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BECTIiON 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 con51der1ng private sector involvement in these

and other major infrastructure prcjects. International aid
organlzatlons 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, prlvate placement
markets, and secondary trading markets, in LDC's

Bcope 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 tc assess the likely availability of private
flnan01ng for LDC private power projects under current corditions.
Second is to 1dent1fy the factors currently inhibiting private
financing for such LDC projects. Third is to 1de1t1fy project
modifications, regulatory changes, and capital market innovations
which could expand the flow of private financing tc 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 cornection between private utility financing and capital
market develcpment. 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.

Rescarch Methnodology

The adopted 1research 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 f1nanc1ng and financial
market experts. Finally field studies in the Philippines and
Thailand were undertaken to assess the feasibility of private power
prejects and ideatify needed pro;ect mcdifications, regulatory
changes and local capital market innovations.



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 approcach 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 Multilatezal) 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 wzre 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 ADP 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.



Private Power Projects History and Risks

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 histery 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 consuners. This type system does not exist in LDC's
and some reliable mechanism needs to be created to resolve
disputes, establish bidding quidelines, etc.

Private Power Finarcing Issues

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

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

Construction Firms

Unregulated affiliates of domestic power companies,
Fuel suppliers,

Equipment suppliers,

International Trading companies, and

Local entities with a good understanding of the local
political and economic environment.



Further use of a "team approach"™ drawing together various
interested parties seems to be preferred.

The most difficult f1nanc1ng problem involves arranging debt
flnanc1ng Given the various risks identified above for BOO
prlvate power projects both private lenders and potential guarantor
agencies including various Fx-Im banks seem to bz of the mind that
a sovereign debt guarantee, or its equivalent through various other
arrangements, would often be required. Under such conditions some
people argu: that BOC projects are really just "off balance sheet"
financing by LDC governments. Since such projects typically
generate no forelgn exchange earnings, investors, 1lenders and
guarantor agencies will be equally concerned about the credit-
worthiness of the project and the country.

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

o The taciff 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, ete.

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 bheen mentioned
which could expand the amount of financing available for private
power projects, including:

. Spinning off existing power plants so as to create a
credlt—worthy entity with a capacity to help finance
incremerital investments.

. 051ng take-or-pay contracts with credit-worthy export
oriented power customers as a secure source of foreign
exchange.

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

. Offering the opportunlty 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.
. Use of subordinated debt convertible into equity.



Perhaps the financing of such projects will get easier over
time. A few successful pro;ects 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 elzctric generating facilities, transpor-
tation, telecommunications and water works.

A significant concern is whether due to financing constraints
The Electricity Generating Authorlty 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. 1In the
near term it appears 1likely that smaller scale private co-
generation projects will be possible.

The pr1nc1pa1 obstacle to large-scale private electric
generating plants in Thailand is the opp051tlon of the politically
powerful EGAT and its unions. Should this issue be resolved, and
appropriate take or pay power purchase contracts negotlated 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 whers 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, prnject sponsors and
financiers to make a goocd faith effort at selling medium and long-
term debt in Thajland 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 cecnstraints 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 $17¢ 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. 1In this sense, the Philippines can be said to be
one of those developing countries that are well prepared to
encourage further private powver plant projects on the BOT/BOO
basis.



Conclusions

The principal conclusions of this study are:

The BOO/BOT project firancing 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 internationai 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 ip 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.



. 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 or 1local 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 1identifying which parties would be
involved in various activities including investor and
corporate education, 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
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*The informatinon presented in this figure is taken spproximately as of the end of 1987

PAKISTAN

STATE BANK OF
PAKISTAN

22
5

0
17
YES
YES
NO
YES

YES
YES
YES
YES

PHILIPPINES

CENTRAL BANK CF
THE PHILIPPINES

32
3
e5
4
VES
YES
YES
YES

YES
YES
132
YES
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FIGURE 2
SUMMARY OF ASSET LEVELS IN DIFFERENT TYPE FINANCIAL INSTL7LHiONS IN SIX ASIAN COUNTRIES
(In Billions of U.S5.%)

INDONESIA MALAYSIA PAKISTAN PHILIPPINES THAILAND TURKEY
FINANCIAL INSTITUTIONS
BANKS
CENTRAL BANK BANK INDONESIA BANK NEGARA STATE BANK OF CENTRAL BANK OF BANK OF CEKTRAL 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
DEVELCPMENT BANKS 2.12 i.72 1.3 0.53
OFFICIAL
PRIVATE
SAVINGS BANKS
NBFIS 0.8 5.43
FINANCIAL/INVESTMENT CO. 23.4 2.16 6.4
INSURANCE co. 2.2 C.as 1.0
PROVIDENT/PERNSION FUNDS 28.0 0.34

*N.I. = No Information
*The information presented in this figure is taken approximately as of the end of 1987
*Sources: IFC Emerging Stock Market Factbook, World Bank reportg, Central bank reports, etc.



FIGURE 3

A SUMMARY OF SIX ASIAN COUNTRIES' FINANCIAL MARKETS
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S8ECTION II. = HISTORICAL ROLE OF UTILITIES IN ECONOMIC AND CAPITAL
MARKET DEVELOPMENT: THE EXPERIENCE OF THE U.S8.
AND CANADA

l.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

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 estiwmated that 20% of all business assets, exclusive
of banking, are held by utilities. 1In 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>'c 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

'For an extended discussion on this topic see Martin T. Farris

and Roy J. Sampson, Public Utilities: Requlation, Management 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 invesitment 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 requlated industries, and more than 80% of their grcss capital
formation, net capital forma%ion, and oitput.

It should be noted that at thc¢ .nception of the electric
utility industry, the general public was reluctant to participate
in the risks of a new and untried industry. This risk aversicn
forced local electric utilities to resort to debt financing with
some note issues taken by supplier and manufacturing companies in
exchange for 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 instituticns 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 demaid for the utilities securities. This movement of the
nation's savings into the utility industr;, 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 increasad 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 uvtility 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 investwents and the overahundance
of investment funds macde 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.



securities directly to insurance companies without the services of

banking intermediaries. The financial peclicies 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.?

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, Hydrn-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 utilicy 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 liakilities of all Canadian
chartered banks. Urban utilities depended heavily upon capital
markets to finance expansion during these years. Company promotcers
could sell bonds of this sort in such large quantities partly
because a new class of institutional investor appeared on the scene
just as capital 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.



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,
theiUn}ted States, Brazil, Mexico, Cuba, Puerto Rico, Jamaica, and
Spain.

1.2.3 Switzerland

Before the nineteenth century, 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.®

‘see Christopher Armstong & H.V. Nelles, Monopoly's moment:

The Organization and Requlation of Canadian Utilities 1883-1930,
Temple U. Press, 1986.

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



BECTION III. = PROTOTYPE PRIVATE POWER PROJECT

(1) Location: Asian LLC

(2) Plant Size and Type: 200 megawatt, combined cycle gas plant

(3) Capital Cost: Approximately $170 million

Table 1: _Summary of Project Cost Estimate Inciuding Import Duties#*

Civil works
Electrical/Mechanical
| Equipment
Project Management,
Supervision and
Administration
Initial Working Capital
Contingency
Interest During Construction
Total
Fraction of Total

(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?

. 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

($'000)

EQ. US$

F. C.

14,000
62,000

7,000

8,000
13,000
15,000

119,000

0.70

EQ. US$

L.C.

8,000
24,000

3,000

3,000
6,000
1,000
51,000
0.30

Why?

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.

EQ. US$S
Total

22,000
86,000

10,000

11,000
19,000
22,000

170,000

1.0



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 Proc=dures

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 riskX insurance purchased
from the host country's Central Bank.



(6)

(7)

(8)

(9)

Expropriation Contingency

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

Insurance:

A comprehensive lnsurance 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.

Government Consents and Approvals:

All required government consents and approvals would ke 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
proiect 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?

Construction Contract:

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

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 baiance
adequate to cover the next six month's payments will be
established.



(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
availahility of significant amounts of long-term financing is
questlonable. 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.

S



Table 2: Financing Plan#*
($'000)

EQ. USS EQ. USS EQ. USS Fraction

F.C. L.C. Total of Total
quity
Sponsor(s) 25,000 - 25,000 .15
Local Private Equity 4,000 4,000 .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
mg-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 - 23,250 23,250 .14
Total Debt 89,250 38,250 127,500 .75
)TAL 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 LDCis. In some
untries local private equity participation or loans may prove unavailable.

is recognized that more specifics regarding investment and loan guarantees

needed.



(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 1local 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.

"%



S8ECTION IV. - OVERVIEW OF THE FINANCIAL SYSTEMS IN SIX ASIAN
COUNTRIES8: INDONESIA, MALAYSBIA, 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 piay 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 1levels are typically regqgulated, or
influenced substantially, by the government.

1.5 A small umount 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 +‘inancial institutions such as finance and
investment companies, insurance companies and provident and pension

®The 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.
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funds exist but are slow in developlng and currently provide
minimal long-term financing to prlvate projects. Most of these
institutions' assets are invested in government and government
enterprises securities. Thus, the largest non-depository source
of firancial 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 1ssu1ng 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 fundlng 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
éevelopment of local capital markets, governments should allow such
new issue pricing decisions to be made largely by the 1ssu1ng 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 ~quities. 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 1limits the
liquidity of longer term financial instruments and thus makes it
more difficult for firms to issue such securities. 1Institutions
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, 51gn1f1cant 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.



II. FPramework For Assessing an LDC Financial Market's Capacity To
Assist in Financing Private Power Prcjects.

. Current Structure, Types and amount of Financing
Available From Financial Institutions (Equiity, 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

Pensicn Funds

other Non-Bank Financial Institutions

. Current Structure, Types and amount of Financing
Available In Financial Markets (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.



III. INDONESIA
A. FINANCIAL INSTITUTIONS
1. BANKS

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 3ank, 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 ccmmodities.

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

5



1.2.2 Private Commercial Banks

Private commercial banks have grown in importance in the
nation's financial system. Their principal sources of fund:. 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-Zerm 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 t¢ 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 Industrv).

1.3.1 BAPINDO

BAPINDO is the foremost state institution in the fieid 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 FAPINDO for a maximum periods of ten and fifteen vears,
respectively. Loans for a period exceeding 15 years are not
normally granted. Loans are invariably required to be adequately

6



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 »nermitting 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 progranms: the national development savings
scheme and the insured savings scheme which is 1linked 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 fina#ncial institutions and are of two main
types, Development finance corporations and Investment finance
corporations.

2.1 Finarce 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.

o~



2.3 Insurance Companies

The insurance industry is divided into four sectors: 1life,
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. FINANCIAL 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 intexbank
deposits in the form of call or short-term deposits.



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 securities that have been endorsed by banks
or NBFIs.

2. 8TOCK 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 fcllowing com-
prehensive institutional reforms, which resulted in {he establish-
ment of several official agencies designed to promote 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.



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 o0il revenue and used the
financial system as a conduit for redistributing these revenues
rather than as a means of collecting and investing people's
sarzings. 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 kank, 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. MALAYBIA

A. FINANCIAL INBTITUTIONS

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, wmerchant
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 sharses 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:tablished 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 2volved from the
traditional one of merely wroviding depository facilities and using
such deposit funds for the finance of trade and commerce to that
of motivating private investment and supporting econcmic develop-
ment generally in the country.

The commercial barks 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
panks had a total assets of M$74.2 billion at the 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 198S5.
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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 arca2s »f the
economy not serviced by existing types of institut!-i 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 rfrom 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.
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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 nhenomenal, 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 1life 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 1life 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
rapld 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
co-operative societies, Building society and Borneo Housing
mortgage finance.

2.5.1 Provident and Pension Funds

Provident and pension funds in Malaysia are significant in the
financial system in terms of total 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 scurce 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 arnd 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 morxe 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. 8TOCK MARKET
2.1 History/Set-up

The Malaysian stock market dates back to the early 19t
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 security 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 crcns 1listings 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 brcadly similar.
The only difference was that Singapore had a reputation both
locally and overseas for being morz 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 syndlcate 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

Ir. 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 0il 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 roreign 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, concentratien 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 1loans, inadequate spreads, inadequate
profitability, under capitalization, and weak organization,
managerial and operation policies and procedures.

l.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

. The 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 commer~ial banking sector, the NCBs have the lion's
share of the business which account for about 90% of the deposits
and 80% of thn 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 arz 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 develored 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 importantiy, 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 finarcial instruments. There are a network 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 tax free
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 oOther 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
coilective 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 ‘ai:m 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 1976. All commercial and industrial
establishments employing at least 10 persons are required to
contribute in respect of workers earnings up to Rsl1000 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 averagez
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 match 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. 8TOCK 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 tc 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, they 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 trade their 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
most 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 Rs10 million or Rs5 million
in the case of nonindustrial companies. A public company is obliged
to orffer 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 1liquidity, 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

25



source of corporate finance and have been nearly always privately
placed, while government securities are predominantl; 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-
abla competiticn 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.



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 tne refinancier of special credit schemes. Suggestions
have been made that the central bark 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 forelgn 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 relatlvely 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 forelgn banks which provide vigorous
competltlon 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 spec1allzed
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) 1legal 1limitations
proh1b1t1ng them from enterlng 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 cf the Turkish insurance 1ndustry 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 1low-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. FINANCYIAL 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 a3 varied as
interbank deposits, CDs, Treasury Bills, commercial! paper and
bankers' accep-
tances.

1.1 Interbank Locan Market

The 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 netwoiks 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 cf 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-

29

. A
Gald )

o



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 Lkond 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. 8TOCK 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 newvly issued
shares over par value; and (c) opening of a new 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 capital 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 accounted 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 cCapital 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 tlie 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 “hus far have been either been straight unsecured
debentures or, more rarely, guarantead by banks. The number of
companies issning 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 papexr ‘ip to six times their equity.
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1974

Agriculture 7.4%
Mining 0.7%
Manufacturing

Industry 22.0%
Trade 39.0%
Service Rendering

Industry 7.8%
Others 21.5%
TOTAL 100.0%

Source: Bank Indonesia.

Indonesia Table 1*

Share of Banking Systems Credits by Economic Sector, 1974-1986

1975

8.0%

26.9%

26.1%

27.9%

6.3%

4.8%

100.0%

1976 1977

7.5% 6.9%

29.1 27.0%
27.0 29.4%
24.1% 23.2%
7.3% 8.1%
4.46% 5.6X%

100.0X 100.0%

1978

6.4%

31.5%

30.1X

20.7%

(In Percent)

1979

7.0%

30.2%

30.8%

21.3%

6.7%

3.9%

130.0%

1980

6.8%

23.7%

28.1%

25.1%

12.0%

4.2%

100.0%

1981

8.0%

16.7X

27.2%

30.1%

13.6%

4.4%

100.0%

1982

7.9%

11.3%

30.1%

31.7X

14.3

4.7%

100.0%

*This table comes from Lessons of Financial Liberalization in Asia by Yoon-Je Cho
and Deena Khatkhate, p. 185.

1983

8.0%

5.3%

34.0%

33.5%

14.9%

4.3%

100.0%

1984

7.0X

2.0%

35.4%

33.7%

16.8%

4.9%

100.0%

1985

7.5%

1.2%

34.3%

32.7%

16.9%

5.5%

100.0%

1986

7.9%

1.5%

32.3%

31.8%

10.2X

8.2%

100.0%



Indonesie Table 2*

GROWTH AND STRUCTURE OF THE FINANCIAL SYSTEM

GROSS ASSETS GROMTH IN ASSET
NUMBER C(IN BIL OF RUPIAH) CANNUAL X)
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 - Rsnks 15 15 15 10764 12724 16369 21634 36800 32.6 23.7
Foreign By 8 1" 1" 1 918 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 Compenies 34 38 83 60 114 380 386 1400 44.0 69.5
State Pawnshops 47 474 - 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 Table 3*
Growch and Structure of the Financial

Growth in Assets

Gross Assets (Annual X)
Type of Institution 1981 1982 1983 1984 1987 78-72 82-87
Bank Indonesia 43.3% 43.4% 41.2% 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
Natjonal Foreign Exchange
Banks 42.2% 40.2X 40.3% 41.8% 40.9% 32.6 23.7
Foreign Banks 3.6% 3. 7% 4.2% 4.2% 3.0% 23.4 17.6
Other Commercial Banks 2.0% 2.3% 2.7% 3.2% 4.0% 29.5 38.8
Development Banks 3.7 4.2% 4.3% 4.4% 3.9% 33.1 21.9
Savings Banks 1.0% 1.4% 1.7% - 2.1% 86.5 30.6
Nonbank Financial
Intermecdiaries 2.2% 2.5% 2.7% 2.6% 2.3% 42.6 21.3
Insurance Companies 1.5% 1.7 1.7% - 3.3% 35.0 33.8
Leasing Companies 0.2% 0.4% 0.9% 0.7% 1.6% 44.0 69.5
State Pawnshops 0.2% 0.1% 0.1% 0.1% 0.0X 29.4 -
Other Credit Institution - 0.2% 0.2% - 0.4% - 32.0
Total 100.0X 100.0%¥ 100.0% 100.0% 100.0% 23.1 32.1

Source: Bank Indonesia and Indonesian Insurance Council. (Concluded)
*This table comes from Lessons of Financial Liberalization in Asia by Yoon-Je Cho and



Malaysia Table 1*
Assets of Varicus Financial Sectors

Unit: Mil of Ringgit

...................................................................................................................

As at end of
1960 1970 1980 1985 1986
8anking System 2356 7455 54346 118293 129470
Monetary Institutions 2346 6882 45180 91342 100237
Central Bank 184 2227 12994 16525 20201
Currency Board 930 195 - - -
Commercial Banks 1232 %460 32186 74817 80036
Non-Monetary Inst{tutions 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 Financial Intermediaries 1197 4167 19807 49977 57656
Provident, Pension and
Insurance Funds 836 3156 13846 32643 37225
Employees Provide ¢ Fund 433 2265 9481 24708 28467
Other Provident Funds 100 452 1889 2904 3255
Life Insurance Funds 83 324 1657 3646 4080
General Insurance Funds 20 115 819 1385 1413
Development Finance Institutions 1 133 2193 4044 «548
cavings Institutions 267 645 2463 7434 6565
Other Financial Intermediaries 93 233 1305 5856 7518
Total 3553 11622 74153 168275 187126
Source: Benk Ncgara Malaysia (Cont inued)

*This table comes from Lessons of Financial Liberalization in
Asia by Yoon-de Cho and Deena Khatkhate, p.145
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Malaysia Table 2*
Interest Rates in Malaysia

..................................................................................................................................................................

..................................................................................................................................................................

Deposit Rates:

Fixed - 1 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 2.00

6 Months 7.00 6.00 6.00 5.50 5.75 5.75 8.50 10.50 9.25 8.50 10.00 7.50 6.75 3.00 3.25

12 Months 9.00 7.50 7.50 6.50 6.50 7.00 9.00 11.00 10.00 9.00 10.00 7.50 7.00 4,00

Saving - - - 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 8.50 8.50 8.50 10.75 10.00 7.50

Average Lending Rate/c . - - 9.47 9.34 9.42 10.13 11.99 12.30 11.40 12.01 12.11 12.02 9.82/d

Finance Companies
Deposit Rates:

Fixed - 1 Month - - - - - - 9.50 10.50 9.00 9.00 10.75 8.00 7.50 3.00
6 Months - - - - 6.00 7.00 9.50 11.00 9.25 $.50 11.00 8.00 7.50 3.50
12 Months - - - - 7.30 8.00 10.50 12.00 10.00 .75 11.00 3.25 7.75 4.50
Saving - - - - 7.00 7.00 7.00 7.00 8.00 8.00 $.00 7.00 7.00 5.50
Loen Rates:
Average Lending Rate/c - - - - 10.45 10.23 10.39 11.76 12.33 12.01 2.3 14.66 13.96 12.93/d
General
Treasury Bill Rates/c
3 Months 4£.884 4973 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 4.973 1.653 3.010/7d
Seven-Day 5.025 7.849 4.941 5.681 4.116 5.250 5.946 6.297 7.947 9.412 9.087 6.594 3.038 2.625/d
3 Months - - - - - - °.367 8.628 8.628 9.256 9.210 7.78% 6.350 2.992/d
Memo
Inflation Rete/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

/8 May 1985. Except for consumer price index which has been estimated for 1985. /b On advances
/c Refers to weighted average lending rate aggregated from quarterly data. Prior to september 1985 only quarterly are available /d August 1987
/e Averoge discount rate on 3-months bills /t Daily average for week, refers to interbenk lending rates of ten banks.
/8 Annual percentage change in consumer price index
— f;:::e:.b::rto:::a:::::lh. Quarterly Economic Bulletin. March-June 1986. Table Iv. 2. :v.3. IV.3. Iv. 4
- sons of Financfal Liberalfzation fn Asis by Yoon-Je Cho snd Deena Khatkhste, p.147

» IV. 5, Datsbese Teble 6.1 for inflation rate.



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 7.5 76.2 75.9
Smaller Banks 16.3 18.3 22 22.5 23.8 26.1
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



Malaysia Table 4*
Term Distribution of Commercial Bank
Lending, 1970-85

..............................................................................................................................

1970 1975 198C 1983 1984 1985

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 (X) 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



Malaysia Table 5*
Allocation of Bank Credit/e

..................................................................................................................................................................

1979 1980 1981 1982 1983 1984 1985 1986
rerictere o seex s sux o s o 6.7
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 3.9 4.34 4.32 3.75
Other 3.3 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

ittt S e dedeb i b bbb A A A Rl e L L Rt L R L R L L L L Ty y Y PP

/8 Includes commercial banks, finance companies and merchant banks
Source: Bank Negara Malaysia.

*This table comes from Lessons of Financial Liberslization in Asia by Yoon-Je Cho
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Malaysia Table 6*
Stock Market Profile
MALAYSIA

..............................................................................................................................

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

B. MARKET CAPITALIZATION

1) In Ringgit 27,548 34,307 32,273 53,309 47,048 39,380 39,214 46,106 63,183
2) In US Dollars 12,395 15,300 13,903 22,798 19,401 16,229 15,066 18,531 23,318

C. TRADING VALUE

1) In Ringgit 5,600 8,059 3,251 7,887 5,218 <, 799 3,046 9,647 6,858
2) In US Dollars 2,572 3,498 1,392 3,398 2,226 2,335 1,180 3,829 2,623
3) Turnover Raito 20.3 23.5 10.1 14.8 1.1 14.7 7.8 20.9 10.9

D. LOCAL INDEX

1) KLSE Composite Index (Jan, 1977-100) 366.7 300.8 291.4 401.6 303.6 233.5 252.4 261.2 357.4
2) Change in Index (X) 78.4 3.8 -23.5 37.8 -2b.4 -23.1 3.1 3.5 36.8

E. EMERGING MARKETS DATA BASE

1) Number of Stocks in EMDB Sample - - - - 40 40 40 40 82
2) EMDB Share of Market Cap.(X) - - - - 49.1 54.6 63.8 53.9 79.8
3) EMDB P/E Reatio - - - - 25.7 19.4 32.7 30.7 26.1
4) EMDB P/BV Ratio - - - - 2.4 1.9 2.3 2.1 2.6
5) EMDB Dividend Yield (X) - - - - - 1.3 2.9 2.4 2.0
6) EMDB Tctal Returns Index (Dec.84-100) - - - - 100.0 86.1 96.4 7.9 126.5
7) Chasnge in EMDB Index (%) - - - - - -13.9 11.9 1.6 29.2

F. ECONOMIC DATA

1) Gross Domestic Product (In US $) 24,488 25,006 26,796 29,969 33,946 31,231 27,580 31,231 33,729
2) Consumer P: ice Index (1980-100) 100.0 110.0 116.0 120.0 125.0 126.0 126.0 128.0 130.8
3) Exchange Rates (End of Period) 2.2226 2.2423 2.3213 2.3383 2.4250 2.4265 2.6000 2.4880 2.7100
4) Exchangs Rates (Average of Period) 2.1769  2.3041 2.3354 2.3212 2.3436 2.4830 2.5800 2.5195 2.6147

..............................................................................................................................

Data for Malaysian-Incorporated companies only
Estimated
Currency amounts in millions.
- not available,
*This table comes from 1FC Emerging Stock Market Factbook 1989, p.102




Ce—— . .. .....PAKISTAN_ TABLE 1 *

PAKISTAN ~ Table ¢ MARKET SHARE BY TYPE OF BANK
(Percentage)
Annual Growth
1975 - 1980 1986 (1975-86) .
Domestic Deposits (Rs billion) 29 72 + 181 18.1
Market Share (%)
- NCB's 91 90 88 17.1
- Foreign 7 8 11 23.5
- Specialized 2 2 1 13.5
100 100 100
Domestic Loans (Rs billion) 25 . 56 160 18.4 ..~
Market Share (3)
- NCB's 88 82 78 17.7
- Foreign 8 11 11 22.0
- Specialized \ 9 7 11 21.5
100 100 100

Source: SBP Quarterly Bulletins.

*This table cames from World Bank Report '#7049-PAK, p.140
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PAKISTAN TABLE 2*

Table PACISTANT Moairal and Resal [nterest Rates/ Rates of Return
on Daak Oeposits and NSS Instruseets: Early 1980s
Lir perceat Jer annus)

Annual Average Grouth

--------------------------------- e e e e e memaneeeneeeeaeae Rite During the Early
Interest Ratesh 1963 1983 1964 19835 1984 1980s
A. Banl Deposits: 17.24
{. Fized Depasits 270\
a.For six sonths and over but ¢ | year
Nosinal Rates (before lakat) 9.3 9.50 7.5 9.50 9.50
Nosinal Rates lafter lakat) 1.00 7.00 1.00 1.00 7.00
After-Takat real rate AN ) 2,52 -~LL¥ 0.4 2.11
b. for 3 years and over but ( 4 years
Nosinal Rates (before latat) 1.7 11.7§ .73 111 1,08
Manisal Rates (after lakat) 9.2% §.25 9.25 9.23 9.5
After-2atat real rate -0.15 LN 0.89 1.9 .42
3. MS Depasit Accounts 47.48 /¢
2.For six sonths and aver Sut ( | year
Nosinal Rates (before lakat) 10,90 10.62 9.31  10.93 .7
Nosinal Rates lafter lakat) 8.4 8.12 1.01 8.43 1.26
After-Zakat real rate -1.5 .44 135 0.97 .83
0. WSS Instrieents: 39.04
Khoas Deposit Acc. /Certidicates 4 81.68
Kostaal Rates (before lakat) 15.00  §3.00 15.00  15.00 5.0
Noainal Rates lafter lakat) 123  12.50 2.5 12,50 12.%
After-lakat real rate 2.% + 8.0? LU L) 3.04 1.87
Deience Saving Certificates 14,00
Yasinal Rates (before 2akat) /a 12,0  12.00 12,00 1290  12.00
Bosinal Rates (after lakat) 9.5 9.50 9.9 9.5¢ 9.50
After-latat real rate -0.30 3.02 t.14 2,04 4.87
Nesa [tee:
donaal Average Rate of Iaflatios 0.0 4.8 0.3 2.4 4.8
" (vased oa CPI)

¢ As of Jane 30,

.3 Noainal interest rates refer to the statutory rates, and they do aat reflect

effects doe to cospounding. They are also not adjusted for the incose tax ia
in the case of benk deprsits.

10 KCs carry a L71 interast during the last & wonths of the 3-year statutory satwrity
period, .

/a Wosinal interest rate; if USC is held for one or two years. 1f OSC is held for three years,
thes the investor cin alsa benefit from a special incaee tax redate. This raises
the nonisal effective yield to 23T ( Sefore-latat ).

/b This is the growth rate of Fized isterest accounts ia the early 1980s, prior
to July 1985.

fc Relers to the 1982-1985 period. Since July 1985, all new accounts are opened on
PLS basis. -

Source: State Bank of Pakistan

*This table cames from World Bank Report #7049-PAK, p.29



Pekistan Table 3*
PAKISTAN

A. Kumber of Listed Companies
Karachi Stock Exchange Ltd. 31 mn 326 327 347 362 361 37 404

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 643 854 877 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 (1980-1981=100) 94.0 99.4 114.8 148.3 168.3 166.5 199.9 228.4 262.7
2) Change in Index (X) -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 Stecks in EMDB Sample - - - - 52 52 52 51 50
2) EMDB Share of Market Cap.(X) - - - - 40.6 42.6 38.0 32.9 333
3) EMDB P/E Ratio - - - - - - 8.2 6.8 9.4
4) EMDB P/BV Ratio - - - - - 1.9 1.7 1.7
5) EMDB Dividend Yield (%) - - - - - 6.7 8.2 6.5 7.9
6) EMOB 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 27,155 27,610 29,773 30,008 32,864 34,953 36,980
2) Consumer Price Index (1980=100) 100.0 112.0 119.0 126.0 134.0 161.0 146.0 153.0 164.3
3) Exchenge 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 in millions.
- not available.
*This table comes from 1FC Emerging Stock Market Factbook 1989, p.114



TURKEY TABLE 1*
Turtey - Financial Seclor Adjusteenl Loan

Key Financial Sector Indicalors

Target Range

Inicators (1990-91)
A. Relating to Financial Policies
1. N2/60°P 301-350
2. Rate of growth of deposils Greater than Inflaticn
’ rate
Positive

3. Deposit rates
in real terss ¢/

4. Lending rates ( Non-preferential) International levels

3. Lending rates ( Preferential ) Positive
in real teras b/
6. Ralio of total preferential credit/ Total credit c/ Gradual Decline
7. Ralio of preferential credit lo Decline to zero
productive seclors/ Total credil 4/
B. Relating Lo the banking systea
. Inlernediation sargins { in percenl of assets ) -3
2. Cost of reserva & liquidity requireaents (as percent of depusnt base) o -4
3. Average level of non-perforsing loans (as percenl of assets) Under 51
4. Ratio of provisions for non-petloraing loans
( as percent of portiolio ) a
C. Relating to capital sarkels
o Level of corporate bond issues 301 increase annually
in real teras
2. Trade voiuse in Lhe stock exchange Double zach yeer
in real teras
3. Average return on equily holding Equal Lo retura
on tise deposils
4, Voluae of interbank transictions JOL increase each year
in real teras
3. VYoluae of transactions in the Double each year
secandary sarket for Bovt, securities in real teras

8/ * Posilive in real teras * aeans thal deposit raie ceilings set by ihe Ceatral Bank should
be higher than the rate of inflation as measured by the change in the NP1 during

the preceding 12 sonths,

b/ * Positive in real teras * seans interest rales sel lo resull in an effeclive cost tp the
borrower higher than the relevant index calculated according to the
selhod described in the Attachaent to this Annex,

¢/ * Preferential Credit * delined as credit sade available al an interest rate which would
result in an effective cost Lo the borrower Yawer than the inflation rale as seasured
by the change in the WPi during the preceding 12 aonths,

d/°® Productive Sectora * sean agricullure, industry, eining, tourisa and trade.

f1is table comes from World Bank Report #6095-TU, p.73



Turkey Table 2%
Composition of the Banking System

................................................................................................................................

1980 1985
Share Share
Number Number in Nurber Nurber ’ in
of of Total of of Total
Institutions Branches Assets Institutions Branches Assets
(in %) (on X)
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 ) 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)

1983 1984 1985
No. Amt, No. Amt. No. Amt.
Corp. Equities 130 35 121 &4 175 76
Corp. Bonds 54 16 26 1" &5 32
Govt. Revenue Bonds - - 1 10 2 140

Source: Capital Markets Board
*This table comes from World Bank Report #56095-TY, p.45



TURKEY TABLE 4* STOCK MARKET PROFILE

TURKREY *
1880 1881 1882 1883 1084 1985 1988 1887 1988
A. NUMBER OF LISTED COMPANIES
Istznbul Stock Exrhangs - - - - - . 0 50 50
8. MARKHCAPI‘I’AUZATION )
1) Ialin . . - - - - - 708,801 181,715 2,048,000
2) In US Dolary - - - - - - ws a2 1,135
C. TRADING VALUE
1) InLia - - - - - . 8,703 96,701 142,867
2) In US Dolars - - - - - - 13 15 101
3) Tumover Satio - - - - - - 12 1 70
D. LOCAL INDEX _
1) ISF Indax (Jan, l“ﬁ-lm) - - - - - - 170.8 8130 ng
2) Change In Indax (%) - - - - - - 209 444
E. EMERGING MARKXETS DATA BASE T
1) Number of Stocks in EMDB Sample - .- - - - 14 14 1
2) EMDB Share of Markat Cap. (%) - - - - - 399 “4 a2
3) EMDB P/E Ratlp - - - - - 43 198 26
4) EMDB F/BV Ratio - - . - - - - 15
S) EMDB Dividend Yiald (%)- . . . - - - - 29 12
€) EMDB Total Rsturns Index(Dec.88+100 - - - 1 - - 100.0 4530 272
7) Change in EMOB Indax (%) . - - . . - - 3530 -36.6
F. ECONOMIC DATA .,
1) Gross Domestic Product nusg) 56.019 57,688 53,031 51,149 : 49,688 2m 57,298 - 67,125 2ot
2) Consumaer Price Indax (1680=100) 100.0 1370 1790 23890 3520 5110 6830 955.0 16713
3) Exchangs Ratss (End of Period) 90.1500 1336200 ,188.7500 282.8000 444.7400 578.8600 15717900 $87.6200 1.805.1000
4) Exchange Rates (Average of Perlog) 760330 1112190 ' *162.5530 225.4570 368.6800 §21.9800 6745100 850.5800 1,410.1965
*in 1m.molnmbulsmtExchanoomnomnu,ﬁm|&anhwmbd for actively traced stocks.
® Estimated
Currency amounts In milllons.
= Nhot avallable.

*This table from IFC Emerging Stock Market Factbook 1989, p.134
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Bection V. - POTENTIAL ROLE OF EXPORT-IMPORT BANKS8 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 Posnible Sources of Funds, Guarantees and Insurance
from EXIM Banks and MIGA

1.3 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 Commerce 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 all
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.



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
convertihility 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, 1i.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.
Most 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 1In 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 complex 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 ernhance the developing countries' chances in
obitaining 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. U.8. Export & Import Bank (EXIM)
2.1 History and Mission of U.8. Exim Baak'
2.1.1 History

U.8. 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?

2.2.1 Institutional Btructure

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 1loan,
guarantee and insurance prograws. The four geographic area
divisions administer the Bank's medium and long-term lending and
qguarantee activities.

' For more details, see "Export-Import Bank of the U.S.," by
U.S. Export & Import Bank.
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The Engineering Division evaluates the technical feasibility
of proposed proiects and monitors projects in progress.

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

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 2apital

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 Bcope of Financing Program’

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

Eximbank'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
potentinlly risky environments. Eximbank will also guarantee
paymentis on cross-border or international leases structured as
either operating or finance leases. Notes covered by Eximbank's
guarantee may be freely transierred. 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.
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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 Lbuyer 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. Th.se programs allow U.S. dollar-denominated, fixed-rate
ivans 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 1loans,
government supported and subsidized foreign competition must exist.
The exception again applies in cuses of transactions of no more
than $2.5 million involving a small exporter.



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 2 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 insurers, 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 (heudquartered in New York City with branch offices in
Chicagoc, 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 cuistomer.

FCIA has numerous insurance policies which are tailored to
fit most of the export community's trade finance 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 export 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.
government foreign and economic policy objectives. Eximbank does
rnot 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 peccent U.S. content
and valued at either cost or market value, whichever is lower.



3. JAPAN'S8 EXPORT-IMPORT BANK (JEXIM)
3.1 History and Role of JEXIM
3.1.1 History

Jexim was established in 1950 to priwote Japanese exports.
Exim began making direct loans to develor g countries in 1959,
but it was not until the early 1970s that a strict demarcation was
introduced between the bank and Japan's O0Overseas 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 ty 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 S8tructure 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 cCapital

rn.st of the funding comes from the postal-savings system
through the Ministry of Finance's (MOF) Trust Fund Bureau, though
Jexim intends t¢ raise an increasing amount of capital abroad.

3.3 PFinancing Operaticn

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.

JCexim 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 1loans provide foreign
governments and public financial institutions with furnds for use
in projects 'hat are ncz tied to specific imports irom Japan. The
loans are quick-diskurs.ng with very long maturities, and are made
at or slightly bei..; 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 helr 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. Mowever, $2 billion dollars has been
earmarked for the ASEAN-Japan Development Fund (AJDF) for direct
investment that goes to the ASEAN SIX. This anount is more than
Japan has invested in West Germany or China over the past 36 years.



4. MULTILATERAL INVESTMENT GUARANTEE AGENCY (MIGR)‘
4.1 History of MIGA and Market Niches
4.1.1 S8ummary 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 issuino political risk
insurance a country must have signed and ratitfied 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 0o project

Loan Guarantees
Technical assistance fees
Leases (possilly)

. The visks 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 clain.

“ The content of this section is extracted mainly from "MIGA's
Investment Guarantee Program," MIGA's General Information Bookleti.
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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 Aarket Niches

MIGA supplements and complements existing investment insurance
underwriters. It expands the available insurance capacity and the
ra.ige 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 protertlon from MIGA than by dealing with
several different national agen01es 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 1limited financial capacity may required a
poocling of coverage of large investment between MIGA and national
and/or private insurers. Whether as sole underwriter or co-insurer,
MIGA's paxticipation enhances confidence that the investor's rights
will be rebpected by the host country. This advantage is inherent
in MIGA‘®s nature as a voluntary association of developing and
">veloped countries, sharing financial risks in its guarantee
business.

4.2 MIGA's Institutional Btructure, Capital and Guarantee Capacity
4.2.1 Institutional Btructure

MIGA is an international organizatlon established, funded and
controlled by member governments. It is both legally a&:.l
financialily 1ndependent of the World Bank and any other institution
but it coopera*tes closely with the Bank and IFC.



MIGA's struc:ure is similar to that of a corporatlon. 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 countr.es
that subscribed 63% of the Agency's authorized capital of
US$1,082,000,000. The capital will be fully subscribed if all
potentlal member join. Each member must subscribe its shares of
MIGA capltal stock in proportion to the size of its economy, as
reflected in its share allocation in the World Bank. Thus
developlng as well as developed nember countries have a financial
interest in MIGA's avoidance of underwriting losses. This common
self-interest reinforces MIGA's abillty 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 Sponsocsship Facility

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

4.3 8cope of Guarantee Program
4.3.1 Eligible investor

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), as well as to companies established in a
non-member country but majority-owned by nationals of member
countries.

Eligible investor include both private individuals and
corporations. Publicly-owned corporations qualify for coverage if
they operate or 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 invectments made in its developed
member countries.

4.3.3 Eligible Investment
Three broad types of investment gualify 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, licensiig 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

13



4.3.3.4 Debt-Equity Bwaps

Equity resulting from a conversion of debt is, in priaciple,
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 bloclage. 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 Balient 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 percent~gje of the
value of the guarzntee holder's contribution to the .investment
projeci:, subject tc a 90% maximum.

4.4.4 Currency of duarantee
MIGA offers its guarantee in any freely usable currency or

any other currercy freely convertible at the time of the conclusion
of the guarantee contract which the investor may choose.
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S8ECTION VI. - VIEWS8 OF POWER SECTOR AND PINANCIAL MARKET EXPERTS

The following comments and views are summarized from interviews
with private business and 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. Genaral Observations Regarding Private Power Projects

1.1 There are two justifications for BOO/BOT power projects. First,
is possibly greater operational efficiency. Second, 1is 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 1late 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 powar projects but
has not done much. Everyone involved have run up big planning costs.
" It would be verv 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 Werld 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. 1In 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 B0OO/BOT projects you need to "learn to
walk before you run." Financing feasibility is at 1least 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 ircentive is to make money on the
construction by having a less competitive bidding process.

. Sponsors and financial advisors should lock 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,
v0% 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 Bponsors

4.1 There are willing sponsors for LIZ private power projects at the
right rate of return. Such sponsors would 1likely include: (1)
Unregulated affiliates of domestic power companies, (2) Fuel and
equipment suppliers, (3) Construction companies (4) Local LDC entities
wio 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 sinmilar.

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 cffer 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 powe lant efficiently.

4.5 A major task is to educate the LDC count~ies 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 Vwhile 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 generaters.

4.8 1In 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_ SUMMARY

With the energy demand expected to grow by an estimate of 4.5
percent for the next five years, the Philippine 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 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 tc provide
enongh 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
government, the private sector can play an important role in power
production, given the proper financial incentives. The BOT/BOO
scheme can supplement the nation’s power suoply relatively quickly
without the expenditure of large up-front capital costs by the
public sector. The BLL/BOO concept is a mechanism for private
enterprises to participate effectively in the formulation,
construction, operation and maintenance of infrastructure
facilities under private ownership and financing. While there are
several variations in the basic model, all involve the
estaplishment 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 cf 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
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senior debt service.

If a private power project is to be undertaken on a BOT/BOO
basia, how feasible is the Philippine financial market to raise the
required local currenzy 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 insvfficient 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
ail the profit they stand to make without necessarily sharing them
with outsiders.

The Philippine capital market has developed unevenly. The
short-term monev 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. 1In 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 pesns is needed. This runding 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
insgitutional 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 egquity 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 wWorld Bank and possibly
other multilateral and bilateral credit agencies, a la Pakistan
enerqgy 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/B0OO 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 femiliarized with the
BOT/BOO concept. All the necessary legal, regulatory and
administrative procedures have been clarified through the Hopewell
project. 1In this sense, tne Philippines can be said to be one of
those developing countries that are well piepared 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 feor
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.
Hewsever, the application of the concept is complex partly because
vuch 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.



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 munths 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 Jjumped 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 BCI-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 anothex 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 has resulted in the
continuity of some of the country’s biggest enterprises throuchout
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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
average of 4,600 corporations were organized, and this has
increased to about 6,000 since 1986.

Profit margins in the country are high, reflecting the
inherent capital risk in a developing country. A survey made for
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 1latest 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.
Irexperienced foreign executives may grumble at the difficulty of
repatriating capital or at the restrictions on foreigners’ land
ownership. But veteran expatriates here 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 undergrcund 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.



Another factor favoring the Philippines is that the country
nas not only one of the biggest overseas work force, but a large
immigrant community in North America as well. Officially
ragistered overseas workers are put at 618,750, but the figures
could be up to 700,000 if unregistered workers are included.
Excluding the money sent to relatives in the country by immigrants,
rapatriation of the incomes of overseas workers has been estimated
t . amount to at least US$2 billion a year, constituting a massive
vw.se for consumption demand in the country even during its times
of economic crisis. However, of these remittances, only about
US$800 million are through official channels, with the rest
entering the country through informal venues. The US$1.2 billion
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 Aquino 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
Metro Manila but in other regional centers as well. The role of
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
vast underground economy of the country, which some believe is
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 rIursts
of investment expansion., and the opening of windows of opportunity
for successful companies. The general liberalization measures
under the Aquino administration has proved to be quite timely for
the country. Chinese-Filipino3z here mostly come from Fukien
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



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
2 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 t¢ 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 tcward improving
economic efficiency and enhancing the country’s competitive
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 curzent government’s
financial management is the continuing and, to a certain extent,
growing, fiscal deficit. Fiscal cperations 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
contirast 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 ar
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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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I1Y. 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 housés, 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

Institution 1988 1989

(P Billion)

Commercial Banks 342.3 382.2
Thrift Banks 24.8 28.0
Specialized Gov'’t banks 13.8 13.9
Rural Banks 11.0 11.5

Sub-total banks T392.1 435.7
Non-Bank Fin. Institutions 131.12 140.4
Total 523.2 576.1

===R==a sSE=ESss=

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
experienced significant growth, whereas government institutions
have grown at substantially lower rates.

The minimum paid-in capitalization required for a unibank is
P 500 miilion 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 1limit (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.
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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 cf
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 Ilecember 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. 1In 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 Dbanks. 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,
gince 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 ZIorward 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-fiive domestic banks, seven are
universal banks (or unibanks) and the rest are commercial banks.
mhe 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
and automated teller machines, trust services and investment
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 Studieg, 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 commercial 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 authorizod 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
barnks.

The underwriting operations of univexrsal 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 the image
of the securities industry as a whole.

Rural Banks

As of late 1989, there were 838 rural banks, whose total
assets accounted for ahout one percent of the financial system.
These >anks, which lend 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 community 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. 1Initial 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
know’).edge 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 11 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 fundse 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 1lending 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 recocrd 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 Iglamic 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 role of commercial bank. The same is true for the six private
development banks, which are: Planters Development Bank, Urban
Development Bank, Asiatrust Developnent Bank, BPI Agricultural
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 stcck and rediscounting facilities for long~term
papers.,

Foreign Banks

There are four foreign bank branches in the Philippines:
Ccitibank, Bank of America, Hongkong and Shanghai Banking Corp., and
Standard Chartered Bank. As of September 25, 1989, their combined
total ascets stood at P 49.3 billion, or about 13 percent of the
total commercial bank assets in the country. Of the four foreign
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
Hongkong Shanghai 9,236 4,819
Standard Chartered 3,135 1,357

Sub-total 49,253 16,019
ALL BANKS 363,734 227,860

- e e n s o e —— o —— o o
_—_=masE= =sS==EsS===

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 receival les 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 institutiona 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 guaranteed
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 revenuas 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 f£2cond
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. 7The 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 nurpose
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, 1Inc. 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 Ly
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. GCovernment 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 iansurance carriers,
consultants for policy holders, adjusting agencies and
independently organized pension funds.

j. Non-Stock Savings and Loan Associations

Non-stock savings and lcan 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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IIX. THE FINANCIAI, 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-te 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 Lcng
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 1largest 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
system, 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
resourccs for industrial development focus mainly on two areas of
capital market operations, namely, the :-~a-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 aggressive 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 beccmes. Also, the banks’ single borrower limits
{(SBLs) 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
varizaty of smaller non-bank financial institutions which incilude
financial corporations and trust pension funds. Financial
instruments in the non-securities markets (traditional 1loans,
mortgages and trust certificates) are available in the 1local
capital market.
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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 invastors, 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
Naticnal 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 statemente. The
SEC screens all potential candidates for listing in line with the
listing committees of the stock exchanges. The stock exchanges
also require all 1listed 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 privsate 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 cffered 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 effernt of excess liquidity and the presence of features
such as vreserve 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
1980s;

(b) the tight credit situation which prevailed beginning in
1983; and

(c) the reduction in busiress activities of most corporations
due to econonic 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 rnotes
issued by private companies in the money market. Available

instruments are limited in volume and in type. The largest issuer
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 tne issuer.

The lack of a secondary market for the trading of corpcrate
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
1isting 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
exchangea. The exchanges also impose additional requirements.
There are 144 corporations listed in the exchanges as of January
199C. 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 cffering unattractive returns and high risk. Well
audited financial statements are not readily available to t &
investing public. Trading activity is dependent on informal
sources, pointing to deficiencies in the dissemination of
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 cf 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
oversubscribad 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
syndicationg 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
digtribution. Longer maturities require liquidity to match risk,
in order that investors will adjvst 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 acrtificially 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
Benquet 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 tne DBP to finance its expansion and human resource
development programs 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 1985 include among otchers, All Asia Capital and
Leasing Corporation, SSS, Technolceqy and Liveljihood 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. Te I®
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 billjion if the client is
the government. AFP-RSBS can provide from P 30C million to P 80
million. PhilAm Life can provide from P 40 million to P 500
million. Othex insurance companies can provide debt financing from
P 5.0 million to P 100 million each.

c. Multilateral Financial Institutions

Multilateral finincial instituticns such as the Internaticnal
Finarnice Corporation (IIC) 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 millior. 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 &
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 amcunt 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 che Philippines and thus, it can not be resold
within a year after it is launched. The PPF can inveast in
gecurities 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, 1985, the mutual
fund rules called the "Implementing Rules to Republic Act 2689" or
the Investment Company Act, signelling 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 cocrporations 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 of 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 fecr 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 trancactions 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 willion 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 egquity of up to about P 2.0
billion. The public oifering 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 Bancorpor-ation, in 1989.
The smallest equity underwriting in 1983 and 1989 are P 26.3
million and P 66.5 million respectively. The biggest equity
underwriting transactions were A. Soriano Corporation amounting
te 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 1990 onwards. The
corporations may, however, be taking a "wait and see” attitude
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 marxet 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 grown 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 exchangz at the CB and the
inefficient manual systems and the insufficient number of personnel
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at tne Securities Transaction Division of the CB.

(£) The SEC is more of a requlatory 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)
rehakhilitating the PNB and the DBP. The following are
manifestations of the improving situation and present good
prospects in the local capital 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), Natioral Steel
Corporation (NSC), as well as other sequestered companies under the
Asset Privatization Trust (APT) are next in the 1line for
privatization in the early 1990s.

(b) There is also the prospect of an increased fiow 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 Jlong-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 securities 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 othrrs, 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. $200C million loan. These
are:

- Unification of the Makati and Manila stock exchaenges;

- Inclusion of foreign exchange risk in ierm 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 wili gc public within four to six years such as contract
manufacturing and offshore production for high technology U.S.
corporations, agribusiness, 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 requlations 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.

(1) 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 requlatory 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. 1In the four years since 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 Requlations

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 ithe 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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Energy-related projects such as new power plants are
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
are interested in power production for sale to local Philippine
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 qguarantee 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 domestic
capital equipment. They can alco 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 investm2nts in the country.

Requlation 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 aisc
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 regqulatory body, the Commission also acts

40

14

h

V



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 regqulatory work.

The corperation 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 Ccde 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.
Firancial 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 wunsound,
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 1lacking also in the area of
establishing detailed requlations for registration and approval of
those within the industry, monitoring due compliance on an on-going
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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
erchanges 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, cititled 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 rew 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 che aim of offering most of its capital to the
public to augment funds for various real estate projects. The
market’s response was overwhelmning, 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 cutstanding 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
Company or Group, together with any material information which
may be relevant thereto, including all factors or risks (if
any) which are not mentionec elsewhere in the prospectus and
which are not likely to be known or anticipated by the general
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
profits or losses of the Company in respect of each of the
five completed fiscal years immediately preceding the
publication of the prospectus, the balance sheet of the
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
non-refundable processing fee of P 2,000. For subsequent listing
£ additional shares, there is a charge of P 5,000 each. In
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
.ig Board issue, and P 10,000 if it is a Small Board issue.

Any and all securities approved by the SEC for listing on any
Etock exchange is deemed automatically listed for trading on both
tock exchanges in Manila. The Manila and Makati exchanges have
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
Board issues. The Big Board issues are the larger, more well
established companies with a good earnings record and dividend
history. Small board issues are generally speculative mining, or
oil issues of firms which are not consistently profitable and do
not issue dividends. These type of listings derive from the
government’s policy of encouraging the development of natural
resources. A Small Board issue may apply to the Big Board once
it has been in continuous production and has paid dividends for at
least two consecutive years.

There are very few preferred issues listed in the market.
T7he majority of the listed issues are common shares. Companies
issue two classes of stock. Class A common shares may be purchased
only by Philippine nationals, while Class B common shares may be
owned by both Philippine and foreign investors. As provided for

45



VI. ECONOMIC AND FINANCIAL ISSUES FOR THE ENERGY SECTOR

Policy formulation and coordination of the energy sector are
the responsibilities of the Office of Enerqgy 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 Ccrporation (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
CEA 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 Enerqgy 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 contracter’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 stcam
exploration and exploitation appear economically unattractive. The
government need to alter the royalty legislation to encourage local
and foreign parties to undertake geothermal exploration and

production.

3. A pricing scheme is needed to ensure that the government
captures &n appropriate portion of the economic rent on geothermal
resources. The price of steam has long been in contention since
it has no observable international price or independently
determined value. The principle of "avoided cost" is nged to
determine the price of steam in the Philippines. In this ccse, the
avoided cost is the break even price of electricity generated from
imported coal.

pPhilippines coal resources are considerably more expensive
than the resources available in the coa) exporting countries, even
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 oif domestic coal imposes a
significant burden to coal consumers which in turn, may hurt the
international competitiveness of the industrial sector. Second,
strategically, it is not unreasonable for Philippines to have a
domestic coal industry in view of the fluctuating price of imported
coal, lead time required for iine development and other social
considerations. Therefore, the government strategy should allow
for the financial survival of the existing coal industry at its
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.

It is important to note that the main thrust of the least-cost
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 the 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 Naticnal Power
Corporation (NPC) for the period 1988-1992 will cost approximately
40 billion pesos, of vhich 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 0Oil Company and the private sector are being
sought for geothermal cdevelopment.

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 ¢f supplying energy and capacity to different
consumers at different times ¢f 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 c¢ther large electricity consumers in and
around Manila. Over time this may lead to betta2r 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
gsome of the large industrial and commercial consumers of
electricity. To curb nontechnical 1losses, 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, adv.rtisement and
elimination of interventions by Meralco employees and others in the
settlement of pilfered electricity of relatives and friends.

Financial Issues

Power reoresents the most capital intensive sector Therefore,
a failure to optimize investmente 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 generat-d 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 .:h:ould 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 poces 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 RECSs.
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 rzforms 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 include 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,

51



especially those in power intensive industries, that promised to
be lucrative foreign exchange earners, simply because certain
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
government, the private sector can fiay an important role in power
production, given the proper financial incentives. The BOT/BOO
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
investments required in the energy sector due their own budget
constraincs, it has become increasingly critical consider the issue
of additionality in power supply, including the private sector’s
investment in new power plants. According to a World Bank
estimate, about $1 trillion of new power gsector investments may be
needed in developing countries during 1990-2000. Half of the
amount is required for China and India alone. When we combine the
power sector investment needs in developed countries and the Soviet
Union, the total amount of required investment during the final
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
engineering have to be considered seriously. In this connection,
both BOT (Build, Operate and Transfer) and BOO (Build, Operate and
Own) are important elements. Some experts and potential private
project sponsgors prefer EOO to BOT, since there should be not only
an encouragement of new entry by the private sector into power
productior. but also no mandatory exit as envisioned BOT. The exit
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 ox 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
a sovereign guarantee. The World Bank hkas found indirect and
creative ways, however, to assist its member countries in
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
projects, in the energy sector. in the Philippines, an energy
sector loan form the World Bank is intended to used by the
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
carry out BOT/BOO projects is by conducting sector studies. These
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. 1In
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
Baluchistan, Pakistan, abcut 40 kilometers from Karachi. The total
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
foreign commercial lenders backed by export credit guarantee
agencies) and multilateral institutions and $410 million from the
$520 million loan facility on a subordinated basis.

Foreign sponsors will also include the prime contractor,
Mitsui of Japan, and other subcontractors. While the 25 percent
equity portion and the public bilateral and multilateral financing
have been agreed to, still there is a gap of $300 million to be
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
subcontractors such as Toshiba bailed out of the project,
necessitating for Mitsui tc reopen the bids by other potential
subcontractors.

In addition to the Hab River project, Pakistan has issued
letters of intent to the Fauji Foundation for a 300 MW oil fired
steam driven power plant and to a Habibullah-Siemens consortium for
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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.

Financinq Sources for Private Sector Power Plants

In addition to the equity provided by the project sponsors,
private power projects require additional funding from various
gourcea. 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 AD% 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 MW 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 r"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 electricity 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 locan 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 miliion, 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/BOO
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 enerqgy, transportation, water resources,
social infrastructure, communications and others. To provide the
necessary financial resources, the government is encouraging the
private sector to shoulder morsa 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 recuired, 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 Jlikely 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 1s 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 recessarily sharing them
with outsiders.

The Philippine capital market has developed unevenly. The
shcrt-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 markét. 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 resuits from a lack
of knowledge in the stock market, higher return on less risky
alternative investments, and lack of confide::ce 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 privata pension funds should be assisted in developing
a program for investment in equities and 1longer term debt
instruments. Ultimately, these funds could become significant
capital pools available for the Philippine corpcrate 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 tc 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-
terxm 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 ia 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 Philipnines 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 2ID 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 RESOURCES AND [NVESTMENTS OF THE FIHANCIAL SECTOR

e Y T YT e YT T R Y DL L S LA L R A AL L A L L Ll bl

P williom)

1984 1983 1988 1987 1988 &/ 199 W/

Total Resources of the Finencisl Systes

Sanks

Commercial Banks 201,878 9,318 37,058 47,238 342,312 332,33
Thrift Sanks 146,52 14,959 17,547 19,522 26,932 28,081
Rursl Banks 8,819 8,601 9,108 9,876 11,018 11,521
specialized Goverrmant Banks 80,823 848,891 25,752 c6,190 13,791 13,973
Sub~total 196,439 187,769 289,457 100,624 392,053 433,710

Non-8enk Financial Institutions 48,376 45,8300 42,189 41,847 131,090 140,330
.. ] - ] SESSSElE ETEUOORE SCBNEEDP EEMBPED.

Total 444,815 433,399 331,468 342,471 523,143 576,080

Irvestmants ¢/
Sanks

Coomercial Banks 30,838 7,548 31,098 7,618 41,758 .8
Thrift Banks 1,128 2,284 2,628 2,385 2,426 Nede
Rural Banks : 361 &34 476 87 AT N8
Special {zed Goverrmant Banks 13,371 12, 7N 6,582 9,19 8,287 N.8e
Sub-totel 43,606 43,139 40,72 39,597 52,893 Mede

Non-Sank Finencial !nstitutions 3,921 3,343 3,407 1,750 14,192 N.8e.
E .} SOBDOBES SOUBLAGS ISUOTOEE SINGEENE CERRNDeE

Totatd . 49,618 6,484 44,189 41,357 47,087 N8

Per cent Share of Investments to Total Resourcss.

Sanks . )
Commercisl Banks. 10.6 9.9 13.1 . 1.2 12.2 n.a.
Thrift Sanks 7.6 . 15.3 13.0 11.9 9.7 N.8i.
R\l‘ll Bm . ‘o’ 3.1 5.2 ‘-8' ‘.’ LY 1Y
Specialized Coverrment Ganks 18.3 15.0 3.6 38.0 59.9° n.s.

;
Non-8ank Financiel Institutione 8.1 7.3 8.1 £.2. 10.8° N8

N.8.. Not aveilsble.
o Revised tO. rdloct-thu-w covarsge of - deposit meney banks. and other dunqu'
in the clasaification of-sccounts,..
-Y4 Jarwery to June- 1909, !
e/ 1963 investamws. .n-fmﬂnrwto third quartsr only,
Sources: fFirot Peeific Securities Philipgines: Ina.
* Cantral Banic of- the-Philippires
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Annex 2.

1.
2.
3.
4.

1.
2.
3.
4.
s.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
2S8.
26.
27.
28.

29..

30.
31.
32.
33.
3‘.
3s.
36.
37.
38.
39.

LIST OF FOREIGN BANKS, OFFSHORE BANKING UNITS AND

REPRESENTATIVE OFFICES AND LOCAL COMMERCIAL BANKS

FOREIGN BANES

citibank, N.A.

Bank of America NT & Sa

Hongkong and Shanghai Banking Corp..
Standard Charterad Bank

OFFSHORE B

American Express International Banking Corp..

Banco Espanol de Credito

Bank of Califormia

Bank of Credit and commerca Intarnational (Overseas) Ltd..
Bank of Hawaiil

Bank of Nova Scotia

Bank of Tokyo Ltd.

Bankers Trust Company

‘Banque Indcsuez

Banque Nationale de Paris

Banque Paribas

Barclays Bank

california Overseas Bank

Chase Manhattan Bank, N.A.
Chemical Barnk

continental Illinois

Copenhagen Handalsbank A/S

Credit Lyonnais

Deutsche Bank AG

Export-Import of Japan

First National Bank of chicago
First Interstata Bank of California:
First Interstata Bank of washington
The First National Bank of Boston
Fuji Bank

International Bank of Singapora
International Commercial. Bank of china
Irving Trust Company

Korea Exchangae Bank :
Manufacturers Hanover Trust Co.

‘Marine Midland Bank

Mallon Bank

Merrill Lynch Philippines: Inc.
Midland Bank PLC

Mitsubishi Bank

Mitsui Bank .
Morgan Guaranty Trust Co.. of New York

National Bank of Detroit
Philadelphia National Banlc
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40. Rainier National Bank
41. Security Diners International Corporation
42. Security Pacific National Bank
43. Societa Ganarale
44. Taiyo-Kobe Bank
4%, Tokai Bank
46. Waells Fargo Bank NA
IQSAL_SQMHEBSIAL_BAHKS
Bank Foreian ownershin/
Association
1. Philippine National Bank
2. Far East Bank and Trust company a/ Chemical Bank
3. Bank of the Philippines Islands a/ J.P. Morgan
Ovarseas
Capital Corp.
4. Metropolitan Bank and Trust Company a/
5. United Coconut Planters Bank a/
6. Philippine Commercial Tnternational Bank a/.
7. Rizal Commercial Banking Coxrp. a/ Continental
Illincis
National Bank:
Sanwa Bank
‘ Ltd.
8. solidbank Corporation Bank of Nova
Scotia
9. Allied Banking Corp.
10. Equitable Banking Corp.
11. Intarnational Corporata. Bank (The) American
Express
12. China Banking Corp.
13. Prudential Bank
14. cCityTrust Banking Corp. Citibank
i1s. rhilippine Bank of Communications.
16. Security Bank and Trust. Company
17. Philippine Trust Company
18. Republic Planters Bank For privati-
zation
19. Traders Royal Bank
20. Boston Bank of the Philippines Bank of Boston.
:'21. Pilipinas Bank Prudential
Bank
22. Union Bank of the Philippinas
23. Philippine Banking Corp.. (The)
24... Associated Bank For privati~—
: zation :
28. Producers Bank of the Philippines
a/ Universal banks..
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FINANCIAL PERFORMANCE OF SELECTED BAMKING INSTITUTIONS

1987 1988 1987 1988 1987 1988 1987 1983 1987 1988
Cosmercisl Sonks
Philippine Nat!-aal Benk 3,398 4,998 1,011 1,847 31,268 38,758 27,718 33,749 3,530 5,009
Far East Sank and Trust Co. LS 2,800 381 501 19,210 27,502 17,821 23,288 1,789 2,2%7
Sank of the Philippine Islands 1,978 2,823 303 393 20,862 26,276 19,054 2¢,37S 1,607 1,901
Hetropoliten Bank and Trust Co. 1,633 2,386 250 363 19,328 25,708 - - L84 93
United Cocorut Planters Bank 1,823 2,381 @ 388 41 K,020 15,150 11,758 13,559 2,268 2,592
Palllppine Comrrcist International Bank 1,705 2,132 278 413 17,268 19,659 15,647 . 1,620 -
Clitibank, N.A. o/ 1,100 1,409 s L4 7,462 8,112 7,862 8,112 - -
Rizal Comercial Ssnking Corp. TS 1,323 107 184 8,188 10,631 7479 9,173 To7 ass
Bank of Amerfca NT 2 SA o/ 991 1,228 114) 271v 9,080 10,709 8,909 10,538 170 170
Sol {dbank Corp. 706 1,073 78 150 6,610 8,840 6,060 7,817 5S4 1,02¢
Allled Banking Corp. T28 932 116 136 7,537 9,313 6,419 8,113 1,058 1,198
Equitable Banking Corp. 635 922 61 ne 6,823 8,181 6,158 7,319 643 802
International Corporste Sank (The) 335 833 111 162 5,160 7,178 4,159 6,088 1,002 1,103
Chins Sanking Corp. 523 792 L]} Wy 5,009 5,92¢ £,422 5,204 sa7 720
Prudentist Sank 624 ¢ 103 129 4,255 7,881 5,694 7,078 1] 804
CltyTrust Sanking Corp. 453 758 153 73 8,068 7,441 s.166 4,51 902 926
Fhitippine Bank of Commmicstions 380 587 S0 71 3,540 15,003 3,038 4.43¢ 504 569
Hongkong snd Shanghs! Sanking Corp. s/ 309 5¢5 &8 190 2,565 2,722 2,152 2,248 413 133
Security Sank end Trust Co. 480 437 n b 3 68 4,512 4,308 4,128 1] 387
Philtrust Senk (Philippine Trust :9.) 293 453 ks s1 3,033 3,938 2,883 3,518 n 422
Repubile Plantere Sank - 432 - " - 7,609 S &3 T 340
Traders Roysl Sank 232 422 21 3 3,408 3,076 3,055 3,504 351 R
Standard Chertered Sank o/ 208 259 s 27 1,885 1,350 837 832 442 in
Soston Bank of the Phillppines a2 252 10 ) 1,862 2,080 1,269 1,648 in 402
Pilipinas Bank - 178 - " - 1,423 - 1,208 - 218
Unicn Senk of the Philippines 434 424 46 113 3,50 3,678 - - - -
Philippine Banking Corporation (The) 357 - 1 - 3,043 - 3,150 - 293 .
Goverrment 3pecialized Sanke

Development Benk cf the Philippings 1,717 2,568 783 1,647 10,532 11,431 7.070 4,324 3,461 5,108

Land Bank of the Philippines - T8 - 102 - 13,089 - 9,084 - 4,008



fross Reverses Mot Income After Tax

....................................

1987
Private Davelepsent Banks
Plantars Devatopment Sank 150
Urban Deveiopment Bank 90
Aslstrust Development Bark &3
8Pt Agriculturel Development Sank, Inz. 39
Premiere Davelopment Bank 3 ]
Luzon Development 8ank 37
Selected Ofishore Banking Units
Chase Nachatten Bank, K.A. 5354
Credit Lyonnals, Inc. 492
8arclays 8ank PLC $%4
Ssnque Nstionale de Peris 13
Societe GCensrale 398
Sankers Trust Co. 293
Ssrk of Tokyo Ltd. 443
Sank of Mova Scotia b H ]
Senque !ndosuaz -
Sank of Credit and Cowmerceé 209
International (Overseas) Ltd.

First Matlional Senk of Chicago 42
flirst Interatate Sank of Callfornia 154
Xores Exchangs Bank 1[114
first National Bank of Boston a2
tank of Californis 146
Securlty Dinars Internationsl Corp. 81
Deutsche Bank AQ o3
Chemical Bank 481
internationst Benk of Singspore 9

s/  Forelgn commercisl benks.
sourcess Philippine Susinesd Perepectives, Ine.
Hehal Kong Pilipinéd Foundation, Ine.

896
389
362
546
509
463
443
323
&7
233

168
139
12§
103
84
81
78
1
8

23
87
8t
133

68

22
2

15
1!

203
18
110
122

3%
163

k)
"

12
18
4
N
3

30
N
()]

Total Assets

ewsaca~e

1,239
887
403
31
232
253

8,952
6,389
5,433
3,489
5,190
3,788
5,858
4,093

2,328

1,921
2,M
1,819
o18
1,389
m
219
105

th attttons

Total Lisbilitied Stoctholders! Eqully

1988 1987 1988 1987 1988
1,628 - . - .
1,17 - - . .

482 - - - -
£11] - - - .
20§ - - - -
293 - - - -
&t0d 313 29 U3 4,138
7,509 4,305 7,373 298 18
s,133 128 182 §,708 4,991
5,843 5,310 5,477 180 188
4,828 5.190 4,821 - -
3,308 3,922 3,7%0 ci383 2 ]
) 687 104 (17} 3,781 3,833
3,029 69 sé {02 2,973
2,763 - 2,608 : 81
3,388 953 sod 1,313 3,748
1,706 1,900 1,688 2 2
1,787 2,389 1,768 2 1]
1,809 {562,729 (¢ ™
1.764 23 (7] 2 2
1.4 1,203 1,037 & (T3
218 143 198 [} 1"”
102 - 102 - 27
49 198 14 2t 21
04 4s 153 1] (1))

p § .
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FINANCIAL PERFCRMANCE OF SELECTED NMOM-BANK FIMANCIAL INSTITUTIONS

(P alllion)

1987 1988 1987 1983 1987 1988 1987 1988 1987 1988
investeent Cospanies
M lnvestaent Corp. 9% 154 8¢ 93 T8 1,221 327 60s 4iL (313
Trans-Philippines Investmsent Corp. 87 123 . 1 a7 nr 883 358 2368 409 429
Jaka Investments Corp. 118 164 b2 118 403 483 7 80 337 do3
FES Investments, Inc, 13 78 9? 13 127 567 18 240 o9 307
Firancing Cospanias
SA finance Corp. 282 3563 80 84 1,668 1,484 1,311 1,309 157 176
PCt Lesairg and Finance, Inc. 70 104 10 18 29 451 rl1 389 Y4 s1
HB Flnance Corp. 81 3 13 15 212 230 150 1359 61 70
ALl Asls Capltal and Leasing Corp. 41 &1 8 113 354 388 319 320 % &s
Inv/satment Nouses
Privata Cavelopment Corp. of the Phils. 313 3i8 ¢85) 2 308 2,77 2,942 2,59¢ 13} 127
Pathiinder Moldings thilippines, Inc. 10 132 (s) - }82 493 62 173 320 320
Anscor Csplital and investment Corp. &8 L4 3¢ 3¢ 3oz 301 232 125 150 178
Philippine Commerclal Capital, inc. L1 7 1) r3 Wl 196 123 73 101 | 'Y
Stage Investment Mouse, Inc. &3 &4 19 18 59t 38 949 W $2 42
Securitles Declers/Brokers
.€. dolding Corp. 57 (14 U ¢ 216 249 8 ¢ 208 us
Philippine Exchange Co., Inc. - 28 - 0" - 6,89 - 8,39 - 238
Sussne Securities end Development Corp. 13 19 . . - 8 9 . - (] 8
Internaticnel Capital Corp. . 18 - 7 - 1ns . 13 - 3
Astrotrade, Inc. I 4 12 - - 4 4 [ 3 - -
First Pacific Securltles PAILS., Inc. [ 12 3 . 73 2 38 19 # 9
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A.J. Reymrdo ond Co. Inc.

Cass Agenclaé Eanm de Antonfo L.
ldnntlm Y lllu, lnc.

Agencle de Emponcs dg Antonlo L.
l.hntlnl, Inc.

€L Dorado Paunshop, Inc.

Lending Investor

Interpicific Translt, Inc.

Insurance Compenies
Goverrment Service insurance System
Phillppine Amsricen Lifg Insurance Co.
Insuler Life Assurance Co., Ltd.
Sun Life Assurance Co. of Canads

-...-.....-...o...-...a-..--.-...-...--.....-.......-o.o-.-.o.....o.....-..---..

602

21

Sourcest PhlllT!m Susiness Percpectives, Inc.
rlllplnn foundation, Inc.

™8

21
-18

1"
12

43¢

70

624

3,008
3t
12¢

48

8,057

B ¥ 8

22,527
5,514
2,920
1,388

7

30
3

&7

24,3513
6,407
3,581
1,848

2,3n
3,438
1,918
1,084

123

-
-

§,3567
4,103
2,183
L8

8,033

. w [ ]

19,988
2,079
1,004

422

i3

- O~ [

22,9352
-2;303
1.39¢
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Annex §S.

- MONEY MARKET TRANSACTIONS
Year Volune Growth Rate
(® million) Fer cant
1980 303,7%0
1981 329,621 8.5
1982 462,822 40.4.
1983 600,562 23.8
1984 50%,309 (15.3)
1988 505,754 (0.0)
loss 523,417 3.5
1987 460,854 (12.0)
1988 780,051 69.3
1989 a/ 433,915 5.6
a/ January to June 1959.

Sourca: Cantral Bank

N



Annex 7.

MANILA STOCX EXCHANGE OFFERING

(P million)

Year Initial offering Offerings by Total Equity
’ Listad Companias Capital Raised
Numbexr Value Numbexr Value Value
1980 5 220.0 16 1,588.1 1,808.L1
1981 L) 690.0 14 791.2 1,481.2
1982 12 1,281.7 ] 29%5.0 1,5%6.7
1983 12 943.1 10 2,623.4 3,566.5
1984 4 315.0 3 35.0 350.0
1985 4 494.0 7 270.8 764.8
1986 8 20,467.0 7 248.1 20,714.0
1987 16 2,204.2 17 955.9 3,160.8
1588 7 --1,150.0 31 4,202.0 5,352.0

Sourcas: MSE

73
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Annex 8.

SELECTED TRANSACTIONS IN THE LCCAL CAPITAL MARKET

(P million)

Year Transaction Debt Equity Total
1988
Syndication 6,926.8 - 6,926.8
Undarwritin a/ 276.8 276.8
Debt to Equity Fund Investaments - - -
Debt to Equity Swaps - 7,203.0 ¢/ 7,203.0
6,926.8 7,479.8 14,406.56
1989
Syndication 3,240.0 - 3,240.06
Urderwritin 750.0 3,941.58 4,691.5
Debt to Equity Fund Investments - 115.5 115.5
Debt to Equity Swaps - 2,596.0 ¢/ 2,596.9
3,990.0 6,653.0 10,643.0
1990 Onwards (Plans)
Syndication 2,960.0 - : 2,960.0
U'nderwritinq 3,622.8 700.0 b/ 4,322.8
Debt to Equity Fund Investments - - -
Debt to Equity Swaps - - -
6,582.8 700.0 7.,282.8
IR k- ] NIRRT
Total 17,499.6 14,832.8 32,332.4

a/ No data available.
b/ Total amount availabiae. ~ther companies which hava announced
going public have indicated cenly the percantage of shares which
will be offerad. ' .
e/ LClosed transactions in 1988 and the firat nine months of 1989 ara
¢ U.S. § 343.0 million and U.S. § 118.0 million convartsd at an
exchanga rata of U.S. § 1.00=P21.00 and P22.00 respectivaly..

Notas:.

(1) Syndication based. on Annex 4..

(1i1) OUnderwriting-Bonda/Dabt basad on Annex S..

(1i1) Debt to Equity Fund Investments based. on Annex 6.
(iv) Underwriting-Equity/Stocks. basad on Annex 7..

jources: Newspaper articles
Tombstona advertisemeants

74 2
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Annex 9.

TABLE OF INATIONALIZATION LAWS
AND THER: REQUIREMENTS

Subject Matter
A. Banking Institutions.

Minimwm Filipine

70%

Private Ocvelopment Banks  70% (60% with tha

Rural Banks

Saving end loan
associstions

Public Utilities-

Authorization for ther
operztion of a publie:
utility: '

Permitta engege im
domestic air; commeces

and/or alr.tr;tmuum.-

President’s approvai)

100%

70%

100% (singie-proprie-
torship) 70% (pert-
nership) 70% (corpe-
ration)

75

Republic Act 337 3.

amended Presiden-
tial Decree 71, Baar
Pambansa 61

Republic Act 403
as amended by Pre.
sidential Decree 119,
Botas Pambansa 63

Republic Act 720 as
amended by Presie
dantisl Decree 122,
Presidentisl  Decree-
1764, 3nd Batas
Pambansa 63

Republic Act 3779
38 amended by Ree
public. Act 4378
Presidentisl  Decree
113, Presidential
Decree 1798 and

"' Presidential Decree-

62

Presidential.  Decree:
114

Phillppine Constity-
tion- (Artcie Xii,
Section 1)

Phillppine~ Constitue
tion (Art,. X1}, Seo-
tion (1)

WA
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Subject Matter
C.  Finance Institutions.
Investment houses

Financing companies

D. Govemment Contraces

Public Works
construction

Supglier to govemnment-
corporations

Suppiler to govemment
agencies
Reparation benafits

Public Works ang
construction for nstionasl-
defense

Minimum Fillpino

Ownership Requirament  Legul Provisions

majority of the
voting stocks

76%:

75%

100% (70% with the
President’s spproval)

100%-

E  Lands and Otfree Matrs! Resources

Private lands wransfep
ond conveyance

Lawse of allensbis land.
of the pubiic domainy

State co-production: joins-

venture or production-

: sharing agremsats In thee

e0%.

*xplonation, devilopment snd:

76

Presidentisl  Decrce-
129 23 amonde: by
Presidential  Da-.tee:
680

Reputile Act 5980

Cornmonweaith Act
Republic Act 5182

Commonwesith Act
138 a3 amended by
Rupublic Act 78

fRepublic Act 1789
a8 amended

Commonwesith Act 54-

Phillppine: Constitu
tion Article X1, Seo-
ton 7 In refston to
Section 3.

Phillppines Conatituy.
_dm-Aruda-XIl Seo-
ton 3

Philippine: Constitye
tion Articie. X1 Sec-
ton 2°

,C*
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Subjoct Matesy

utilization of natursl
resources

Small scale utilization of
_natural resources and
cooperativa fish farming

Lsase of coalbearing lands

Lands within military
resgvition

Lands borcaring shores or
banks of navigable rivers.

Minimum Fillpino

Ownership Requirement  Legel Provisions-

Rligino citizens

Fishing and Other Aquatic Rights.

Use and enjovment of
manne wesith in archi-
pagic waters, territorial
Wi and exciusive
economic 2one

Shipping
Reqister of vezssis of

dofmestic ownership for
coxttwide trade

Issusnce of bay and
iver licensa

Qpsvation of registeied
gverseas shipping

Construction

Domestiec construction

Overtzee consisucticn
(Flligino contractor)

Recruitment md'nhatmm-

of woricars, locuily or
oversess

Flilpino citizens

76%

;

i 3

77

Philippine- Constitue
tion Article XIl Sec-
tien 2 paragraph 3

Act 2719

Commonwesith Act
141

Commonweaith Ace
141

Phitlppine~ Constity.
tlon Articie X! Seo-
ton 2

Presidentisd. Dacrye-

761 amnding Se-
tdon 808 of Teritf

and Customs Code

Tarift and Custome:
Code- (Secton 911}
RA. No, 1407 .
amended by B0,
684, - 734 & 784

Lstter of inscruceion:

.630
Presidentiai  Dacrea
1187

, B
1412

A
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(Contin.)

Retail Trade
Reuail Trade
Cocperatives
associations
Geothermal Energy

Lease for exploitation .

tapping and utilization of-
geothermai energy, natursi

a3 and methane-gas
Othens
Mass Medis

" Advertising Industry

Educstional Institutions-.

r&-nknvf?nmuﬁnn

Engeging In therice ang:

com-industry

Operation of Atomic

.(nergy facilitien

Minimum Fillpine

Owneseiip Asquiremont Lagal Provisions:

100%-

61%

100%

0%

Fillpisro citizens.
(except a8 prescribed
by lawd)

100%

78

Republic Acr 1180

Commonwesith Act
583 Republic Act
2023

Republic Act 5092

Philippine: Constitu.
tion (Ardcle Xvi,
Section il (1))

Phillppine Constw.
ton Articls XVI,
Section il (2) and.
Article- XVII, See-

-tlon 23).

Philippine: Constity.
tions Article Xiv,
Section 4:

Philippine- Constity.
tion Article-X11;
Soction 14+

R.A.SO‘IG’

by~ PDe 608,

RIA; 5207 a amen-
dod
1 N

\s_f\



REGULATED FRAMEUOSK FoR FINANCIAL JMSTITUTIONS

Ex
Coxiercial gank
Minlon pefd-In P502 afllicn
Capitalization st start
Ninfmres f1 biltfon

Capltel Accounts

Inherent Powers

Commercisl banking by
investoent house
functions

Investaent In non-
allfed enterprises
Additicnal Pouers Trust
Forel

beposfc tnie crn

Unit (FCou)

Liquidity Financing from
Centrsl Sank

Equity doldings Permitted

Aveflable

30 per cent of
cosmercial banks
00 per cent of
financial slifed
enterprises

35 per cent of non-
allied enterprisas
enterprises

Ownw.ship Restrictions 40 par cent or lass
totsl foreign

ounership

.o.-.o-..---.....v.o.o.o.-..o....

8/ Quasi-bank financing.
b/ Coamercial bmkln,
issuing letters o
selling forelgn exch

e, gold and o
¢/ Full domestic banking

8 defined as commercial

consists of cresting end recelving demand deposits; receivi
credit; dllcomllnr and mrotlcu
i{ver tuillon; acquiring bend

Cosmerciel Bank

Bazed In Motro Manile
P10 aillion (otd)

P20 million (new)
Based outside Metro
Hanile

PS5 afllion (old)

P10 afllfon (new)

P100 million (old)
P300 mitlion ot
stert (new)

P500 mitlion

Coamerclal banking Full domestic banking ¢/
Including parsonal and

®ortgege toans

As ex

comner -
clsl

Trust
Lialted FCOU operatfons

Forelgn exchange
dealershi
Quasi -bu\EI ng

Avalleble

K

Aveflable

30 per cent of
coamerciel bankg
100 par cent of
thrift banke
40 per cent of cther
financie!l stlfed
enterprises

per cent of non-
financial allled
enterprises

As expanded commsrciat
benk

As commerczial banks

As expanded ccmmercisl
bank

ng other
ng promisory notes; draits, bills o
s and other debt securlties;

banking without international banking operations.

79

types of deposits:
§f exchange snd other evidence o
and

P50 millfion o2
start (new)

P20 afltion (cid)-
to Decesber 1933

Inveatment house
functions (underurt-
tlrﬂ securities;
dasting; equities)

Trust
Liaited foreign

exchange operations
Quasi-barking

Avaflable

“.I'rr cent In non-
banks mﬁnim
7‘"'- ing

o limitstion on
other noii-banks
Rinority In non-
allled enterprises

At least mejority
Flllpino or less

0 per cent or less
per Individuel,
feaily or corporate
group

lerding
Investing in

equity-of at

Finance
Cocprevs of

As [nvestment
ouse

Financing (install-
went flnancing, re-
ceivables discount-
ing, factoring)
Lassing

Guasi-banking

Avillable

As Investmant house

At leest &0 per cent
Fitipine

40 per cent or leas
per Individual or
carporate group

i sccepting drafts;

dchts buylng sand
lied undartakings.
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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. 1In the near term it appears likely that smaller scale private
co-generation projects wiil 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 guarantces cr 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 1mportant 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 invelve a number of ccordinated activities in the areas of
increasing investor confidence, investor educati’n, corporate educaticua,
regulatcry and tax reviews, security underwriting and secondary marikets.

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 deve]oplng debt warkets with significant financing capac1ty
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 Intrecduction
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 and1pushed 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 hydrvelectricity. 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.

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 neaded 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 cculd 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

'These 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
determined.



that the private sector should he 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 be 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 Fotential 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. 1In the case of Thailand an unresolved question is the
anount and source of such truly long-term fixed rate financing which may
be available.

Export/Import banke would very likely provide such financing if a
sovereign guarantee wer.: available. However, the Government of Thailand
is not inclined in thiv 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. 2Zny 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 largez 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 Frinanocing Sources For Creditworthy Private

Source

Potential Project
Sponsors: Construc-
tion Firms, Suppliers,
Utility Companies,
Investors

Thail Commercial Bank

Insurance Companies

Industrial Finance
Corporation of
Thailand

Pover Projects In Thailand

Possible Types
of Financirg

Equity and long-term
debt

Variable rate loans
with maturities to 12
years with rates
currently in the
range of 15 to 163%.
Fixed rate loans
with maturities out
to 5 years. BEquity
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
ropayment.

Maximum Potential
Amount of Financing
Available for a

Negotiable depending
on project.

Approximately $1.3
billion if all
commercial banka
made maximum
permitted commit-
ment.Y The iargest
Thai banks may
individually
committee $300 to
$400 million.

$30 to $40 nrillion.

$40 million.,

a/ Thai commercial bank maximum loan limit calculated as 25 percent of
paid up capital plus retained earnings.



Finance and Security
Firms

Internationsl Banks

International Investors

Export/Import Banks

Multilateral Financial
and Aid Institutions:
World Bank, IFC, ADB,
U.S.A.I.D.

Chart 1 {(oontid)

Public issues of common
stock, convertible debt
and short to mediun ternm
debt securities have been
successfully undertaken
in Thailand.

Syndicated loans with a

10 year maturity and
floating rate are possible.
With a sovereign guarantee
the interest rate is
currently at LIBOR + i\%.
Non-governmental guaranteed
loans are available at
LIBOR + 1% but may require
some typa credit enhancement
from commercial bank.

Lor~-term (10 to 20 years)
fix d rate investments
appear possible if certain
tax issues are resolved

and secondary market
liquidity becomes availeble.

Long-term (15 + years)
fixed loans available with
sovereign guarantee.

There 18 some evidence
that sovereign gquaranteea
may not be absolutely
essential in Thailand,
particularly if the
project appears credit-
worthy and if commercial

bank guarantees are avajilable.

long term fixed rate
loans, loan guarantees,
and equity investments.

Investors currently
favor equity or
equity linked
securities. Public
stock issues of up
to $18 million,

and public dcbt
issues of up to

$12 million have
been completed.

Hundreds of millions
dollars.

Hundreds of millions

of doliars.

Related to amount
of exports used in
project.

Negotiable



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 guestion and
buying zero coupon bonds which mature at appropriate -ture times,
and having project sponsors bear the foreign exchange . sk. In the
latter case some international financial institutions a.ready carry
unhedged baht positions due to the fact that the baht has recently
been affectively 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 markast development and continued access to international
capital. 1In recent years the equity market has flourished with
almost $1 billion of new capital being mobilized in 1289 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.



Chart 2
Distribution of Assets In The
Thai Financial System, 1975-88
(million baht)

1975 1980 1985 1986 1987 1988
Amount % Amount % Amount X Amourit X Amount X Amount X
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 7.4 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 46,564.8 2.7 55,599.9 2.9
Finance & Sec. Co. 23,005.0 9.9 64,793.0 10.8 130,959.6 10.5 139,842.7 10.7  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 c.3 3,834.9 "2 5,918.0 0.2
Gov. Savings Bank 14,151.8 6.1 27,975.0 4.7 54,839.2 5.2 94,148.7 6.8 111,533.1 6.8 124,273.3 6.4
3. Nonbank Financial
Inte) ~ediaries 16,194.4 7.0 51,631.2 8.6 103,250.5 8.3 116,759.2 e.4 137,370.9 8.4 162,504.3 8.4
Insurance Compenies 2,218.0 1.0 6,454.6 1.1 17,640.6 1.4 20,518.6 1.5 264,053.4 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
Ingtitutions 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
SPAC 5,186.0 2.2 17,325.4 2.9 28,475.7 2.3 30,227.9 2.2 35,995.3 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
GH3 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 Cocperatives 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 Cocps. 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 5,075.3 0.4 5,166.0 0.4 6,074.1 0.4 6,504.8 0.3
Total 232,598.5 100.0 598,430.2 100.0 1,242,477.6 1G0.0 1,382,800.4 100.0 1,640,600.1 100.0 1,934,453.7 100.0

Source: 8ank ¢f Thailard.

Note: The exchange riote for baht to dollars has recently been approximately 25 to 1. At that exchange rate the value to total financial gystem assets
at the end of 19728 was approximately $77.4 billicn.



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 1long-term source of financing for
Thailand's many large leng-term j:ojects, 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 ere 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:

. Provision of complete audited financial statements for
projects/firms selling public debt issues.

. Development of a bord and short-term debt rating agency.

. Maintenance of a moderate inflation rate.

° Utiliziny commercial bank guarantezs 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 portfolic 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.

° Note possible capital gains/losses on trading debt securities.

Corporate education through a separat: seminar series on financial
management could:




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 requlatory review would be useful to identify factors
inhikiting debt market development, including:

Review barl reserve requirements regarding the holding of
government. honds which currently inhibit the trading of
government bonds.

Review the tax treatment taxation of equity and debt
investments to determine if it is not possible to treat them
nmore equally.

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:

An expansion of the marketing sales forces at finance and
security firms.

Utilizing commercial banks to sell big debt issues.

Relating the marketing programs to the investor and corporate
education prograns.

Prov.sion of significant commissions on initial issues to
motivate salesmen to undertake difficult job of selling a
"Tnew" type sacurity.

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 *o provide needed liquaditv,
secondary market developmrernt will be important, including:
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. Listing of debt issues 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
rrojects 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
abcve activities will have a significart 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 male a goccd 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 markzt for such debt securities. It
weculd 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 BACKGROUND?
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 QECD 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 naxrow
range of export commodities (rice, rubber, tin, teak, etc) to a
newly industrializing country. Rapid real growth over the last
decade has brought abkout 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 21.2% 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 o0il 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 o0il 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.

“The content of this section follows in part the discussion
in "Thailand & Burma: Country Profile 1989-90," The Econonmist
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 difficuit
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
reveaues, 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 1986 it represented just 3.1% of
current GDP. 1In 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 prices have changed this pattern. 1In
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 o0il 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 as Thailand reduced its
dependence on oil imports (See Table 6), oil prices weakened and
the baht devaluation stimulated a boom in the country's industrial
exports.

Although cxport 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 iaflows 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 froam 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. Unti} the authorities inmposed a much stricter
policy towards these operations in the early 1980's, the governnment
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 accocunt deficits.
The government's domestic debt hac more than doubled since 1980,
the bulk of it covered by government bonds. Current domestic debt
stood at Bt 213 billion at the end 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 (especizlily Japan) and 30% to private creditors,
chiefly financial markets.
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4. FINANCIAL SBTRUCTURE BACKGROUND

With the exception of 1988 and 1989, Thailand has followed a
fiscal 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, zlthough the expansion of credit was occasionally held in
check to maintain price stability and moderate the balance of
payment deficit. 1Interest rates were in general allowed to adjust
to the rate of credit expansion.

In the late 1970's the 0il 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 .1y 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 devosits were raceiving 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 ror new competitors in the financial system.
Current policies have allowed some relaxation in interest rates on
fixed deposits resulting in more 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; kanker to the government and other banks,
and fiscal agent of the government in its dealings with
international monetary organizations.

The Bank is authorizecl 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 ratioc 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
Financizl 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 Bznks

The commercial banking sector dominates the financial system
in Thailand. Its relative share has gradually but steadily
increased from 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 foreiyn 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 qrowth 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 iargest seqment 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-
banking activities, general'y high-risk, high-margin consumer
finance.

Thailand also operates a series of special banking
institutions in the public and semi-public sector, which serve to
extend 1loan 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 BANKS8/GOVERNMENT BANKS
5.3.1 8mall Industries Finance Office (8IFO)

The SIFO was formed in 1964. Its main purpose is to provide
concessional small, medium and long-te.m loans and technical advice
to smiall 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 8avings Bank (GS8B)

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 sarings 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.

$.3.3. @Governmer: Housing Bank (GHB)

The GHB was established in 1953. It is completely owned by
the government and is under the supervision and contrel of the
Ministry of Finance. 1Its basic function is to heilp persons of
moderate income to obtain their own houses through its financing
facilities.

5.3.4. The Industrisl Finance Corporation of Thailand (IFCT)

The FTC was created in 1959. 1Its function is to promote
industrial development and to assist in the development of the
capital market in Thailand. Loans are made available for econonic
and technically viable develecpment 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 ownad by the Ministry of Finance.

The IFCY operates along the line of a private development bank
or a development finance company. It speciaiizes 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 Bark for Agriculture and Agricultural Cecoperatives (BAAC)

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. Ioan
facilities for client farmers may be of a short, medium and long
term nature. Presently, the Ministry of Finance owns about $9% of
the BAAC's shares. The remaining shares belong to agricultural
cooperatives, farmers groups and individuals.
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$.4 NON-BANK FINANCIAL INSTITUTIONS
5.4.1 Finance & Investment Companies

The first full-fiedged 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 any 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. O©Of these, about 20% ¢f them are finance companies,
i0% dealing only in the securities business, and the rest of them
dealing in both types of business.

Finance and securities companies obtain most of their funds
through bkorrowings 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-term
commercial lending, often by purchasing customer promisscry 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 Conpanies

The non-life insurance companies in Thailand are regulated 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 1life
business are classified into fire, avtomobile, marine and
transportation. Life Insurance and life companies in Thailand
cperate 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 throughovt the country. Aall life insurance
companies are regulated and supervise by the Ministry of Commerce.

5.4.3 Coope¢«ratives

The cooperative mo\ ement in Thailand began in 1916. 9ver 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 have Leen
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 B8avings 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 a2 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 Credit Foncier Companies

Credit. Foncier Companies are those compar 2s 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. 2t 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 MARREYS8

6.1 B8tock 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 until
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 198%, 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 gocl deal of the upward movement of the SET has been dv- to
a continued surge in foreign portfolio investment in Thailand w. .ch
more than doubled in 1989 to over 97 billion baht (zapproxzimately
$4 billion). Foreign investment and borrowing are now being
vigorously encouraged by the Thai authorities, which are concerned
ot to let shortages of capital in the domestic market become an
obstacle to economic growth. There are no restrictions on foreign
holdings of Thai stociks; 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 r~cent 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 Monay 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 lony 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 pr.imary 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 market
and the foreign banks, financial companies and smaller local banks
are dgenerally 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 ocne 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 PForeign Banks

After many months of preparation, five new fereign 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 accert baht deposits other than for loan repayments. Likewise
Sumitomo Bank, Westpac Banking Corporation of Australia 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 cn 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 orly 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 limited its annual foreign borrowings to between $1 and
$1.5 billion. This policy has forced state enterprises to go to
the capital markets for funcs. In addition, Thai government
planners have alsc long pushed for privatization as a solution to
expanding the country's overburdened infrastructure. However,
large 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 been 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 cf
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 SECTOR

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 petrcleum 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 reserves of natural gas are put at 8.5 trillion
£t® and it is these discoveries 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 werld 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 coil field at Fang in the far
north, the only real success so far has been the discovery by Shell
of 0il 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 118,120
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 198%-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 wili fall once again to around
11%. To meet rising energy demand the Thai government is seeking
to increase capacity to 9,249 nw 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 whick 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. 1In 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.

27



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
helow. 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 nceded in
LDCs during 1990-2000.% 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 thc¢ power sector, innovative financing schemes and
financial engineering have to be considered seriously. Several
professionals prefer BOO to BOT, since there should be n-ot only an
encouragement of new entry by the private sector into power
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 veing prezordained as in BOT.

9.2 Possible Roles for International Financisl 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 B0O/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 1liberalization 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

“Interview comments of Mr. John Besant-Jones, Principal
Energy Economist, Industry and Energy Department, World Bank.
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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 Bector Energy Development Fund in Pakistan

A group of multi-and bi-lateral donors led by the World Bank
have created a Private Sector Eneray 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. 1In
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. FPower 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 Aqreement (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 1local
equity, it is also envisaged that about 10% of the commercial
financing will be raised in the 1local capital market. This
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project, no doubt, will have a big impact on the development of the
capital market in Pakistan. 1In 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 operatcrs 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
Reqgulatory 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 0il,
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
emptasis on private sector involvement is expected in the
forthcoming 7th national plan. However, it is important to
remenber 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 managenments 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 case
opposition. The most likely privatization effort in Thailand in
the near future would be the public sale of common shares in Thai
Inzernational 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 RIG nc longer is talking much abcut
Joint Public Private (JPP) power plants or Independent Power
Producers (IPP). Again the problems appear to be mainly the
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 cuiistrained regarding price
increases and thus its prcfits could suffer.

EGAT has apparently commissioned a study of alternatives for
private participation in electric power generation. Prelirminary
indications are that EGAT might be more favorable to a build own
and lease proiect where EGAT would end up with operational control.
of a plant built and owned by private sponsors.

Cn 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 scld 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 proiects should consider using
the maximum amount of equity and convertible debt
financing.

Bank guarantees of debt issues would likely make them
more attractive for 1local 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 pricas 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) wight 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 Regulatory Issues

The government of Thailand and Bank of Thailand recognize the
importance and appear committed to continued financial market
liberalization and deveiopmernt. 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
managenment,

. 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, Bankirg 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 beth short-term anc
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,
particuiarly for cases involving large amount of funds.
For repatriation of loan principal and interest, or the
sale of stocks or liquidation of enterprise, commercial
kanks 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 gquidelines 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 dereguldtlon 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 te changes. The scope of
activities of banks and finance andé 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 1line
with the recommendation of the Bank for International
Settlement (BIS). Mergers of financial institutions are
also Pncouraged 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 instruients 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 1liquidity 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

- Improv1ng information and disclosure system for
investors

- Improving the basic infrastructure, particularly the
teleccmmunication 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 ke 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, nemely 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 clonsely 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
ore example of how we are trying to learn more from the
i.:cernational 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 includas 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
adjustnent 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
qeared up for a more challenging environment of the
future. The only way in which such challenge may be
faced 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 § or 6 insurance companies
went bankrupt. Suggested changes in insurance company investment
regulations include:

. Extending 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 1level 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 cf projects generating revenues denominated in baht as
would be the case with private power.

However, given the overali magnitude of financing required in
Thaiiand, 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 miilion
in 1989. 1In these cases, foreign exchange risk managemeat becomes
an important issue.

One uwethod 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 goverrment or the Bank
of Thailand to provide foreign exchange risk insurance for a fee.
At present the government dces 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 (354
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 Trans:ier 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 underway 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 hnistory.
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.® Th> principal participants are
local investors some of which invest for the long-term while others
are short-term traders. There 1is, however, significant
participation by investors from Taiwan, Hong Kong, U.S., Europe
and Japan. Marke:t 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 1low
because investors have come to expect 100 percent per year ieturn
in alternative investments. Some professionals believe that it
will take a change in "investiment 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 more attractive for
local investors.

To date the largest debenture issues have been 1C0 million
baht (approx. $4 million) to 300 wmillion baht (approx. $12
million). While the market for debentures could expand
substantially, a change in market psychology away from equities
may be necessary for th's to happen.

The maximum amount which any bank can lend to a single 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 2060 = 50 billion B or about $2
billion. This wnuld of course be difficult to assemble.

Insurance companies and Provident savings funds in Thailand
are small and do litvle 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.

® BAgain 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 augnst, 1990.
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 rore attractive given recent
equity losses.
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Life Insurance Companies are regqulated by the Ministry of
Commerce and some of the investment and other regulations are
viewed as being outdated. Insurance company investment requlations
include:

. Bank guarantees are required on large loans to private firms,

. Maximum term on unsecured loans is 5 years with rollovers
pessible if agreeable to borrower, lender and guarantor,

. Maximum locan 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 are available for 50 percent of
market value for a maximum term of 3 years.

. Equity and debenture investments are limited to 15 percent of
the par alue 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 biliion 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 mill). 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 machlinery.

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 %he 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 be>n 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
chocose 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 Lave 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) cheosing
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:

. 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),

. 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 ofter 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 regqulatory environment in many Asian countries,
which makes capital market reform difficult to achieve. The
fragmented regulatory environment in Thailand prevents any
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 regqulators 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 ne 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. TInitially offshore guaranteed lcans were utilized, then
equity financing filled in, now offshore and onshore private debt
issues are needed which calls for debt market developmert. 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 for 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
aebt, 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 will 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. 1In 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
tine most liquid fixed income markets in the world. 1In 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 money 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 debit could alsc 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 expan< 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 1local 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 ADB is
sponsoring a feasibility study on this topic.

The tax structure needs to be adjusted sc 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 withnolding 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 szacurities for major projects. Such
incentives shculd, 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 1long-term government debt market. Reserve
requirements dictate that 16 percent of bank's total depcsits
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 1local
market for debentures could expand substantially, some believe that
either an aggressive marketing campaign or a change in mnarket
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 for 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 probiems 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. 1In
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 piivate placement long-term financing shculd become
more readily available.
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Table 1t
Theiland Boonomio Btructure

Macro Economic Indicators 1985 1986 1987 1988 1089
GDP Bt bn 1,041.3 1,099.5 i,223.2 1,465.7 coe
Real GDP growth ¢ 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 9,515b
Total long-ternm external
debt $bn 13.3 14.7 17.5 17.8 e
Debt service ratio 3% 14.7 16.2 13.6 12.9 e
Exchange rate (av) Bt per $ 27.20 26.63 25.72 25.29 25.67
March S, 1990 Bt 25.50 per $§
origins of GDP 1988* Components of GDP 1988*
t of total t of total
Manufacturing 24.4 Personal consumption 62.6
Agriculture, forestry, Government consumption 11.0
Fishing & Mining 19.9 Fixed investment 26.3
Construction & utilitiea 7.7 Stockbuilding 1.8
Transport & communications 7.3 Exports 35.2
Wholesale & 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 1968 Principal Imports 1988
$mn $mn
Textiles & garments 2,304 Non-elec*rical machinery 3,467
Rice 1,367 Electrical machinery 1,976
Rubber 1,025 Chenicals 1,786
Tapioca 856 Iron & Steel 1,586
Precious Stones 527 Fual 1,429
Tctal Incl Othiers 15,897 Total Incl Others 19,800
Haln Destinations of Exports 1988 Main Origins of Imports 1988
t of total $ of total
USA 20 Japan 29
Japan 16 USA 14
Singapore 8 Singapore 7
Netherlands 5 West Germany S
West Germany 5 alaysia 4

* Estimates. ° Actual.

Source= The Economist Intelligence Unit "Thailand & Burma:
Country Report,®™ No.1,1990
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Table 2

Weighted Average Free Market Exchange Rates in Bangkok

(seliing rate)

1981 1982 1983 1984 1985 1986 1987 1988 1989
£ Sterling 44.38 40.57 235,09 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 $.11 8.38 9.26 12.12 14.29 14.57 13.75
s$ 10.31 10.84 10.87 11.09 12,39 12.18 12.29 12.65 13.26
Source: Bank of Thailand, Monthly Bulletin.
Table 3t
Trend of Gross Domestic Product
1983 1984 1985 1986 1987 1988*

Total (Bt bn)
At current prices 910.1 973.4 1,041.¢ 1,099.5 1,223.2 1,465.7
At constant (1985)

prices 914.8 080.0 1,041.4 1,062.0 1,101.0 oo
Real change (%) 7.3 7.1 3.5 4.7 3.7 oot
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 20,390 120,171 20,541 e
Real change (%) 5.1 5.1 5.0 -0.4 1.8 cee

Y Estimates.

Source: IMF, International Financial statistics.



Table 43
Gross Domestic Produot by Industrial Origin
(Bt mn; ourrent prices)

$ of $ of
1983 Total 1988* Total
Agriculture 185,628 20.4 247,748 16.9
Mining & Quarrying 26,403 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 2.6
Transportation Communication 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 1.1
Ownership of Dwellings 33,851 3.7 52,702 3.6
Public Admin!stration & 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
' Estimates.
Source: Bank of Thailand, Quarterly Eulletin.
Table 353
Bxpenditure on Gross National Product
(Bt bn; ourrent prioces)
% of %t of
1983 Total 1988* Total
Private Consumption 618.6 68.8 §98.8 62.4
Government Consumption 120.7 13.4 158.4 11.0
Gross Pixed 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
GDP® 924.9 102.8 1,465.7 101.8
Net Income from Abroad -25.4 ~2.8 =-25.3 -1.8
GNP 899.5 100.0 1,440.4 100.0

* Estimates. ® Including Statistical Discrepancy.

Source: Bank of Thailand, Quarterly Bulletin.
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Energy Balance, 1988
(mn tons oil equivalent)

Table ¢

0i1 Gas Coal Electricty oOther Total
Primary Supply
Production 1.9 5.4 2.1 1.3* 11,0 21.7
Imports 12.7 - 0.2 0.1* - 13.0
Exports 0.5 - - - - 0.5
Stock Changse - - - - - -
Total 4.1 5.4 2.3 1.4° 11.0 3.2

0.s° 33.3°

Processing & Transformation
Losses & Transfers 1,5 4.4 1.8 0.4 - 8.1
fransformation Outnut - - - 2.2° - 2.2
Final Consumption
Transport Fuels 9.0 - - - - 9.0
Industrial Fuels 1.5 1.0 0.5 1.1° 1.7 5.8
Residential, etc. 1.6 - - 1.2° 9.3 12.1
Non-enerqgy uUses 0.5 - - - - 0.5
Total . 12.6 l.0 0.5 2.3° 11.0 27.4

¥ Input basis. © Output basis.

Source: Enerqgy Data Associates.



Government Revenues

Table 73
Government Revenues®, BXpenditures & Finances

(3 of Total) 1983 1984 1985 1986 1987 1988 1989
Direct Taxes
Personal Income Tax 10.2 11.6 12.4 11.3 9.5 9.5 8.9
Corporate Income Tax 9.2 9.9 9.6 9.2 8.7 10.6 11.8
Indirect Taxes
Import Duties 19.5 20.0 19.1 18.3 19.8 22.7 21.8
Export Duties 0.7 1.3 0.7 0.5 0.6 0.3 0.1
Business Taxes 17.9 20.4 18.3 16.6 17.2 20.1 20.6
Exclse Taxes 22.2 23.1 23.4 27.3 28.23 23.6 2.3
Others 9.1 5.7 6.7 7.6 7.7 6.8 6.8
Non-tax Revenues 11.2 8.0 9.9 9.3 8.1 6.4 7.7
Total 100.0 100.0 1i00.0 100.0 100.0 100.0 100.0
Total (Bt bn) 143.4 148.2 160.7 169.9 202.0 258.2 327.2
Government Expenditure® (% of total)
1983 1984 1985 1986 1987 1988 1989
Economic Classification:
Current 82.5 84.8 83.5 85.0 85.3 87.1 85.7
Capital 17.5 15.2 16.5 15.0 14.7 12.9 14.3
Functional Classification:
Economic Services 16.9 15.7 15.3 14.7 14.8 13.9 15.2
Social Services 29.1 30.4 9.5 29.4 29.9 29.4 30.2
Defence 18.S 19.8 21.6 20.1 19.6 19.8 18.1
General Administration 15.0 13.3 12.9 12.6 12.7 12.6 13.4
Unallocable 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)
1983 1984 1985 1986 1287 1988 1989
Revenue 143 148 160 169 202 258 328
Expenditure 166 121 192 203 211 222 262
Balance -22 -33 -38 -34 -8 36 85
Financed by:
net domestic borrowings 25 s k| 50 10 28 11
net foeign borrowings 0.9 0.7 u € -32 4 6
net other liabilities of
Treasury -3 -2 -6 =7 -0.3 -0.4 4
use of Treasury
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 mn)
1981 1982 1983 1984 1985 1986"
Gross Domestic
Saving (GDS) 139,579 145,839 146,549 174,704 153,419 171,942
household 88,283 82,327 72,890 82,444 81,286 97,047
private business 66,822 70,904 61,030 89,124 96,437 102,823
public sector 6,907 -3,680 12,079 10,521 780 3,965
of which:
government 5,023 -7,062 4,807 189 -5,584 -4,335
state enterprises 1,884 3,382 7,272 10,332 7,364 8,300
statistical
discrepancies -22,433 -3,712 -20,450 -7,385 =-25,084 -31,893
Gross domestic
Investment (GDI) 194,479 177,772 212,271 236,645 244,411 235,705
private business 120,467 113,415 133,068 147,264 141,191 144,302
public sector 68,600 66,483 72,924 81,535 90,888 88,832
change in stocks 5,412 -2,126 6,279 7,846 12,332 2,571
GDP at current prices 786,166 046,136 924,913 988,863 1,041,354 1,098,362
GDS/GDP 17.8 18.4 15.8 17.7 14.7 15.7
GDI/GDP 24.7 21.0 23.0 23.9 23.5 21.5
* Estimates.
Source: Bank of Thailand, Quarterly Bulletin.
Table 9
Struoture of Interest Rates
(%)
1984 1985 1986 1987 1988 1989
Bank of Thailand:
loan rates 12,0-13.5 11.0-12.0 8.00 8.00 £.00 8.00
Commercial banks:
loan rate 17.5-19.0 17.5-19.,0 15.00 15.00 15.07 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
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Table 10t

Money 8upply
{Bt bn; end period)

1983 1984 1985 1986 1987 1988 1989
Money Supply (M1) 83.72 93.34 85.86 103.43 132.40 148.50 174.21
Money Supply(M2) 451.20 542.45 593.49 672.77 308.58 956.10 1206.61
Domestic Credit: 568.19 666.08 725.61 771.96 903.82 1050.80 1298.17
government 165.76 189.60 198.25 219.28 222.98 176,10 175.60
private 402.43 476.46 527.33 552.6€7 680.84 864.70 1122,60
Source: Bank of Thailand, Quarterly Bulletin.
Table 11t
Trend of Foreign Trade
(Bt mn)
1983 1984 1985 1986 1987 1983 1989"
Exports (fob) 146,472 175,237 193,366 ©33,383 299,853 403,570 515,74
Imports(cif) 236,609 245,155 251,169 241,358 334,209 513,114 656,42
Balanoce -90,137 -69,918 -57,802 -7,975 =34,356 -109,544 -140,68
Index numbers
(1985 = 100):
terms of trade 108.47 105.91 100.00 110.72 109.57 107.58 102.99
volume of
exports 84.45 99,83 100.00 119.05 137.33 195.38 326.81

* Provisional

Source:

Bank of Thailand, Annual Review.



Table 121

Kain Commodities Exported & 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
circuita 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 12,973
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 1985 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 6,057 6,051 6,364 6,103 8,022 10,844 13,474
Vehicles & parts 11,416 11,834 9,292 8,939 15,217 29,659 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.
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Table 133

Reserves

International Liquidity

($ mn; end year)

1983 1984 1985 1386 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 IMP 30 28 32 35 41 39
Gold (mn troy oz) 2,487 2,487 2,487 2,487 2,476 2,476
Gold valuation® 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
Balance of payments
($ mn)
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
Inports 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 lo08 124 115 118 161 125
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 External Debt

($ mn)
1983 1984 1985 1986 1987

ss external debt* 13,867 14,981 15,528 18,549 20,710
which:

ng term debt® 9,656 10,638 13,307 14,720 17,131
rivate non-guaranteed 2,655 3,372 3,370 3,108 3,108
hort term debt® 3,305 3,551 3,200 2,840 2,664
blic disbursed® 7,000 7,266 9,937 11,613 14,023
. which:
Mficial creditors 4,280 4,504 5,844 7,163 8,631
ultilateral 2,419 2,507 3,198 3,861 4,482
Flateral 1,861 1,997 2,646 3,303 4,150
ivate creditors 2,720 2,762 4,093 4,449 5,391
uppliers 223 337 488 588 691
nancial markets 2,497 2,425 3,605 3,861 4,700
bt service 939 1,251 1,496 1,857 1,947
'which:
rincipal 417 688 893 1,207 1,102
pterest 522 563 603 751 845
bt service ratio (%)* 10.2 12.0 14.6 16.2 13.6
oss external liabilities/GNP (%) 35.5 36.8 47.8 45.3 44.2
ncessional Loans’ share of disbursed

Pbllc debt (%) 21.6 22,1 21.3 23.2 25.0
riable interest rate loans' share of

sbursed public debt (%) 30.6 29.5 32.5 33.5

ort term debt share of gross external

bilities (%) 23.8 23.7 18.2 15.3 12.9

K/ate debt share of total long term debt (%) 27.5 31.7 253 211 18.1

ong term debt (original maturity over one year), use of IMF credit and short term debt.
'ublic and private.  Including publicly guaranteed private debt. ° Long term public debt service as a percentage of exports

ods and services.

wrce: World Bank, World Debt Tables.
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Table 17:

Ranking of Thai Commerclal Banks, December 31, 1988

(Billion baht)
Total Total

Domestic Banks Assets Foreign Banks Assets
Bangkok Bank Ltd. 350.8 Tne Bank of Tokyo 10.8
Krung Thai Bank Ltd. 176.4 The Mitsul Bank Ltd. 10.5
Thal Farmers Bank Ltd. 156.4 Citibank NA 6.1
The Siam Commerclal Bank Ltd. 103.3 Doutsche Bank (Asla) 5.0
Bank of Ayudhya Ltd. 70.2 The Chase Manhattan Bank NA 4.5
The Thal Military Bank Ltd. 69.6 Banque Indosuez 3.6
First Bangkok City Bank Ltd. 476 Hongkong & Shanghal Banking Corp. 3.2
The Siam City Bank Ltd. 46.6 Bank of America NT&SA 3.0
Bangkok Metropolitan Bank Ltd. 44.7 Standard Chartered Bank 2.8
The Bangkok Bank of Commerce Ltd. 38.2 United Malayan Banking Corp. Ltd. 1.7
The Bank of Asla Ltd. 324 Bharat Overseas Bank Ltd. 1.1
The Union Bank of Bangkok Ltd. 194 Security Paclfic Asian Bank 0.9
The Thai Danu Bank Ltd. 14.2 internat’l Commerclal Bank of China 0.7
Nakornthon Bank Ltd. 11.0 Four Seas Communications Bank Ltd. 0.5
The Laem Thong Bank Ltd. 5.5

Total assets 1,186.0 54.5

Source: Bangkok Bank Ltd.



Table 18:
Commerclal Bank Concentration
(in percentage shares 3)

........ Total Assets ......... Deposits Branches

3ank 1962 1972 1980 1988 1988 1988
Jangkok Bank 215 295 345 283 28.7 16.4
{rung Thal Bank 187 146 134 142 16.5 13.8
rhal Farmers Bank 45 69 114 126 13.5 14.5
slam Commercial Bank 5.6 4.9 5.5 8.3 89 5.8
Jank of Ayudhya 5.3 6.3 47 5.7 56 8.1
"hal Military Bank 25 3.3 28 5.6 6.0 7.3
‘irst Bangkok City Bank 24 3.4 3.3 3.8 3.1 25
>iam City Bank 3.6 40 29 3.8 3.5 4.8
3angkok Metropolitan Bank 3.5 49 4.5 3.6 34 5.4
3angkok Bank of Commerce 43 3.6 3.7 3.1 34 6.8
Jank of Asla 3.1 24 1.8 26 23 23
Jnion Bank of Bangkok 3.0 23 1.5 1.6 1.6 4.2
‘hal Danu Bank 1.6 1.3 0.9 1.1 1.2 1.4
lokorntiion Bank 0.9 0.9 1.2

aem Thong Bank 23 0.8 0.6 0.4 0.4 0.5
‘oreign banks 16.7 9.7 59 44 20 0.9
-bank concentration 447 510 593 55.1 577 448
-bank concentration 503 559 648 634 66.6 54.5
-bai.. concentration 5566 622 695 ©69.1 72.2 62.6
lerfindahl Index 0.113 0.138 0.165 0.138 0.145 0.102

a Columns may not add to 100 because of rounding.



Market Capiltalization of SET Listed Equities, 1980-88

Table 19:

(Billion baht)
1980 1981 1982 1983 1984 1985 1985 1987 1988
Common shares 28.8 23.0 289 342 457 43.8 742 135.0 213.1
Preferred shares 0.06 0.05 0.05 0.15 0.18 0.17 0.21 0.37 0.55
Unht Trusts 0.43 0.33 0.40 040 054 0.51 0.70 204 334
Source: BOT.
Table 20:
Market Capltalization 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 08
Warehouse & Silo 3 1.68 0.4
Hotel 3 12.13 3.1
Packaging 6 9.18 24
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 1 10.91 28
Electrical 2 2.58 0.7
Others 24 49.29 127
148 367.34 100.0
Source: Phatra Research Institute, Stock Market Mid Year Review, 1989.
Table 21:
Foreign Portfollio 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 43 16.6
Source: BOT.
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Table 22:
Primary Debt Securlties Market, 1980-88
Amount Issued (Billion Baht)

1980 1981 1982 1983 1984 985 1986 1987 1988
Government bonds 140 232 245 187 350 263 408 292 205
State enterprise honds 1.5 26 0.5 - 0.1 34 3.9 1.7 2.2
BOT bonds - - - - - - - - 0.1
Debentures (by
private firms) - - 005 - - - 0.8 25 0.5
Floating rate notes - . - - - - - - 1.2
Source: BOT.
Table 23:
Holders of Treasury Bills, 1980-88
(million baht)
1980 1981 1982 1983 1984 1985 1986 1987 1988
Bank of Thalland 6,258 3,385 5,755 8,154 4,850 9,709 4485 9460 -
Exchange Equalization
Fund /a 1409 1240 1,568 1,000 1,800 2,067 2000 2000 1,960
Commercial Banks 330 3335 2,197 935 5,250 35 1,850 - -
Others 403 440 379 341 890 446 3,597 40 40

/a This Is a government-owned account which holds a portion of the country’s forelgn exchange reserves.

Source: BOT.

Table 24:

Primary Money Market Instruments, 1980-88
(million bant)
1980 1981 1082 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 - 2382 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.
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Table 25
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Table 26
8ET Market Performance
(As of December 1989)
Market Ferformance (Corporate Becurities)

Turnover Value

Mil. B(,000,000) SET Index
Year Total Daily Ave. High Low Close
(Date) (Date)
1975 559.54 3.37 100.12 84.08 84.08
(23/7) (30/12)
1976 993.54 4.01 83.96 7€.44 82.70
(2/1) (17/3
1977 26,282.10 106.84 205.80 82.48 181.59
(7/11) (1/8)
1978 57,065.75 231.97 266.20 180.79 257.73
(24/11) (1/8)
1979 22,450.55 90.53 259.82 146.12 149.40
(2/1) (12/37~)
1980 6,543.22 26.41 148.23 113.33 124.67
(2/1) (9.9)
1981 2,521.20 10.21 129.03 103.19 106.62
(12/2) (8/9)
1982 5,877.97 23.89 138.77 102.03 123.50
(13/9) (14/4)
1983 9,120.55 36.93 148.36 12z.88 134.47
(29/7) (13/1)
1984 10,595.16 42,72 144.83 128.69 142.29
(3/12) (18/4)
1985 15,333.99 62.59 158.08 132.76 134.95
(31/7) (24/12)
1986 24,993.46 101.19 207.98 127.26 207.20
(26/12)  (19/6)
1987 122,138.49 494.49 472.86 203.14 284.94
(16/10) (16/2)
1988 156,457.23 633.43 471.45 287.71 386.73
(8/8) (4/1)
1989 377,0587.01 1,526.59 879.19 391.23 879.19

(29/12)  (3/1)

Source = Securities Market in Thailand 1990



Table 27:
Foreign Investors and Foreign Investment Funds

Years Foreign Investment %
(Mil. baht) of Total Turnover

1982 238.35 2.05

1983 338.91 1.83

1984 1,185.27 5.51

1985 1,596.05 4.84

1986 4,617.20 _ 7.76

1987 25,501.10 10.36

1988 40,276.07 12.86

1589 97,284.96 12.90

Source = Securities Market in Thailand 1990



ITEM 1981
CORPORATE SECURITIES
Annual Turnover - Volume (mil. shares) 30.00
- Value (bil. baht) 2.52
Average Turnover - Monthly (mil.baht) 210.10
- Daily (mil. baht) 10.21
Turnover by Types of Securities
- Common and Preferred Shares (mil. baht) 2.36
- Unit Trusts 162.31
- Debentures (mil. baht) 0.72
- Convertible Debentures (mil. baht) +
SET Index* 106.62
Market Dividend Yield~ X) 9.57
Mark=t P/E Ratio* 9.52
Capital Mobilized by Quoted Companies (mil. baht) 1,084.36
Number of Quoted Companies 80
- Listed 76
- Authorized 4
Number of lssues 86
- Listed 81
- Authorized 5
Total Capitalization
- Nominal vatue (bil. baht) 14.83
- Market Value (bil. baht) 23.467
GOVERNMENT SECURITIES
Annual Turnover - Volume (mil. units) 0.92
- Value (mil. baht) 376.48
Number of Listed Issues 85
Total Capitalization - Nominal Value (bil. baht) 89.67

* End of Year + No Listed Issue

Source = Securities Market in Thailand 1990

<
&

1982

60.7
5.88
489.83
23.89

5.48
395.43

+

+
123.59
8.53
11.83
2,163.88
81

85
81

16.55
29.44

0.10
87.75
103
110.38

Table 28:
Highlights Statistics on Quoted Securities

1983 1984 1985 1986 1987 1988
71.20 83.27 99.34 . 153.67 923.59 1,579.65
9.12 10.60 15.33 26.99 122.14 156.46
760.05 882.93 1,277.83 2,082.79 10,178.21 13,038.10
36.93 42.72 62.59 101.19 494.49 633.44
8.76 10.26 16.99 24 .49 112.72 133.43
364.20 336.53 346.39 497.97 6,428.97 6,937.81
+ + + 2.67 25.72 30.88

+ + + + + +
134.47 142.29 134.95 207.20 284 .94 386.73
6.97 9.07 8.15 4.30 3.86 3.84
6.54 7.19 9.59 12.34 9.31 12.03
1,459.15 6,459.15 4,143.32 2,167.98 14,515.17 10,880.64
88 96 97 93 109 141
85 v3 95 92 102 122
3 3 2 1 7 19
92 99 100 98 125 165
&8 95 97 96 117 145
4 4 3 2 8 20
18.08 22.59 24.58 24.35 38.48 53.50
34.79 47.43 49.46 75.20 138.16 223,65
1.73 1.85 7.04 6.32 1.27 0.21
203.35 276.01 1,148.87 4,854.76 1,282.31 192.01
124 130 134 142 129 144
135.92 152.74 180.46 202.34 206.86 203.81

1989

3.253.64
377.03
31,419.02
1,526.43

338.54
6,078.28
658.08
40.01
879.19
2.07
26.39
25,311.82
175

145

30

218

186

32

T7.44
659.50

0.27
38.83
44
198.70



2

Year

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

1989

No. of

Shares

(Mil. Shares)
116.09
125.80
142.48
151.87
178.50
205.91
299.16
322.81
355.85

1,460.42

2,816.01

By Type

Table 29:

Shareownership of Corporate Securities

(Mil. Shares;
Institution

Individual

42.37
(36.50%)
39.92
(31.73%)
44 .24
(31.05%)
47.04
(30.97X)
53.94
€30.22%)
75.32
(36.58%)
88.15
(29.47%)
95.08
(29.45%)
88.52
(24.88%)
624.27
(42.75%)
1,246.23
(44 .25%)

Source = Securities Market in Thailand 1990

3.7
(63.50%)
85.88
(68.27%)
98.24
(68.95%)
104.83
(69.03%)
124.56
(69.78%)
130.59
(63.42%)
211.00
(70.53%)
277.73
(70.55%)
267.33
(75.12%)
836.15
(57.25%)
1,569.79
(55.75%)

By Nationality

(Mil. Shares)
Domestic

102.12
(87.97X)
111.07
(88.29%)
124.68
(87.51%)
132.12
(87.00%)
154.93
(86.79%)
177.44
(86.71%)
239.12
(79.93%)
251.05
(T7.77%)
260.35
(73.16%)
1,278.63
(87.55%)
2,466.85
(87.60%)

Foreign

13.97
€12.03%)
14.73
(11.71%)
17.80
(12.49%)
19.75
(13.00%)
23.57
€13.21%)
28.83
€13.83X)
60.63
€20.07%)
71.76
(22.23%)
95.51
(26.84%)
181.79
€12.45%)
349.17
€12.40%)

By Capitalization
(Mil. Baht)

Domestic

50,933.50
(79.33%)
107,636.70
(76.85%)
167,560.65
€(76.51%)
479,235.88
(73.12%)

Foreign

15,797.06
(23.67%)
32,416.%
(23.15%)
51,449.43
(23.49%)
176,173.87
(26.88%)

Total

66,730.56
€100.00%)
140,052.84
€100.00%)
219,010.08
€100.00%)
655,409.75
(100.00%)



ahY

Year

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

Corporate Securities

Units

2,943,446
5,174,573
97,119,688
178,928,420
97,277,223
58,264,782
30,000, 738
60,758,778
71,199,747
83,267,804
99,341,183
153,665,795
923,592,208
1,579,646,570
3,253,636,527

Mil. Baht

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
26,993.46
122,138.49
156,457.23
377,028.18

Source ~ SET Fact Book 1990

Table 30:

Turnover of Corporate and Government Securities

Government Securities

Units

957,374
994,737
590,000
288,562
124,760

10,000
915,714
97,650

1,729,170

1,805,477

7,036,544

6,323,799

1,268,759
210,57
265,557

Mil. Baht Units

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
274.01 85,118,281
1,148.87 106,377,727
4,854.74 159,988,994
1,282.42 924,860,367
192.13 1,579,857,144
38.83 3,253,902,084

Total

Mil. Baht

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

Daily Average

Turnover
(Kil. Baht)

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

Percent of
Total Value
Corporate Government
Securities Securities
36.74 63.26
59.10 40.90
98.83 1.17
99.64 0.36
99.63 0.37
99.85 0.15
87.01 12.%9
98.53 1.47
97.82 2.18
97.46 2.54
93.03 6.97
83.74 16.26
98.96 1.04
99.88 0.12
99.99 0.01



Table 31:
Turnover of Corporate and Government Securities, by Types of Securities

Common Shares Preferred Shares Unit Trusts
Convertible Debenture Debentures Total
Year Shares Mil. Baht Shares Mil. Baht Units Mil. Baht Shares Mil. Baht Shares Mil. Baht Units Mil. Baht
1975 2,831,196 547.66 11,995 1.55 + + 800 0.08 99,455 10.25 2,943,446 559.54
1976 5,004,468 972.01 67,150 9.09 * + - - 102,955 12.44 5,174,573 993.54
1977 94,420,745 26,014.00 134,150 37.81 2,498,175 222.64 - - 66,350 7.65 97.119,420 26,282.10
1978 141,238,221 53,456.95 161,100 45.52 36,795,160 3,489.90 - - 733,207 73.38 178,928,688 57,065.75
1979 78,560,257 21,776.86 52,606 8.12 18,599,970 658.26 - - 64,390 7.3 97,277,223 22,450.55
1980 44,266,903 6,301.15 6,080 1.27 13,971,639 246,78 - - 160 0.02 58,244,782 6,549.22
1981 19,062,553 2,358.16 4 0.01 10,930,532 162.31 - - 7,649 0.72 30,000,738 2,521.20
1982 38,280,617 5,479.34 10,820 2.20 22,467,341 396.43 - - - - 60,758,778 5,877.97
1983 52,366,352 8,751.77 37,260 4.58 18,796,135 364.20 - - - - 71,199,747 9,120.55
1984 63,596,126 10,223.66 64,890 35.00 19,306,788 336.53 - - + + 83,267,804 10,595.19
1985 84,534,875 14,938.37 155,313 49.23 14,650,995 346.39 - - + @ 99,341,183 15,333.99
1986 133,794,176 24 ,4.88.39 29,230 4.43 19,815,789 497.97 - - 26,000 2.67 153,665,195 24 ,993.46
1987 645,645,120 112,386.82 955,159 337.34 268,902,553 6,428.97 - - 232,295 25.72 915,735,127 119,179.35
1988  1,124,445,537 133,097.67 901,145 330.95 414,879,445 6,937.81 - - 215,330 30.89 1,540,441,457 140,397.32
1989 2,716,332,073 338,537.57 340,260 161.88 443,117,500 6,078.28 25,350 40.01 2,403,275 658.08 3,162,218,458 345,475.82

Source = SET Fact Book 1990



Year

1975
1976
1977
1978
197
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989

J

Savings Bonds

Units Mil. Baht

4,000
500

A

0.40
0.50

Government Bonds

Loan Bonds

Unite Mil. Baht Units
58,354 57.64 895,020
564,661 253.67 387,735
530,965 251.01 57,623
288,553 206.62 9
113,520 62.71 11,240
- - 10,000
631,936 77.60 275,778
21,000 .10 76,650
5,570 0.61 9,400
628,270 65.13 64,168
1,453,315 148.19 188,000
2,491,805 268.27 3,831,994
283,000 29.50 933,159
61,443 8.17 149,031
256,347 28.06 9,210

Turnover of Government Securities, by Types of Secutities

Investment Bonds

Mil. Baht
905.34 957,734
391.90 952,896
57.16 587,988
0.03 288,562

19.86 124,760
10.00 10,000

290.88 907,714
85.65 97,650
9.85 14,970

60.09 692,438
193.19 1,641,315
4,586.49 6,323,799
1,165.89 1,216,159
182.96 210474
10.77 265,557

Total

Units Mil. Baht

963.38
645.62
308.17
206.65
82.57
10.00
368.48
87.75
10.46
125.22

Table 32

EGAT

Investment Bonds

Unit Mil. Bsht

+
41,841
2,012

1,714,200
1,158,039

192.89
150.79

341.38 5,395,229  807.49

4,854.76
1,195.39
191.13
38.83

+

+
+
+

+

+
+
+

IFCY

Debentures

Units Mil. Baht

+ 4+ ¢ 4+ o

+ ¢+ 4+ 4+ e

Government
Housing
Bank Bonds

Units Mil. Bsht

+ + + + 4

8,000

Investment Bonds

Units Mil. Baht

+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
+ +
50,000 65.44

PTT

TOT
Loan Bonds

Units Mil. Baht

+ +

+ +

+ +

+ +

. +

+ +

. +

. +

+ +

+ +

+ +

+ +
2.000 23.5y

100 1.00

+

+



Table 33:
Number of Quoted Companies and Securities by Sectors

Corporate Sector Government Sector
Government
As of Number of Companies Number of Securities Government Bonds SGAT IFCT Housing PTY TOT
Listed 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 - - - - - 2 - - - 2
31712/75 16 5 21 20 7 27 1 19 16 > - 2 - - - 38
31712776 22 3 25 27 5 32 1 23 17 41 7 2 - - - 50
31/12/77 36 3 39 b 4 46 1 28 18 47 6 2 - - - 55
31712778 57 4 61 66 5 k4 1 28 22 51 4 - - - - 55
31712/79 65 4 69 [£ 5 78 1 33 24 58 2 - - - - 60
31712780 7 5 7 79 6 85 1 42 27 70 - - 1 - - 7
31/712/81 76 4 80 81 5 86 1 51 32 84 - - 1 - - 85
31/12/82 78 3 81 81 4 85 1 65 36 102 - - 1 - - 103
31/712/83 85 3 88 88 4 92 1 7 44 122 1 - 1 - - 124
31/712/84 93 3 96 95 4 99 - 81 47 128 1 - 1 - - 130
31/712/85 95 2 97 97 3 100 - 7 53 132 - - 1 - - 134
31/712/86 92 1 93 9% 2 98 - » 62 137 - - 1 1 - 139
31/12/87 102 7 109 17 8 125 - 57 69 126 - 2 1 1 1 129
31/12/88 122 19 141 145 20 165 - 68 3 141 - - 1 2 1 144
31712789 145 30 175 186 32 218 - 65 76 141 - - 1 2 - 144

Source = SET Fact Book 1990

n .
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Industries

1. Financial Institutions
Banking
IFCT
Finance and Securities
Insurance
2. Commerce
3. Services
Warehouse and Silo
Hotel
4. Industrials
Package
Construction Materials
and Interior Furnshings
Aatomotive
Textiles & Ciothing
Mining
Food & Beverage
Electrical Equipment
5. Others
Total

Shares

333,230,000
234,000,000
6,000,400
60,410,000
32,820,000
48,450,000
3,400,000

53,256,500
2,500,000

3,000,000
12,000,000
28,806,500

300,000
950,000
5,700,000
180,700,000

Table 35:
Capital Mobilizations by Share Allotment Methods in 1989

Total Shareholders
Value (B. Mil.) Value (B. Mil.)
Nominal Subscription Shares Nominal Subscription Shares
6,421.80 14,398.42 305,295,959 5,702.03 12,089.88 15,910,000
4,600.00 9,361.50 230,700,000 &,270.00 8,587.50 3,300,000
600.00 870.00 4,530,000 453,00 656.85 -
893.80 1,811.42 42,505,959 713.53 1,165.78 7,350,000
328.00 2,355.50 27,560,000 265.50 1,679.75 5,260,000
1,425.00 3,527.50 46,450,000 1,405.00 3,290.00 2,000,000
54.00 425.00 3,400,000 54.00 425.00 -
931.15 2,732.90 39,260,000 727.60 1,229.40 13,996,500
25.00 25.00 2,500,000 25.00 25.00 -
120.00 675.50 1,500,000 60.00 185.00 1,500,000
120.00 120.00 12,000,000 120.00 120.00 -
531.65 1,526.45 17,175,000 396.75 617.25 11,631,500
30.00 45.00 300,000 2.00 45.00 -
47.50 73.75 950,000 47.50 73.75 -
57.00 267.20 4,835,000 48.35 163.40 865,000
1,806.00 3,883.00 177,500,000 1,775.00 3,370.00 3,000,000

619,036,500 10,637.95

264,966.82 571,905,959 9,663.63 20,404.28 34,906,500

Public
Value (B. Kil.)
Nominal Subscription
520.00 2,009.50
330.00 774.00
127.50 559.75
62.50 &75.75
20.00 237.50
203.55 1,50%.50
60.00 490.50
134.90 909.206
8.65 103.80
30.00 512.00
773.55 4,262.50

3hares

12,624,041
1,470,000
10,554,041

200,000
12,224,041

Others
Value (B. Mil.)
Nomina! Subscription

199.77 299.04
147.00 213.15
52.77 85.89

1.00 1.00
200.77 300.04



Year

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1983
1989

Capital Increase Announcements

Companies

5
5
14
34
7
3
5
10
8
12
14
15
22
39
43

Table 36:

Capital Incresse Announcements and Capital Mobilizations 1975-1989

Shares

1,310,000
3,618,942
9,755,000

103,265,000

20,090,060
2,250,000
9,910,000

13,474,000

57,300,000

37,200,060

54,060,000

92,725,000

836,605,000

258,105,000

974,858,340

Source = SET Fact Book 1990

Nominal
Value
(B. Mil.)

131.00
451.89
975.50

10,461.50

2,009.00
225.00
991.00
986.14

5,562.00

3,007.50

5,006.00

2,766.50

11,716.25

9,849.00

12,090.92

Companies

4

5
10
26
27
10
10
16
16
27
23
21
36
&7
70

New Shares Issuance

Shares

1,010,000
2,026,942
4,518,000

22,976,000
22,713,619
5,483,477
7,986,555
17,234,375
10,882,868
41,598,567
32,809, 044
76,456,935

211,636,475

259,763,908

619,036,500

Nominal

Subscription

valua (B. Mil.)

101.00
292.49
451.80
2,432.60
2,271.36
543.35
798.65
1,723.44
1,051.80
3,281.53
2,880.90
1,564.69
7.304.61
4,907.18
10,637.95

107.75
294.74
935.28
3,997.80
2,890.09
696.45
1,084.35
2,163.88
1,459.15
6,499.95
4,143.32
2,167.98
14,515.17
10,880.64
24 ,966.82
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Government Securities

(B. Mil.)
Government Bonds
Savings
Number of Issues
Amount Issued (B

Mil.

Debt Outstanding(B Mil.)

Loan

Number of Issues
Amount Issued (B
Debt Outstanding

Investment

Number of Issues
Amount Issued (B
Debt Outstanding

Total

Number of Issues
Amount Issued (B
Debt Outstanding

Mil.)
(B Mil.)

Mil.)
(B Mil.)

Mil.)
(B Mil.)

EGAT Investment Bonds

Number of Issues

Amount Listed (B Mil.)

IFCT Debentures

Number of Issues

Amount Listed (B Mil.)

GHB Bonds

Nurber of Issues

Amount Listed (B Mil.)
PTT Investment Bonds

Nunber of Issues

Amount Listed (B Mil.)

TOT Loan Bonds

Number of Issues

Amount Listed (B Mil.)

Grand Total

Number of Issues

Amount Listed (B Mil.)
Source = SET Fact Book 1990

31/12/80 31/12/81

48.82
46.53

42
38,598.88
38,598.88

27
38,515.66
38,515.66

70
77,163.36
77,161.07

(4l
78,048.26

48.82
46.53

51
43,182.71
42,298.25

32
46,624.23
46,434.23

84
89,665.76
88,779.01

85
89,666.20

31712/82

55,548.08
55,548.08

53,897.71
53,897.7

31712/83

1 1
48.82 48.82
46.53 46,53

65 7
64,996.52
64,996.52

36 44
69,487.32
69,487.32

102 122

109,494.61 134,532.66
109,492.32 134,530.37

- 1

- 500.00

1 1
887.19 887.19
103 124

110,379.51 135,917.56

Table 37:

31712784

81
71,267.63
70,868.41

&7
80,487.32
80,487.32

128
151,754.95
151,355.73

1
590.00

130
152,742.92

Listed Government Securities by Types of Securities

31712/85 31/12/86 31712/87 31/12/88 31/12/89

™ 7 57 68 65
72,809.94 71,947.78 57,379.04 66,497.65 64,720.59
72,216.24 69,903.88 55,714.00 S5&,503.09 45,055.59
53 62 69 73 76
106,820.71 131,915.22 150,112.41 163,712.41 169,712.41
106,820.71 131,011.91 148,874.10 144,876.62 150,907.57
132 137 126 14 141
179,630.65 203,863.00 207,491.45 230,379.71 234,433.00
179,034.95 200,915.79 204,588.10 201,379.71 195,963.16
1 1 1 1 1
887.19 887.19 887.19 887.19 887.19
2 2 1 1 1
5642.00 542.00 562.00 1,542.00 1,542.00

- - 1 - -

- - 845.00 - -
134 139 129 144 144
180,464.14 202,344.98 206,862.29 203,808.90 198,392.35
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http:57,379.04
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http:55,548.08
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http:38,598.88
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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
iscal 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
Bangkck, Thailand
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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
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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 ¢f 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
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