,618,942 451.89 5 2,024,942 292.49 294.74 
1977 14 9,755,000 975.50 10 4,518,000 451.80 935.28 
1978 34 103,265,000 10,461.50 26 22,976,000 2,432.60 3,997.80 
1979 7 20,090,000 2,009.00 27 22,713,619 2,271.36 2,890.09 
1980 3 2,250,000 225.00 10 5,483,477 543.35 696.45 
1981 
1982 

5 
10 

9,910,000 
13,474,000 

991.00 

986.14 
10 

16 
7,986,555 

17,234,375 
798.65 

1,723.44 
1,084.35 

2,163.88 
1983 8 57,300,000 5,562.00 16 10,882,868 1,051.80 1,459.15 
1984 12 37,200,000 3,007.50 27 41,598,567 3,281.53 6,499.95 
1985 14 54,060,000 5,006.00 23 32,809,044 2,880.90 4,143.32 
1986 15 92,725,000 2,766.50 21 76,456,935 1,544.69 2,167.98 
1987 22 836,605,000 11,716.25 36 211,636,475 7,304.61 14,515.17 
1988 39 258,105,000 9,849.00 47 259,763,908 4,907.18 10,880.64 
1989 43 974,858,340 12,090.92 70 619,036,500 10,637.95 24,966.82 

Source = SET Fact Book 1990 
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Table 37: 
Listed Government Securities by Types of Securities
 

Government Securities 31/12/80 31/12/81 31/12/82 31/12/83 31/12/84 31/12/85 31/12/86 31/12/87 31/12/88 
 31/12/89
 
(B. Hil.) 

Government Bonds
 

Savings
 
Number of Issues 1 1 1 1 ....
 
Amount Issued (B Mit. 48.82 48.82 48.82 48.82 ....
 
Debt Outstanding(B Hit.) 46.53 46.53 46.53 46.53 
 - - - - - -

Loan
 
Number of issues 42 51 65 77 81 79 75 57 68 65 
Amount Issued (B Nil.) 38,598.88 43,182.71 55,548.08 64,996.52 71,267.63 72,809.94 71,947.78 57,379.04 66,497.65 64,720.59 
Debt Outstanding (BNit.) 38,598.88 42,298.25 55,548.08 64,996.52 70,868.41 72,214.24 69,903.88 55.714.00 56,503.09 45,055.59
 
Inve.tment 
Number of Issues 27 32 36 44 47 53 62 69 73 76 
Amount Issued (B Nit.) 38,515.66 46,434.23 53,897.71 69,487.32 80,487.32 106,820.71 131,915.22 150,112.41 163,712.41 169,712.41

Debt Outstanding (BNil.) 38,515.66 46,434.23 53,897.71 69,487.32 
80,487.32 106,820.71 131,011.91 148,874.10 144,876.62 150,907.57 

Total 
Number of Issues 70 84 102 122 128 132 137 126 141 141 
Amount Issued (B Nit.) 77,163.36 89,665.76 109,494.61 134,532.66 151,754.95 179,630.65 203,863.00 207,491.45 230,379.71 234,433.00

Debt Outstanding (B Nit.) 77,161.07 88,779.01 109,492.32 134,530.37 151,355.73 179,034.95 200,915.79 204,588.10 201,379.71 195,963.16 

EGAT Investment Bonds 
Number of Issues - - - 1 1 - -  - -
Amount Listed (B Nit.) 
 - - 500.00 500.00 

IFCT Debentures
 
Number of issues -  - -

Amount Listed (B Nil.) -  - - -
GHB Bonds
 

Number of Issues 1 1 1 1 1 1 1 1 1 1 
Amount Listed (B Nit.) 887.19 887.19 887.19 87.19 887.19 887.19 887.19 887.19 887.19 887.19 

PTT Investment Bonds
 
Number of Issues  - - - 2 2 1 1 1 
Amount Listed (B Nil.) 
 542.00 542.00 542.00 1,542.00 1,542.00
 

TOT Loan Bonds
 
Number of Issues - - 1 - -
Amount Listed (B Nit.)  - - - - - - 845.00 - -

Grand Total
 
Number of Issues 71 85 103 124 130 134 139 129 144 144 
Amount Listed (B Hit.) 78,048.26 89,666.20 110,379.51 135,917.56 152,742.92 120,464.14 202,344.98 206,862.29 203,808.90 198,392.35 

Source = SET Fact Book 1990
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Table 40 
List of People Interviewed in Thailand
 

Mr. Shinji Asanuma
 
Director
 
Country Department 1, Asia Region
 
The World Bank
 

Mr. Pakorn Malakul Na Ayudhya
 
Director
 
Banking Department
 
Bank of Thailand
 

Mr. Franco Batzella
 
Chief
 
Energy Operations Division
 
World Bank
 

Ms. Patareeya Benjapolchai
 
Senior Manager Development and Planning
 

Department
 

Mr. John Besant-Jones
 
Principal Energy Economist
 
Industry and Energy Department
 
World Bank
 

Lt. Nophadol Bhandhugravi
 
Head
 
State Enterprize Loan Sector
 
Fiscal Policy Office
 
Ministry of Finance
 

Dr. Chakrabhand Chandanasiri
 
Fiscal Policy Office
 
Ministry of Finance
 

Ms. Yupadee Chanyakomol
 
Economist
 
Loan Policy and Management Division
 
Fiscal Policy Office
 
Ministry of Finance
 

Dr. Asavin Chintakananda
 
Executive Vice President
 
The Bank of Asia Ltd.
 

Ms. Nitt Chongdee, Vice President
 
Sinthon Building
 
Bangkok, Thailand
 



Table 40 (cont'd)
 

Mr. Edward A. Coppola
 
Guarantee Officer
 
Guarantees Division
 
Multilateral Investment Guarantee Agency
 
The World Bank
 

Ms. Chusri Daengprapai
 
Deputy Director
 
Financial Institution Supervision and Examination
 
Bank of Thailand
 

Mr. Gene Davis
 
Managing Director
 
Chase Bank, Thailand
 

Mr. Sawang Dhangwattanotai
 
Vice President
 
Foreign Exchange Trading Office
 
Bangkok Bank
 

Mr. Surasak Dudsdeemaytha

Merchant Banking Division
 
Business Develupment Department
 
Thai Farmers Bank
 

Richard Erskine
 
Vice President and General Manager
 

Mr. David Hendrix
 
Vice President
 
CitiBank, N.A.
 
Country Corporate Officer-Thailand
 

Ted Heyermann
 
Vice Pcesident & Country Manager
 
Bank of America
 
Bangkok Branch 6204
 

Mr. Pakhawat Kovithvathanaphong
 
President
 
Security One
 

Mr. Ayuth Krishnamara
 
Vice President
 
Funds and Liquidity Management Department
 

Mr. Ryuhei Matsuda
 
Chief Representative
 
The Nomura Securities Co., LTD
 



Table 40 (cont'd)
 

Dr. Maruey Phadongsidhi, President
 
Security Exchange of Thailand
 
Sinthon Building
 

Dr. Piyasiwati
 
National Energy Policy Office
 
78 Rachadamnoen Avenue
 

Mintora ("min") Silawatshananai
 
Chief Engineer
 
USAID Mission, Bangkok
 

Ms. Nongnart Sondysuvan
 
Assistant Director
 
Department of Economic Research
 
Bank of Thailand
 

Mr. Kiatchai Sophastienphong
 
Senior Vice President
 
The Bank of Asia, Ltd.
 

Mr. Pichit Suntornwarangkana
 
Manager
 
Merchant Banking Division
 
Business Development Department
 
Thai Farmers Bank
 

Mr. Sucha Valaisathien
 
AIA Insurance Company

181 Suriwongse Road
 


