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EXECUTIVE SUMYA3Y 

The f i v e - y e a r  F i n 3 n c i a l  Rescurces Y c b i l i z a t i o n  P r o j e c t  w i l l  a s s i s t  t he  
Govc rmen t  o f  t:e P h i l i p p i n e ;  ( G C P )  t o  sTrengthen t h s  r o i e  o f  the  p r i * ~ z t ?  
s z c t o r  i n  tBe eccnomy, thereb:~ j u p p o r t i n g  t h e  ecoccmic recovery  goal  o f  
i nc reased  emplog7ent and i n c c n e r .  P r o j e c t  f und ing  w i l l  t o t a i  an es t imated  
513.577 m i l l i c n .  A10 w i l l  p r o v i d e  $8.5  m i l l i o n  o f  b i l a t e r a l  Ge , i? !oo~en t  
Ass is tancz  ( D A )  f ucd ing .  The COP w i l l  c o n t r i b u t e  an s s t i m t e d  14.353 m i i l i o n  
and p r i v a t z  P h i l i o o ' n e  i n v l s t o r s  an es t imated  $0.206 m i i i i c n .  

The purpose c f  the  ~ r o j + c t  i s  t . r o f a l d :  (a )  To enhanc? :he envir-cnnent f a r  
m o j i l i z i n g  p r i v a t e  :ern f i n a n c i a l  ressurcss  f c r  invosme:: i r l  o r s d x t i v e  
p r i v a t e  e n t e r p r i s e s ,  and (0) t c  reduce the burden o f  tne  p j c i i c  co rpo ra t i ons  
and acqu i r zd  assz t s  cn  the  n a t i o n a l  budget .  

( $ 3  
e'4u 

The 
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mob 
sec 

The o r o j e c t  i n c l udes  two major  components, a  p r i v a t i z a t i o n  compenent and a  
c a o i t d l  ma r te t s  development comoonent. Under p r i v a t i z a t i o n ,  A13 w i l l  a s j i s t  
the  G3P w ' tn  i m p l m e n t a t i o n  o f  i t s  program t o  p r i v a z i z e  i e i a c t e d  s ta te-owred 
co rpo ra t i ons  an? acqu i r ed  asse ts  th rough  the  r e c e n t l y  e s t a b l i s h e d  Asset 
P r i v a t i z a t i o n  T rus t  and e x i s t i n g  asse t  d i sposa l  u n i t s  (ADUS), a rd  ACUs t o  be 
e s t a b l i s h e d .  AID-f inanced i n p u t s  w i l l  i n c l u d e  sho r t -  an3 long- term t e c h n i c a l  
ass i s t ance  i n  investment  bank ing,  l e g a l ,  accoun t ing  and eng inee r i ns  areas 

.770 m i l l i o n ) ;  p o l i c y  s t u d i e s  ($0.535 m i l l i o n ) ;  and l i m i t e d  q u a n t i t i e s  o f  
i pment ( 3 3 . 2 5 d  m i l l i o n ) .  

c a p i t a l  mari.et development component w i i l  as ; is t  a p p r o p r i a t e  govetn;ient 
p r i v a t e  sec to r  e n t i t i e s  t o  s t r eng then  the c a p a c i t y  o f  c a p i t a l  na r ke t s  t o  
l i z e  p r i v a t e  te rm c a p i t a l  and encourage an i nc rease  i n  t he  supply  o f  i 

u r i  t i e s .  Expected ou tpu t s  i n c l u d e  p roposa ls  f o r  r e v i s e d  l e g i  s la t - ion  and 
r e g u l a t i o n s  submi t ted  t o  Congress and an improved S e c u r i t i e s  and Exchange 
Commission s e r v i n g  i n  a  developmental  as w e l l  as a  r e g u l a t o r y  capac i t y .  
A . I . D .  p r o j e c t  funds w i l l  f i n a n c e  t e c h n i c a l  ass i s t ance  ($1.530 m i l : i o n > ;  
t r a i n i n g  ($0.125 m i l l i o n ) ;  computer equipment a c q u i s i t i o n  ($0.8 m i l l i o n > ;  and 
a  c a p i t a l  development market  conference ($0.025 m i l l i o n ) .  For  bo th  
corponcnts ,  an a d d i t i o n a l  $1.465 m i l l i o n  i s  budgeted f o r  e v a l u a t i o n ,  a u d i t ,  
i n f l a t i o n  and cont ingency.  

The p r i n c i p a l  GOP implement ing agency f o r  the  p r i v a t i z a t i o n  component w i l l  
be t h e  Department o f  Flnance. Thz C a p i t a l  Market  Development Working 
Group -- w i t h  the S e c r e t a r l a t  i n  t he  Department o f  Trade and I n d u s t r y  -- w i l l  
serve as t h e  p r ima ry  Implement ing e n t i t y  f o r  t h e  l e g a l l r e g u l a t o r y  and 
i n s t i t u t i o n a l  development a c t i v i t i e s  o f  the c a p i t a l  market  development 
component. An I n v e s t o r s '  Promot ion Group t o  be formed under the  p r o j e c t  w i  1 1 
coo rd i na te  d i r e c t l y  w i t h  A . I . D .  t o  implement a c t i v i t i e s  f o r  the development o f  
a  p r i v a t e  investment  company. 

The p r o j e c t  w i l l  p rocure  t e c h n i c a l  ass is tance  f o r  t he  p r o j e c t  through a  
c m b i n a t i o n  o f  hosr  coun t r y  and A ID -d i r ec t  c o n t r a c t s .  



5. C c m n ~ r f i t i e s  f i n a n c 2 d  by . A . I . G .  under t l i e  ?rojec-! s h 3 l i  l?ave t he i r  
source and o r i g i n  i n  t h e  Coopera t ing  Count ry  c r  i n  t h e  U n i t e d  S f a t ? j ,  
e x c e 9 t  as A . 1  .D. my o t h e m i  se agree i n  w r i t i n g .  Excep t  f o r  ocean 
:h i?? i  ng, t h e  s u p p l i e r s  o f  commodit ies o r  se rv i cz ;  sns l  1 have 2 2  
C o o ? s r a t i  ng Country o r  the :Jni ied S t a t 3 s  3s . thei  in p i a c e  of na:icn;:- ! :y, 
? x c e ? t  as A .  I .@. nay ot!ierwi;? agr2e i n  - 4 t i n g .  Cc?m s ; l i ? p i  n,: 
Fi:lanced by A . I .  3. under t i l e  ? r o J e c t  snai  1, exc2pt  1s A. I . J .  xi:f 

t , j l e r . v i  52 agree i n  w r i t i n g ,  be f i nanced  only  on f l a g  vesse l  s o f  Ylz 
U n i t e d  S t a t e s .  

L' Ass i  s t a n t  ~ d m i n i  s t x t s r  
As ia  and Near E a s t  Suraau 

Date: 7 / / {  /I? ,? 
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I .  The Problem Con tex t  

The t r o - f o : d  p u r c a j e  c f  t h e  ' i n d z c i a l  Reicgrce;  M o c i l i z z t i s n  (FZ!) 
P r o j e c t  i s  t o  ( 2 )  red i r te  t n e  n a t i , m a l  hc , ;e ta ry  bur203 o f  acilui:?d a s i s t s  dnd 
Government-owned an3 c o n ? r o l l e d  i o r p o r a r i c n s  ( G G X s ) :  and ( 5 )  e3hance t n e  
env i ronment  necessary t o  r n o b i l j z e  p r i ~ a t e  term f i n a n c i a l  r e j o t i t c ? :  f c r  
i nves tmen t  i n  p r o d u c t i v e  p r i v a t e  e n t ~ r p r i i e s .  P r o j e c t  a c t i v i t i ? ;  a d < r e s s i ? g  . these purposes s u p ~ c r t  two rnsjcr G o v s r n ~ e o t  o f  t h e  P h i l i o p i n e s  (GCP! t n r ~ i t s :  
( a )  to  i n c r e a s e  cap i  t a l  e f f  i c i 2 n c y  tr;-aigh the  d i  v e s t i  t u r e  o f  nonssr f ,3 rq f  ng 
asse ts  and i n e f f i c i e n t  s ta t?-cwned ~ ; r ;~z r3 t ions :  and ( 5 )  t a  s h i f t  frm 
s u b s i d i z e l j  c r e d i t  p o l i c i e s  e n c o u r 3 q i y  6dec:-fiqancing o f  c a p i t a l - i n t s n s i v e  
i n d u s t r i a l  development and 3romote a ! ; ~ r ~ ~ : i v e  aeans o f  c q i r a l i z a t i o n .  T3e 
GO? views these e f f o r t s  a; i m p o r t a n t  t o  m c z i i i z e  i n c r e a s e d  sav ings neceszary  
t o  ach ieve  the  Fedism-Term D e v e l o m e - i  ? l a ?  cr:j?cted average g rowth  r a t e  o f  - 6 . 9  p s r c e n r  f c r  t n e  1387-1392 s e r i o a .  ::J =;I i c w i n q  s e c t i o n s  p r o v j d e  
background on the  inves tmen t  e f f i c i e n c y  aqa f i q a n c i n g  prob lems,  t h e  r e c e n t  
macroecmomic o u t l o o k  and t h e  G6P s t r i t t e s j .  

I nkes tmen t  E f f i c i e n c y  and F i n 3 n c i n q  

Pas t  GGP p o l i c i e s  and i n v e s t ~ e n t  o r a c t i c e s  have l e f t  the  c o d m r r y  
w i t n  ma jo r  i nves tmen t  and d e b t  c h a l l e n g e s ,  i n c l u d i n g :  

- N e t  d e b t  s e r v i c i n g  averag;ng 412 p.rcsr?t o f  GCP e < p e r l l i t u - e ; ,  
2 7  p e r c e n t  o f  a l l  f o r e i g n  exchange e a r n i n s s  dn* i  5 p e r c s n t  o f  
S r c i s  N a t i o n a l  P rodac t  ( G N P i  c u r i n g  1987-1392; 

- gsduced GOP c a p a b i l i t y  t o  p r o v i d e  b a s i c  servfce; ;  
- Reduced p r i v a t e  s e c t o r  c a p a b i l i t y  t o  c o n t r a c t  deb t ;  an3 
- Large numbsrs o f  p u b l i c  and p r i v a t e  s e c t o r  nonper forming 

a s s e t s / a i l ! n g  bus inesses.  

These c h a l l e n g e s  e v o l v e d  f r o m  the  c u m u l a t i v e  e f f e c t s  o f  
unsuccessful  development s t r a t e g i e s  t h a t  reached c r i s i s  p r o p o r t i o n s  i n  1083. 
The 1983-1986 economic c r l s l s  ended a  l o n g  p e r i o d  of d e b t - f i n a n c e d  economic 
g rowth  i n  t h e  Phi  1 i p p i n e s  b e g i n n i n g  i n  t h e  e a r l y  1970s. Th i  s  g rowth  
e f f e c t i v e l y  h l d  worsen ing s t r u c t u r a l  imbalances i n  t h e  economy due t o :  ( a )  an 
i m p o r t  s u b s t i t u t i o n  s t r a t e g y  p r o m o t i n g  i n e f f i c i e n t ,  import-dependent and 
o v e r l y  cap1 t a l - 1  n t e n s l  ve,  urban-based i n d u s t r i a l  s e c t o r  development;  and 
( b )  government I n t e r v e n t i o n  i n  t h e  goods and f i n a n c i a l  a s s e t s  markets  t h a t  
c r e a t e d  m o n o p o l l s t i c  s t r u c t u r e s  and r e n t - s e e k i n g  a c t i v i t i e s ,  l a r g e l y  
b e n e f i t t i n g  t h e  c r o n i e s  o f  fo rmer  P r e s i d e n t  and Mrs.  Marcos.  

By 1980 t h e  c o u n t r y  began t o  exper ience  a  f i n a n c i a l  c r i s i s  t h a t  
r e f l e c t e d  t h e  n o n v l a b l l  i t y  o f  m a j o r  investments  o f  t h e  1970s. P r i v a t e  and 
government f i n a n c i a l  I n s t i t u t i o n s  a c q u i r e d  p r i v a t e  companies th rough  
f o r e c l o s u r e .  Government c o r p o r a t i o n s  I n c u r r e d  Increasing l i a b i l i t i e s  and 
d e f i c i t s  t h a t  i n  t u r n  i n c r e a s e d  s i g n l f 1 c ; n t l y  t ; ie  GOP1s l i a b i l i t i e s  and 
def 1 c l  t. The 1983 economi c  c r  i s i s exacerbated these  p r o b l  ems. Many 
c o r p o r a t i o n s  went b a n k r u p t .  The G3P assl~med a number o f  c rony  companies under 
GOP deb t  guarantees,  thus  i n c r e a s i n g  t h e  GOP's l l a b i l i t l e s .  The p e s o ' s  
s i g n i f i c a n t  d e p r e c i a t i o n  f u r t h e r  i nc reased  the  peso burden o f  GOP f o r e l g n  
exchange-denominated l o a n  l i a b l l l t i e s .  By March 1987, t h e  c o u n t r y ' s  t o t a l  
e x t e r n a l  d e b t  t o t a l e d  828.6 b i l l i o n .  



2 .  - R ~ c e n t  M a c r c e c x o m i c  Trecds and F o r e c i s t s  

The o c c n a y  appsarsd t o  be r e c o v e r i n g  by t h e  t h i r d  C ~ a r t e r  o f  
1985. L a t e i t  GCP e s t i m a t e s  f x  1986 shew t h a t  t ' le  r t a l  G r o j j  N a t i m a i  P r z d d c t  
(CAP) i n c r e a s e d  by 1 - 5 1  p e r c e n t  w n i l e  g r D s j  d o ~ e s t i c  p r ~ x ! u c t  ( G P )  i n c t e ' i t d  
by  1.08 p e r c e n t .  The growth rnowe~tun  agcears t o  h&vs c o n t i a u e d  i n t o  t n e  f i rst  
q u a r t e r  o f  1387. Real GNP was 5.5 p e r c e q t  g r e a t e r  tnan  Gh? i n  t h e  f i r s t  
q u a r t e r  o f  1986. S i m i l a r l y .  r e a l  GDP r o s e  Sy 5.8 F e r c s c t  o v e r  t h o  fir;: 
q u a r t e r  1986 GGP. S i g n i f i c a n t l y ,  investment;.  a; ineasured by r e a l  g r 2 s j  
d c r e s t i c  c a p i t a l  f o r i n a t i o n ,  c m t i c u e d  t o  d e c l i n s  i n  1335 Sut  p c s t o d  oosi: iqie 
growth i n  t h e  f i r s t  q u a r t e r  o f  1937 r e l a t i v e  :3 botn t h ?  f i r s t  a r c  f x v r n  
a u a r t e r s  o f  1966. Cn tne  p r o ; u c t i ~ n  s i d e ,  a g r i c u l t u r e  wz; t :? m j c r  SrzdTn 
r e c t o r  i n  1386; b u t .  d u r i n g  t n e  f i r s t  c ~ a r t s r  c f  i9a:. c c o r  kea:rer c o c ~ i r i c n s  
a F e c t o d  g rowth .  On t h e  c t r s r  hand, t t? i n d b s t r i a l  a n l  s e r d i c e s  secror ;  
cecane more r o b u s t .  

Ava i !ab ie  a r c j e c t i o n j  f e r  ? h i i ! ~ p i n s  e c ~ n o m i c  cjr3wtn v l r y ,  b u t  
a l l  i n d i c a t e  t h e  v u l n e r a b i l i t y  o f  f u t u r e  growtn t o  i n v e s t m e ~ t  e f f i c i s n c j  and 
t h e  a v a i l a b i l i t y  o f  i n v e s t n e n t  f i n a n c i n g .  

The 1987-1992 Medium Term ? h i l i p p i n e  Deve1,wnent P lan  f o r  
1987-1992 t a r g e t ;  r e a l  GNP and r e a l  GDP g rowth  r a t e s  f o r  1937 a t  6 .5  percen: 
and 6.7 p e r c e n t ,  r ~ s p e c t i v e l y .  Average annual  g r c w t n  r a t t  t a r g e t s  f o r  t k s  
p e r i o d  1987-1992 a r e  6 . 8  p e r c e n t  f o r  GNP an3 6 .9  p e r c e n t  f o r  GDP. Thess 
t a r g e t  g rowth  r a t e s ,  which co r rescond  t o  an i m o i i e d  i n c r s m e n t a l  c a s i t a l - o u t o u t  
r a t i o  (ICOR) o f  2.8,  appear o p t i m i s t i c .  

I n  comnienting on the  above t a r s e t s .  Mcntes ( 1 9 8 5 )  p c i n t s  CYJ: t h a t  
the  average I C O R  f o r  t h e  1962-1962 p e r i o d  has 9een 4 . 0 .  U s i n g  a  s imp le  node i  
w i t h  the sav ings  r a t e  a p p r o x i m a t i n g  h i  s t ~ r i c a l  l e v e l s  and v a r i o u s  e x t e r n a l  
deb t  s e r v i c i n g  s c e n a r i o s .  Montes demonst ra tes  t h a t  a t  t n i  s  h i  s t o r i  c a l  ICOR 
l e v e l ,  r e a l  GDP g rowth  wcu ld  average 4 . 4  p e r c e n t  p e r  y e a r  d u r i n g  t h e  p l a n  
p e r i o d  w i t h  no d e b t  r e s c h e d u l i n g  and 5 .6  p e r c e n t  p e r  y e a r  w i t h  z e r 3  payments 
on reschedu led  p r i n c i p 3 1 .  

U n o f f i c i a l  f o r e c a s t s  p repared  by Mar iano and C o n s t a n t i n o  (1987) 
f r o m  the N a t i o n a l  Economic and Development A u t h o r i t y  (NEDAI -Ph i l i pp ine  
I n s t i t u t e  f o r  Development S t u d i e s  Annual E c o n o m e t r ~ c  Model ,  wh ich i s  s u p p l y  
d r i v e n  and t h e r e f o r e  more r e f l e c t i v e  o f  s t r u c t u r a l  a d j u s t m e n t  p rocesses ,  
i n d i c a t e  average r e a l  g rowth  f o r  b o t n  GNP and GDP a t  5.1 p e r c e n t  p e r  y e a r  f o r  
t h e  p e r l o d  1987-1991. (ICOR i s  endogenously de te rm ined  i n  t h i s  model w i t h  a  
f o r e c a s t  averag? o f  3 .5  f o r  the  same p e r i o d . )  

3. COP Develcpment S t r a t e q y  

The 1987-1992 Medium-Term Development P l a n  emphasizes g r e a t e r  
p r i v a t e  s e c t o r  i nvestment to i n c r e a s e  i ncome and enployment.  The GOP expec ts  
t h e  economy to r e c o v e r  and s u s t a i n  r e s p e c t a b l e  g rowth  w i t h  t h e  c o n s i s t e n t  
imp lementa t ion  o f  i t s  s t r u c t u r a l  a d j u s t m e n t  program and p o l  i c y  re fo rms .  Key 
o b j e c t i v e s  of t h e  s t r u c t u r a l  a d j u s t m e n t  program a r e :  ( a )  t o  reduce t h e  budget  
d e f i c i t  burden and i n c r e a s e  p r i v a t e  s e c t o r  e f f i c i e n c y  th rough  t h e  p r i v a t i z a t i o n  
o f  pub1 i c  c o r p o r a t i o n s  and t h e  d i v e s t i t u r e  o f  a c q u i r e d  asse ts ;  ( b )  t o  r e t o o l /  
r e h a b i l i t a t e  m a j o r  p r i v a t e  e n t i  t i e s  t o  u t i l i z e  e x i s t i n g  cap1 t a l  s t o c k  



effectively; and (c> to increase the availability of domestic financial 
resources for long-term investment. The projsct will supoort dirsctly these 
objectives by providing the GOP assistance to i m p l m e n i  its Privatization 
Program and to mobilize financial resources tnrough the capital maykets. 

B. Privatization 

Public Enterprises and Ac~uiredISequestered Assets 

Currently, the GOP faces the task of divesting o f  a 1 arge nunber 
of public enterprises resulting from the proliferation o f  public entsrzrise; 
in the 1970s and the p m r  financial performance o f  many 3ublic ent?r;ri;~s a n d  
private companies whose debt the GOP has financed through government financial 
institutions and/or guarantees. Included are more than 350 acquired asset; o F  
government financial institutions. approximately 260 sequestered companies a13 
nor2 than 1GO GOCCs. fifteen large chartered coroorations rnai<e uo a b c ~ t  ha1= 
cf total public corporation assets; 76 smaller iorporaticn: and 143 nnci-y 
owned subsidiaries make up the remainder. 

Effects on the Econcmy 

Public corporations have generally performed poorly and have 
increasingly placed a heavy financial burden on the GOP. A discussion o f  
their impact on the economy follows: 

Public corporations have been involved in practically all 
sectors, with the services sector accounting for the largest number of shares, 
followed by manufacturing and finance. Their 1975-1984 contribution to 
domestic production (gross value ?Jded or GVA) greu at a slower 18.6 percent 
per annum relat!ve to that o f  GNP at 20.9 percent. The government corporatz 
sector's share in GDP increased from 1.9 percent in 1975, peaked at 3.3 
percent in 1983 but dropped to 1.9 percent in 1984. Government corporate 
involvements In the electric1 ty, gas and water sector and in the financial 
s e c t ~ r  have been most pmminent. Public enterprises accounted for 55.5 
percent of the electricity. gas and water GVA and 33.3 percent of the 
financial sector's GVA In 1975-1 984. 

In general, the publ 1 c corporations have contrl buted 1 i ttle to 
employment, less than 1.0 percent annually durlng 1976-1984. Their 
contribution to investment has been more significant. Capital expend1 tures o f  
58 corporations represented 23.5 percent o f  gross domestlc capital formation . 
durlng 1975-1984. However, most investment was financed from external 
sources. 

Nor have publ i c corporations, used scarce resources efficiently. 
Labor, cap1 tal and total factor productivity have been decl 1 n1 ng over time. 
Total factor productivl ty o f  government corporations was only 13 percent that 
of the economy in 1981. Further, the average 1975-1984 rate o f  return on 
assets of audlted corporations was only 4.34 percent: on equity, 2.92 percent. 

The publ ic corporations have a1 so increased significantly the GOP 
deficlt. Durlng 1980-1986 the combined deficit of the 15 largest nonflnanclal 
publ lc corporations alone averaged 3.1 percent o f  GNP. Total deficits of a1 1 



public corporations during the same period could have easlly exceeded 5.0 
percent o f  GNP. To finance these deficits, public corporations have relied 
heavily on foreign borrowings and nationai government support. 

Lastly, the oublic corporations have increasingiy drained GO? 
budget resources. a e t k e ~ n  1975 and 1980, nat!on=l government asslstanca to 
public corporations averaged I 1  percent of budgstary disbursements. In 1981, 
the share of public corporations reached 18 percent, exceeding for ths first 
time the budgetary share for infrastructure. By 1986, GOP assistance to 
public corporatlons amounted to pesos 29.9 billion tapproxivately 91 .5  
billion) o r  28 percent of  tatai budgetary e ~ p s n d i t ~ r e s .  For 1987, however. 
tne GOP plans t o  reduce suPport for governnent c~rporationi io pesos 16.7 
billion ($835 million) or 14 percent o f  the ~ x 3 e n d i r u r e  prsgram, primarily b? 
recucing lending. 

GO? Pub:ic C x c c r a t e  Sector Rationaiizatfon a:d D i v e s t i h r e  

The Aquino administration has initiated a five-year program to 
rationalize tne public corgorate sector to reduce the continued devastating 
effects on tke eccnomy. The orogram includes six alternative a c t i m s  on 
public corporations: (a )  retention, (b) consoiidation or merger with other 
corporations, (c) regularization (as government agencies), ( d l  conversion to 
private corporations, (el dissolution or liquidation, and (f) total o r  partial 
divestiture. 

Steps taken to date to carry out the privatization program 
include the fol lowing: 

- Financial restructuring and rehabilitation o f  the inajor 
Government Financial Institutions (GiIs)--namely,, the Development Bank of the 
Philippines (DBP) and the Philippine National Bank (PNB); 

- Creation of the Committee QP Privatization (COP) and Asset 
Privatization Trust (APT). The COP is a cablnet-level committee tasked with 
identifying for the President those nonperforming assets to be privatized, 
determining which assets wlll be transferred to the APT, establ ishing 
guide1 ines for privatization, and approving the sale and dl sposi tion of 
assets. The APT wlll serve as a disposal unit, prlmari ly for the acquired 
assets of PNB and DBP (365 accounts representing an aggregate loan exposure of 
$8 billion and with an estimated market value of $1 bi 1 1  ion); and public 
corporatfons andlor their subsfdiarles which could not undertake their own 
privatization efforts. The privatlzation o f  the 260 sequestered private 
companies will be accomplished by a separate entity. 

- COP !ssllance o f  privatization guidelines (See Annex L4); 

- Commencement o f  prlvatization.plan preparation by 
privatization uni ts o f  other pub1 ic corporations; 

- COP review of 121 public corporations for privatlzation; 

- Presi denti a1 approval of 86 corporatfons for immediate 
privatlzatlon (see Annex L5 for the list of GOCCs approved for privatlzation); 

- Ini tlation of dlsposh'l process. As of July 1987, the COP had 
circulated general catalogues covering 5 0  assets and approved asset sales 
totalling pesos 915.5 mllllon. In addltl,on, parent companies have sold some 
Goccs . 



On the whole, the GOP seems t o  be making s i g n i f i c a n t  progress i n  
i t s  e f f o r t s  t o  r a t i ona l i ze  the government corporate sector. The present 
admin is t ra t ion 's  commitment t o  enhance p r i va te  sector pa r t f c f pa t i on  i n  the 
development e f f o r t  f a c i l i t a t e s  t h i s  task. Notably, impetus f o r  p r f v z t i z a t i o n  
has gained increased a t t en t i on  not  on ly  because of the pressing need t o  reduce 
the budgetary burden but  a1 so because o f  the GOP's p lan t o  use the proceeds t o  
f inance the Comprehensive Agrarian Refom Program. 

techni ca 
and cons 
possible 

C. 

Oespf t e  the progress t o  date, various factors could constrain 
the completion o f  the p r i v a t i z a t i o n  e f f o r t  w i t h i n  the shor t  f ive-year t i n e  
frame-namely, the sheer s ize o f  the task, the range o f  f inanc ia l  and 

1 analysis requirements, legal  encumbrances. marketing requirements, 
is tency of outcomes w i th  GO? general p o l i c y  i n i t i a t i v e s  (e.g., tne 
subs t i tu t ion  o f  p r i va te  for  pub1 i c  monopol ies )  . 
Investment Financing and the Capi ta l  Markets 

1. Overview. The GOP investment f inanc ing p o l i c i e s  of se lec t ive  
c r e d i t  a1 loca t ion  and of the prov is ion o f  medfum- and long-term c r e d i t  a t  
subsidized i n te res t  rates encouraged businesses t o  become h igh i y  dependent on 
debt f inanc ing and less i nc l i ned  t o  undertake equ i t y  f inancing.  The country 's 
top 1000 corporations showed greater re1 iance on debt, w i  t h  average 
debt-equity r a t i o s  changing from 4.64 i n  1981 t o  5.31 l n  1985. Although 
businesses can use debt successful l y  t o  generate re turns a f ter  f i nanc ia l  
charges, over re1 iance on debt could a lso  lead t o  d isproport ionate cap1 t a l  
s t ructures and high debt t o  equ i t y  r a t i o s  which constrain f u tu re  debt 
capabi 1 i t i es .  . Re1 iance on debt a lso  increases v u l n e r a b i l i t y  t o  economic 
downturns. Such v u l n e r a b i l i t y  i s  heightened when p o l i t i c a l  and soc ia l  
considerations outweigh v i a b i l i t y  i n  f lnancing decisions, as was the case f o r  
a large number o f  Phl 1 ippine companf es. 

The GOP' s f 1 nanclal po l  1 c les  a1 so fostered a p a r t i  a1 l y  developed 
nonsecuri t i e s  market ( the banking system) but  retarded growth i n  the 
secur i t ies  (stocks and bonds) markets. Businesses w i th  term f i  nand  ng needs 
not  operat ing i n  GOP-selected sectors and wi thout  the approprfate pol i t i c a l  
a f f i  l l a t i o n s  had to  reso r t  to short-term commercial debt. 

Well-developed cap l t a l  markets I n  the Phl l lpp ines t o  mobi l ize 
domes t i c  resources and fo re lgn  savl ngs are important to encourage savings 
through of fer ing investors a v a r i e t y  o f  investment oppor tun i t ies  and t o  assure 
t ha t  the f low o f  ne t  savings 1s d i rec ted to more e f f i c l e n t  enterpr ises.  
Investors general l y  demand corporata securi t i e s  w i  t h  consi s t e n t l y  prof 1 tab1 e 
performance and/or growth potent1 a t ,  c rea t l  ng competi t l o n  among compani es and 
fo rc ing  companies to lmprove t h e l r  operat ing e f f l c l e n c j .  I n  add! t i on ,  
we1 1 -developed cap1 t a l  markets usual 1 y f a c i  1 1 t a t e  broader ownershi p of assets 
and distribution o f  wealth. 

Two baslc types of lnstruments are traded i n  the Ph i l i pp ine  cap1 t a l  
markets, equ i ty  claims and debt c l a i ~ ~ t .  Within each o f  these two categories 
are a wide var ie ty  of lnstruments rangfng from the nonsecuri t l e s  
markets--e.g., t r ad i t i ona l  loans, mortgages and t r u s t  c e r t i f i  cates-to the 
securl t i e s  markets-prlmarf l y ,  stocks and bonds. A discussion fo i  lows on the 
status and constraints of the Ph l l  ippine bond market and stock exchange. 



2. The Bond Market 

The bond market i s  predominantly composed o f  government 
secur i t ies ,  with on ly  a han4'ul o f  p r i va te  bonds issued by some o f  the 
country 's large companies. 

During the per iod 1980 and 1985, government secur i t y  issues grew 
by an average ra te  o f  23.3 percent annual 1y. However, the annual average r a t s  
was 40.0 percent dur ing 1984 and 1985, l a rge l y  as a r e s u l t  o f  the rap id  growth 
o f  Central Bank issues and short-term nat lona l  government issues used as 
an t i - i n f l a t i ona ry  p o l i c y  too ls .  P o l i t i c a l  i n s t a b i l i t y  during t ha t  oer iod a l j o  
enhanced the demand f o r  short-term issues from investors who preferred t o  
remain l i q u i d  t o  hedge against uncer ta in t ies .  I n s t i t u t i o n a l  investor; 
l fkewise opted f o r  short-term issues i n  an t i c i pa t i on  of fu tu re  cash 
requirements and i n  response t o  high short-term y ie lds .  The demand f o r  
short-term issues dur ing t h i s  per iod resu l ted  i n  increasfng ly  slower growth of 
medium- and long-term issues. By 1985 short-terin issues accountea f o r  more 
than 60 percent o f  outstanding government secur i t i es .  

As a r e s u l t  of the new GOP admini s t r a t i on  pol icy ,  some Central 
Bank issues have been phased out. Such a p o l i c y  would normally have reduced 
the share o f  short-term issues t o  to ta l~government  secur i t i es  outstanding, but  
i t  has slowed growth o f  a1 1 issues. Saldana (1986) a t t r i bu tes  the slow 
expansion of medium- and long-term government debt issues t o  the i nac t l ve  
secondary t rad ing o f  these secur i t ies ,  the easy a v a i l a b i l l t y  o f  negotiated 
debt f inancing from government f i nanc ia l  i n s t i t u t i o n s ,  and, beginning i n  1985, 
the debt-cei 1 i ng targets under the GOPI s s tab i  1 i zat ion program. 

Corporate bonds are v i r t u a l l y  nonexistent i n  the ccuntry.  
Tradi t ional  short-term commercial paper and promissory notes i ssued by p r i va te  
compani es 1 n the money market are by f a r  the major forms of corporate 
secur i t ies .  Aval l ab le  longer term instruments are extremely 1 i m l  ted i n  volume 
and var ie ty ,  and on ly  a handful o f  p r l va te  companies have issued corporate 
bonds i n  the loca l  market. 

Ourlng 1980-1985, the pub l l c  nonbank i n s t t t u t i c n s  and the Central 
Bank were the blggest  Investors i n  government secur i t i es  w l  t h  a comb1 ned 
average 47 percent share, l a rge ly  because o f  COP moral suasion on pub1 i c l y  
owned I n s t i  tu t lons  to purchase government f l o t a t l ons .  The bank! ng system was 

*O . the next blggest investor  during the same per lod because of the excess 
1 l q u i d l  t y  and securl t y  features such as reserve e l  lg1 b i l l  t y ,  government 

% 
guarantees and tax exemptions. Reduced bus1 ness act1 v f  t i e s  of most 
corporations and lack o f  s u f f i c i e n t  confidence i n  the government resu l ted I n  

$ low p r i va te  nonbank sector pa r t i c i pa t l on .  
,Y' 

.? 
j ,  

Demand f o r  government securities increased because of h igh 
y ie lds .  I n  general y ie lds  var led widely, from zero t o  as hlgh as 40 percent 
I n  1985. Short-term Issues have been more competi t ive than long-term Issues 
resul  t l n g  1n a reverse y i e l d  curve. Demand f o r  corporate bonds has been and 
contlnues to be n i l .  The primary conslderat lon of  investors i s  asset r l s k  and 

I< 

c o n v e r t i b l l l  t y .  A1 so, the economic c r l  s i  s and cont inul  ng f nvestor ambivalence 
,i 
.k do not  augur we1 l f o r  an ac t i ve  market, The credl  t reputat ion o f  the borrower 

remalns a primary conslderatlon. I n  add i t lon,  the absence of a'secondary 
market f o r  corporate bonds has a dampenlng e f f e c t  on demand. 

I 



3 .  The Stock Market. Secondary t r a d i n g  i n  s tock issues has had a 
long h i s t o r y  i n  the  Ph i l i pp ines ,  bu t  remains undeveloped. The Mani la Stock 
Exchange was es tab l  i shsd i n  1927 and the Makatt Stock Exchange i n  1963. About 
138 companies now t rade i n  the  two stock exchanges, and on ly  48 of the  top 
1,000 companies i n  the Ph i l i pp ines  a c t u a l l y  have shares l i s t e d .  The remaining 
companies are most ly  mining and o i l  specu la t ive  "paper csmpanies." Fur ther ,  
o n l y  an est imated 30 percent o f  the shares o f  l i s t e d  companies are a v a i i a b l e  
f o r  t rad ing,  and the m a j o r i t y  are he ld  by p r t n c i p a l  owners and i n s t i t u t i o n s  as 
permanent investments. Most o f  the new issues are n o t  underwr i t ren and the 
major1 ty  are r i g h t s  issues a t  par value, below market p r ices .  

The stock market 's performance was progress ive ly  depressed 
between 1980 and 1985, w i t h  the annual volume decreasing from pesos 4.65 
b i l l i o n  i n  1980 t o  pesos 4.04 b i l l i o n  i n  1985. During 1986 the  value o f  
t ransact ions  i n  the two exchanges increased d ramat i ca l l y  t o  pesos 11.4 
b i l l i o n ,  o u t s t r l ~ o i n g  the orevlous h igh  c f  pesos 6.75 i n  1976. The 1387 stcck 
market a c t i v l  ty has become more b u l l  i sh, p a r t i c u l a r l y  a f t e r  Congressional 
e lec t fons  i n  May. These recent  developments appear t o  r e f l e c t  increased 
demand i n  1 i g h t  of changed pol  f t i  ca l  circumstances, substant ia l  i n t e r e s t  by 
f o r e i g n  buyers and increased p r i ces  o f  shares. However, the supply o f  
s e c u r i t i e s  has n o t  appreciably increased and has resu l ted  i n  what both the 
Department o f  F i  nance and the Secur i t i es  and Exchange Commission consider t o  
be a bubble w i t h  a great  p o t e n t i a l  t o  burs t .  The GOP questions whether the 
increased t r a d i n g  and share values represent  au thent ic  investment o r  simply a 
means to 1 aunder money re ta ined  i n  the country f o r  pol  i ti ca l  uses. 

The undeveloped stock market resu l  t s  i n  trends which impede 
e f f i c i e n t  investment operat ion.  

- Low p red ispos i t i on  o f  p r i v a t e  owners o f  h i g h l y  p r o f i t a b l e  f i r m s  
t o  share con t ro l  over t h e l r  en terpr ises ;  

- Unequal tax treatment of pub1 i c  and c l o s e l y  he ld  corpora t ions  
w i t h  the advantage golng t o  the l a t t e r ;  

- GOP focus on the nonsecur i t les  market and I n s t l t u t l o n s  r e s u l t i n g  
1 n overdependence on debt f t nancl ng and i nab! 1 1 t y  o f  secur l  t i e s  
market t o  develop; 

- Weaknesses i n  the regu la to ry  and i n s  tl t u t i o n a l  framework for 
cap! t a l  market development; and 

- Lack o f  working knowledge among p r i v a t e  f i r m s  of the  advantages 
and procedures f o r  securl  t i  es i ssuance . 
Increasingly, the GOP recogni zes the need t o  undertake reforms t o  

stream1 1ne t r a d i n g  func t ions .  This p r o j e c t  w i  11 ass1 s t  the government t o  
1 mpl emen t needed reforms. 

0. Re la t ionshfp  t o  CDSS and A I D  P o l l c y  

1. R e l a t l o n s h l ~  t o  CDSS 

The p r o j e c t  d l  r e c t l y  supports the FY I988 CDSS Supplement 
ob jec t f ves  to support COP po l  l cy reforms to perm1 t and encourage the  p r l v a t e  
sector  to  p l a y  I t s  pr imary r o l e  i n  development--namely, those d i r e c t e d  to  



p r i v a t i z e  acqui red assets and ss lec ted  p u b l i c  corpora t ions  and 
s i n p l i f y l c l a r i f y  investment r g l e s .  

2 .  Rela t ionsh io  t o  AID Pol icy 

P r i v a t i z a t i o n .  Tnis p r o j e c t  i s  i n  f u l l  compliance w i t h  Agency 
p o l i c y  guidance on p r i v a t i z a t i o n  contained i n  the March 1985 P o l i c y  Paper on 
P r i v a t e  Enterpr ise  Development and t o t a l l y  meets the A I D  P r i v a t i z a t i o n  
Ob jec t ives  s ta ted  i n  the June 1936 A I D  P o l i c y  Determinat ion No. 14. 
S p e c i f i c a l l y ,  t h i s  p r o j e c t  meets the Agency's d i r e c t i v e  t o  engage the 
Phi 1 i p p i w  Government i n  d i  j cus i i ons  cn p r i v a t i z a t i o n .  Also, the Miss ion 
expects t o  be invo lved i n  more than two p r i v a t i z a t i o n  a c t i v i t i e s  annua l ly .  
p r i m a r i l y  u t i l i z i n g  the complete d i v e s t i t u r e  technique. However, some 
a c t i v i t i e s  w i l l  i nvo l ve  the p a r t i a l  d i v e s t i t u r e  technique. 

I n  add i t i on ,  tne Miss ion i s  engaged i n  one o ther  p r i v a t i z a t i o n  
e f f o r t  and a  l i q u i d a t i o n  a c t i v i t y .  ou ts ide  the scope o f  ch i s  p r o j e c t ,  w i t h  the 
Department o f  A g r i c u l t u r e .  The f i r s t  invo lves  the d i v e s t i t u r e  of Nat iona l  
Food A u t h o r i t y  operat ions t h a t  are per iphera l  t o  i t s  pr imary funct ion,  and the 
second, the l i q u i d a t i o n  o f  the Farm Systems Development Corporat ion p a r a s t a t a l .  

The p r o j e c t  a l s o  addrssses a l l  f o u r  o f  A ID 'S p i l l a r s  -- p o l i c y  
dialogue, i n s t i t u t i o n  b u i l d i n g ,  p r i v a t e  sector  support, and technoiogy 
t r a n s f e r .  

P o l i c y  Dialoque. The p r o j e c t  d i r e c t l y  supports the M iss ion ' s  =Y 
1988 CDSS Supplement p o l i c y  d ia logue agenda w i t h  the GOP t o  (a>  enccurage and 
support the GOP i n  implementing, ma in ta in ing  and managing o o l i c y  ac t i cns  f o r  
sustained near-term recovery and long-term development; and (b )  reduce the 
government's r o l e  i n  the p r i v a t e  sec tor  and promote deregu la t ion  through the  
p r i v a t i z a t i o n  o f  acquired assets and selected p u b l i c  corporat igns,  and 
simp1 i f i c a t i o n / c l a r i f i c a t i o n  of  investment r u l e s .  The p r o j e c t  w i l l  a l s o  
prov ide  more focus t o  our  p o l i c y  d ia logue w i t h  the GOP on f i s c a l  and monetary 
r e s p o n s i b i l i t y .  

I n s  t i  t u t i o n  Bui l d i n q .  The p r o j e c t  supports AID I n s t i t u t i o n a l  
Development Pol i c y  d i r e c t i v e s .  I n s t i t u t i o n  Bui l d l n g  w i  11 be addressed 
p r imar i  l y  by two p r o j e c t  elemenfs: (a) Technical ass is tance t o  the Securi  t i e s  
and Exchange Commission t o  enhance i t s  capac i ty  t o  p lay  a  more developmental 

. r o l e  i n  cap! t a l  market development, reduce the scope o f  i t s  r egu la to ry  powers 
and enhance i t s  regulatorylenforcement powers where necessary t o  p r o t e c t  the 
pub1 l c  i n t e r e s t ;  and ( b >  techn ica l  asssi  stance f o r  upgrading the stock 
exchanges and improving t h e i r  e f f i c i e n c y ,  c r i t i c a l  ingred ien ts  t o  p r o v l d i n g  an 
e f f i c i e n t  secondary market f o r  i nves to rs .  

. , 

P r i v a t e  Sector Support. This p r o j e c t  d i r e c t l y  supports the 
development and growth o f  the p r i v a t e  sector .  I t s  e f f o r t s  are d i r e c t e d  to 
inc reas ing  the p r o d u c t f v i t y  o f  the p r i v a t e  sector ,  inc reas ing  the f l ow  of 
investment i n  the p r i v a t e  sector  and increas ing  the  supply o f  and demand fo r  
p r i v a t e  investment grade s e c u r i t i e c  through c r e a t i n g  an environment conducive 
t o  i s s u i n g  and i n v e s t i n g  i n  term s e c u r i t i e s  and the  establ ishment of a  p r i v a t e  
company for t u r n i n g  around f i n a n c i a l  l y  d l  stressed companies and fo r  p r o v i d i n g  
investment c a p i t a l  f o r  both new and on-going p r i v a t e  agr ibusiness ventures. 



T r a n j f s r  o f  i e c5no loqy .  The p r o j e c t  v i l l  p rov i de  t e c h n i c a l  
ass i s t ance  and commcdit ies t o  the  s tock  exchanges t o  modernize t r a d i n g  
p r a c t i c e s  and i n s t a l  1  a  camputer i  zed t r a d i n g  system. Thi i imrovernent  i n  -. 
technology w i l l  a l l c w  the  s tock  svchange t o  opera te  m r s  e f f i c i e n t l y .  rne 
p r o j e c t  w i l l  a l s o  ucgrat le the  S e c u r i t y  Exchange Ccmmission's i n f o r r n a t i ~ n  
management sys'srn and a l l o w  i t  r o  pursue i t s  o v e r s i g h t  and r e y u l a t o r y  f u n c t i o n  
w i t h  g r e a t e r  e f f i c i e n c y  and e f i e c t i v e n e s s .  

E. O the r  Goror Invo lvement  

The H o r l d  Sank (WE), t h e  As ian  Devslopment Bank (ADBi 2nd the  
I n t e r n a t i o n a l  Finaqce Co rpo ra t j on  ( I F C ,  have a l l  been d i r e c t l y  i n v o l v e d  i n  
promot ing o r i v a t i z 3 t i o n  and capi  t a l  market development i n  the  Phi 1 i o o i n e s .  
The W a  has been 3 v i t a l  f o r c ?  i n  p romct ing  p r i v a t i z a t i o n .  I r  cond i t i oned  i t i  
9310 m i l l i o n  eccnonic recovery  l oan  on re forms i n  t h e  government f i n a n c i a l  
i n s t i t u t i o n ; ,  i n c l a d + "  the  es tab l i shmen t  o f  a  mechanism f o r  the p r i v a t i z a t i c n  
o f  acqu i r ed  asseys and the r e s t r u c t u r i n g  o f  the  D8P and iW. i n  a d d i t i o n ,  :ne 
WB may d e v e l o ~  a  P u b l i c  Corporate  Sec to r  R a t i o n a l i z a t i o n  l oan  t o  s u ~ p o r t  t he  
p r i v a t i z a t i o n  o f  se lgc ted  n o n - f i n a n c i a l  government c o r o c r a t i o n s  and i nc rease  
the  o p e r a t i n g  e f f i c i e n c y  3f rema in ing  p u b l i c  c o r p o r a t i o n s .  P r sg re i s  on t h i s  
l oan  appears t o  have s t a l  l e d  r e c e n t l y ,  however, due t o  an unwi i 1 ingness on the  
p a r t  o f  t h e  GOP t o  i n c u r  n c r e  f o r e i g n  deb t .  

The ADB invo lvement  i n  p r i v a t i z a t i o n  has been l i m i t e d  t o  
p r o v i d i n g  g r a n t  t e c h n i c a l  ass i s t ance  f o r  p r i v a t i z a t i o n - r e l a t z d  s t u d i e s .  The 
AD0 funded an i n t e r - c o u n t r y  ccmparison o f  s i x  .Asian c c u r t r i e i '  c a p i t a l  markets 
i n  March 1985 which i nc l uded  the  P h i l i p p i n e ;  and i s  c u r r s n t l y  unde r t ak i ng  a  
Mutual  Fund; rev iew t o  exarniqe the f e a ; i b i l i t y  of e s t a b l i s h i n g  a  d c ~ e i t i i  
mutual f und  and make recommendat i~ns f o r  i t s  s t r u c t u r e .  

11. PROJECT DESCRIPTION 

A .  P r o j e c t  Ob jec t i ves  

The p r o j e c t  w i l l  c o n t r i b u t s  t o  the n a t i o n a l  economic recovery  goal  o f  
increasing employment and incomes. 

The Government o f  t he  P h i l  l pp i nes  recognizes the e s s e n t i a l  r o l e  o f  
t& p r i v a t e  sec to r  i n  t he  p u r s u i t  o f  economic recovery .  Th is  r o l e  i nc l udes  
i n v e s t i n g  i n  p r o d u c t i v e  e n t e r p r i s e s  and p o t e n t i a l l y  p r o d u c t l v e  government-held 
acqui  r e d  asse t s  and pub1 i c  c o r p o r a t l o n s .  The government has recognized as 
w e l l  t he  n e c e s s i t y  o f  l e ssen ing  t h e  d r a i n  on the n a t i o n a l  budget r e s u l t i n g  
, f rom t h e  maintenance and o p e r a t l o n  o f  such assets  and co rpo ra t i ons .  

Acco rd l ng l y ,  the  p r o j e c t  purpose i s :  

- t o  reduce t h e  n a t i o n a l  budgetary  burden o f  the  acqu i red  asse ts  
and p u b l i c  co rpo ra t i ons ;  and 

- t o  enhance the  environment necessary t o  m o b l l i z e  p r i v a t e  term 
f i n a n c i a l  resources f o r  investment  i n  p r o d u c t i v e  p r l v a t e  
e n t e r p r i  ses; and 

Th i s  p r o j e c t ' s  approach i s  t o :  (1 )  a s s i s t  the  government w i t h  the  
d i v e s t i t u r e  o f  acqu i red  assets  and state-owned co rpo ra t i ons ,  t o  inc rease  t he  
f l  rms ' p r o d u c t i v i  t y  and reduce r e l a t e d  n a t i o n a l  budgetary  expend! t u res ;  ( 2 )  



work with the government and the private sector to improve the capacity of 
capital markets to mobilize terq capital, and ( 3 )  directly assist private 
sector efforts to establish a nechanisfl for channelling privat? investnent to 
firms being privatized, distresssd firms, and new an,: operating 
agro-industrial based ventures. 

The following conditions, expected to prevdil at the end of tFe 
project, uill indicate that th2 purpose nas been achie*~.d: 

- The burdsn on the GOP budget resulting From maintaining acquit23 
assets and financing the operating costs of p a r a s t a t a ; ~  will havs 
bson reduced; 

- The capita? markets will serve nore eff2ct 
capital; and 

ively as mcbilizers of 

- Conditions rs encourage an increase in tne 
will be in place. 

Project C m ~ o n e n t s  

supply of securities 

To accomp1i;h these purposes. :he five-year project has two majcr 
components: 1 )  a privatization component to support the 
implementation of its ongoing privatization program; and 
development component to assist relevant government and 
enti ties enhance the capabi 1 i ties or' the capi tal markets 
mobilizers o f  term capital and to encourage an increase 
securities. These are de;criSed in detail belcw: 

government in the 
2 )  a capital market 
rivate sector 
t o  servo as effect've 
n the ; u p p l y  of 

1.  Privatization 

The Philippines' Privatization Program involves more than 350 
acquired assets o f  government financial institutions (GFIs), approximately 260 
sequestered companies and more than 100 government owned and controlled 
corporations (GOCCs). The total book value o f  the GFI-acqui red assets alone 
approximates $8 bil lion. In an attempt to deal with the enormous task of 
privatization expeditiously, the Asset Privatization Trust (APT) will 
concentrate its 'efforts on privatizing the acquired assets of the GFIs. These 
include the PNB, DBP and the Government Service Insurance System. 

Coordinated through the Undersecretary of Finance (Chairman of 
the Technical Committee on Privatization), the privatization of GOCCs will be 
undertaken by the parent GOP DepartmentsIAgencies to the extent they are 
capable and willing t o  d o  so. Only in the event o f  a GOCC's refusal to ccmply 
with a GOP directive to privatize will the APT be called in. 

The COP'S  budget resources t o  execute its Privatizatlon Program 
are meager. The WB has estimated that the APT alone could need as much as $1'0 
million per year t o  effectively prlvatize the acquired assets under its 
conservation. While the APT and some GOCCs have very capable (but limited) 
staffs, they are a1 so underfunded. Other GOCCs have neither the staff nor the 
resources to acquire the services required to execute the! r respective 
privatization programs. 



The sweeping objectives of the GOP's Privatization Program. 
sophistication of the market and structural layout of the sectors t o  be 
privatized r2quire the application o f  diverse and specialized disciplines. 
Given the financial and hurnan resource constraint; o f  the APT and GCCCs, 
txhnical assistant? in the preparation of information, appraisal of assets, 
design cf  sectoral strategic studies and execution of privatization1 
divestiture programs i s  required. Suppliers of these services should include 
aud'tcrs, 5pecialized engineering firins, management consultants. investnont 
ba.nks and legai advisors. 

Key GOP officials, including the Chief Executive Trustee of the 
APT and the Undersecretary of Finance, have recagnized this nssd agd h a , / ?  a 
desire to obtain AID assistance. There=ore, this project cornaonent w i l l  
provide technical assistance and commodiries to the Asset Privatiz3?ion Trus: 
and other Asset Dispasal Units (ADUS). as described below: 

a. Asset Privarizatian T r a s t  

( 1 )  Technical Assistance 

A.I.D. kill finance short- and long-term expatriate 
and local specialized service; and advisory cmsultancies in the following 
areas : 

(a) Information and Data Vanagenent 

Ths A P T  has inherit?d voluminous files on mcre 
than 300 companies, including the type of phy;icai assetsltechnlcal 
specifications, company financial and ope) iting records, employment data, ana 
legal documents. A sound filing and retrieval system is needed for the APT to 
function effectively. Technical zssistance wi 1 1  be provided to the APT t o  
catalogue, audit and store files and data. This will include training APT 
personnel on the use o f  computer hardware and relevant software applications 
and supplying short-term m a n p w e r  for the one time catalogue, and auditlturn 
over exercise. 

(b) Leqal Services 

Valuation and legal services are the two most 
crltical functions of the APT. Prior to the sale of an enterprise, legal 
asslstance is needed t o  solve lssues such as labor contracts, contingent and 
hidden liabll ltles, and to execute on behalf o f  the seller the actual disposal 
of assets to a new owner. External counsel is needed to move decisively on 
accounts and clear the bottlenecks in the marketing effort. A I D  will provide 
short-term services from local institutional sources o r  with a local firm a; a 
subcontractor to an expatriate advi sor as dl scassed below. 

(c) Valuation and Marketing Servlces 

Advisory assistance will be provided to the APT 
for valuatlon and marketing services, primarily for those entitles requiring 
some level of foreign investment because o f  the large financial value of the 
assets Involved, technology requirements, foreign Interest, etc. Smaller 
enterprises may a1 so be included, as needed. The ass1 stance t o  be provided 
will Include: 



- Valuation; 

- P r a s ~ e c t u s  preparation; 

- IdentiFicatio~ o f  prospective investors; 

- Information di ssemination; 

- Gffering of securities or pub1 ic sharz 
pl acemeni; 

- Investment prcposal evaluation; 

- B i d  development or negotiations w l  t n  
prospective investors; 

- Fairness statement or coinion; and 

- Closing. i n c l u d i n ~  legal services. 

This assistance will be provided through an 
expatriate investment banking firm with exoatriate andlor local 
subcontractors, as appropriate, for a grouping o f  firms (i.e. agribusiness, 
services, industrial). Project assistance will utilize institutional rather 
than personal services to provide greater accountzbility. 

( d l  Policy/Operations Studies 

A.I.D. will also finance expatriate andtor local 
consulting services for studies to guide the APT in decisions ranging from 
rehabilitation versus liquidation and spin-offs/mergers t o  best use studies 
and corporate strategy development. 

( 2 )  Commodities 

A . I . D .  assistance will be provided for the 
procurement o f  computer hardware to support the information and data 
management effort described above for the APT. 

b. Asset Disposal Units for Government-Owned and 
-Controlled Corporations (GOCCs) - 
( 1 )  Technical Assistance 

A.I.D. will assist the parent DepartmentslAgencies 
of GOCCs by providing short- and long-term expatriate and local special ized 
services and advisory consul tancies for GOCC Asset Disposal Units (ADUS) and 
for the parent entity's execution o f  the Privatization Program. It is 
envisaged that the following COP enti ties vlll be assisted: 

- Philippine Natlonal Oil Company (PNOC); 

- Department o f  Trade and Industry - National 
Development Company (DTI-NDC); 



- P r s s i d e n t i a l  Management S t a f f  (?MS>; 

under wh 
d i  sposi t 
Nat iona l  
S e c u r i t y  

a b ~ v e  f o  

- Department o f  A g r i c u l t u r e  (DOA); 

- Department o f  Tourism (DOT); 

- Department o f  Finance (DOF); and 

- Department o f  T ranspo r t a t i on  and Comnun 
(DOTC). 

i c a t i c n s  

(Please no te  t h a t  w h i l e  NEDA i s  t he  GC? en:i:y 
ch a  number of the GOCCs f a l l ,  the  e n t i t i e s  a c t u a l ! y  r e s ~ o n s i b i e  f o r  
on i n c l u d e  the  Development Bank o f  the P h i l i p o i n e s  C D ? t i l ,  P ~ i i i a p i n e  
Bank (PN9). Government Se rv i ce  Insurance System CGSISI, Soc ia l  
System (SSS) and t3e Asset P r i v a t i z a t i o n  T r u s t  CAPTI). 

Serv ices p rov i ded  w i l l  be s i q i l a r  t o  those l i s t e d  
r APT and w i l l  i n c l ude  management p lann ing ,  invest inent  bank ing,  lega ; ,  

a c c o u n t i n g f a u d i t i n g ,  and s p e c i a l i z e d  eng inee r i ng  se r v i ces .  I n  a a d i t i o n ,  whzre 
new ADUs a re  t o  be formed, AID w i l l  a s s i s t  the  pa ren t  Depar tment /9genc j  
e s t a b l i s h  the  ACU. A c t i v i t i e s  f i nanced  under t h i s  e l enen t  w i l l  i n c l u d e ,  b u t  
n o t  n e c e s s a r i l y  be l i m i t e d  t o :  

Es tab l i shment  o f  ADUs, i n c l u d i n g  development o f  
g u i d e l i n e s  f o r  t h e i r  c p e r a t i o n  and 
a d m i n i s t r a t i o n ,  scope o f  a c t i v i t i e s ,  
r e l a t i o n s h l p  t o  the  CCP. APT and DOF; 

Ref inement o f  p r i v a t i z a t i o n  o b j e c t i v e s ;  

I d e n t i f i c a t i o n  o f  impediments t o  p r i v a t i z a t i o n  
and development o f  p r i v a t i z a t i o n  s t r a t e g i e s ,  
i n c l u d i n g  p r o j e c t  s p e c i f i c  s t u d i e s  as necessary 
(e.g.. rehabilitation versus l i q u i d a t i o n ) ;  

Ass! s tance wl t h  t he  t u rnove r  o f  account1,ng 
i n f o r m a t i o n  f i l e s  by t he  GOCC to  t he  ADU, 
i n c l u d i n g  l e g a l  documents, f i n a n c i a l  and 
p h y s l c a l  assets ,  employment da ta ,  and 
t h i  r d - p a r t y  c r e d i  t o r  I n fo rma t i on  ; 

Recommendation of a p p r o p r i a t e  i n f o rma t i on  and 
da ta  management systems, i n c l u d i n g  bo th  hardware 
and s o f t v a r e ;  

The assessment o f  the  demand f o r  investment ;  

The conduct o f  f i nanci  a1 a n a l y s i  s  and /o r  c a p i t a l  
r e s t r u c t u r i n g ;  

Va lua t i on ;  



- Marke t ing  a s s i s t a ~ e ,  i n c l u d i n g  p rospec tus  
devslopment. i n f o r m a t i o n  d i ssem ina t i on .  
i d e n t i f i c a t ' o n  o f  p rospec t i ve  i n v e s t o r s .  
o f 7 e r i n g  a f  s e c u r i t i e s ,  investment  p roposa l  
e v a l u a t i c n ,  b i d  development o r  n e g o t i a t i o n s  c r  
placement o f  p u b l i c  share o f f e r i n g s ;  

- P r e s s n t a t i o n  o f  a fo rma l  o p i n i o n  on t ne  
" f a i r n e s s '  o f  t h e  terms of t he  sa le :  and 

- C ios i ng  ze rv i ces .  

i n  those ins tances  where AGUs e x i s t  and i n v o l v e  t i e  
p r i v a t i z a t i c n  of s i zeab ie  assets  o r  where technology t r a n s f e r  i ssues  a re  
i n v o l v e d  and p o s s i b l y  r e q u i r e  f o r e i g n  investment  ( i . e . ,  PNOC and NDC), an 
e x p a t r i a t e  investment  bank ing f i r m .  w i t h  e x p a t r i a t e  and lo r  l o c a l  
subccn t rac to rs  as a p p r o p r i a t e  (1 .e . .  i s g a l  se r v i ces ,  s p e c i a l i z e d  eng 'nee r i ng i  
w i l l  be procursd t o  handle an a p p r o p r i a t e  g roup ing  o f  the  i n v o l v e d  f i rms  
(e.g. .  ag r ibus iness ,  s h i ~ p i n g ,  se r v i ces , ) .  For  l e s s  complex t r a n s a c t i o n s ,  and 
as c o n d i t i o n s  wa r ran t ,  e i t h e r  an e ,qpa t r ia te  o r  l o c a l  f i r m  o r  some m i x  o f  the 
two w i l l  be p rocured  t o  p rov i de  the  necessary se r v i ces .  

For the  e s t a b l i s h m m t  o f  ADUs, i t  i s  a n t i c i p a t e d  
t h a t  a  mix o f  e x p a t r i a t e  and l o c a l  c o n s u l t i n g  se r v i ces  w i l l  be r e q u i r e d .  Each 
ADU w i l l  be composed of  a  s t a f f  w i t h  f i n a n c i a l  a n a l y s i s  and s e c t o r a l  s p e c i f i c  
e x p e r t i s e ,  p r e f e r a b l y  w i t h  no a s s o c i a t i c n  w i t h  t he  GOCC t o  p reven t  
c o n f l i c t - o f - i n t e r e s t  s i t u a t i o n s .  The ADU s t a f f  members w i l l  come f rom e i t h e r  
the  p u b l i c  o r  p r i v a t e  sec to r  and be managed by an i n d i v i d u a l  w i c h  d i r e c t  
r e p o r t i n g  r e s p o n s i b i l i t i e s  t o  the i n d l v i d u a l  w i t h  u l t i m a t e  d e c i i i e n  making 
a u t h o r i t y  ( i . e . ,  Sec re ta r y  o r  Undersecretary  o f  a  Department o r  an Agency 
Head). The major  t a s k  o f  t he  ADU w i l l  be t o  des ign  and implement an A c t i o n  
P l a n  and manage the  o v e r a l l  p r i v a t f z a t i o n  process.  Each ADU w i l l  d e f i n e  i t s  
o b j e c t i v e s ,  determine t h e  e x t e n t  t o  which f i n a n c i a l  r e s t r u c t u r i n g  measures a re  
necessary,  and develop and execute a  ma rke t i ng  s t r a t e g y .  

I n  those Ins tances  where i t  does n o t  make sense t o  
e s t a b l i s h  an ADU, c o n s u l t i n g  se r v i ces  w i l l  be p rocured  t o  develop and execute 
an app rop r i a t e  p r i v a t l z a t l o n  program. 

( 2 )  Commodities 

A . I . D .  ass is tance  w l l l  be p rov i ded  f o r  the  
procurement o f  computer hardware t o  suppor t  t h e  i n f o r m a t i o n  and da ta  
management requi rements  i d e n t i f l e d  by t h e  t e c h n i c a l  ass is tance  p rov i ded  above 
f o r  se l ec ted  ADUs. 

2.  Cap1 t a l  Market  Development 

The i n i t i a l  USAID examinat ion o f  the  c a p i t a l  market  i n  
t h e  P h l l l p p l n e s  was undertaken I n  1985-86 t o  expand on an e v a l u a t i o n  prepared 
i n  1984 by the  As ian Development Bank. The 1984 r e p o r t  focused l a r g e l y  on 
banks and bank lend fng .  I t  was f e l t  t h a t  USAID migh t  a s s i s t  by f o c u s i n g  on 
t h e  securities markets for long-term f i n a n c f n g ,  and by p a r t l c l p a t i n g  I n  an 
expected imp1 ementat i o n  of  recommendatfons i n  t he  r e p o r t .  A1 though cap1 t a l  
market  development was n o t  h i g h  among t h e  GOP's p r i o r i t i e s  a t  t he  t lme,  t he  



Miss ion  at tempted t o  g a i n  an overv iew of the s e c u r i t i e s  markets t o  see i f  
dweloprnent  e f f o r t s  were warranted.  I n  1535, d i scuss ions  were h e l d  w i t h  inany 
peop le  i n  t he  p r i v a t e  s e c t w .  and i t  became obv ious t h a t  t h e  long- term 
s e c u r i t i e s  markets were d r a m a t i c a l l y  underdeveloped. 

The new government brought  a  change i n  a t t i t u d e .  I n  
December 1956, the  M i n i s t r y  o f  Finance and the M i n i s t r y  o f  Trade and i n d u s t r y  
( N i n i s t r i e s  a re  n c r  kncwn as D e p a r t ~ e n t s )  i n i t i a t e d  di;cussions on s teps t h a t  
c o u l d  oe taken t o  encourage develcpnent  cf the c a p i t a l  market .  w i t h  tne  
o b j e c t i v e  af encouraging the  p r o v i s i o n  o f  long- term f i n a n c e  t o  i n d u s t r y  
through the s e c u r i t i e s  rnarksts.  

A . I . D .  w i l l  a s s i s t  the  GOP and p r i v a t s  s e c t c r  d e v ~ l x  
and more f u l l y  u t i l i z e  the e x i s t i n g  P h i l i p o i n z  c a p i t a i  mark?: as a  me3n; of 
m o b i l i z i n g  domest ic and f o r e i g n  savings f o r  medium-to-long-term c a p i t a l  
f i nanc ing  f o r  investment  i n  o roduc t i ve  e n t e r p r i s e s .  Th i s  csmccnent ?as seven 
elements: Legal  and Regu la to ry  Fraaekork;  S e c u r i t i e s  and Ex,:hacge Cmmi s s  i c n ;  
Stoc!h. Exchanges; Account ing and A u d i t i n g ;  t he  C a p i t a l  Markets  Conference; 
P u b l i c  Media Campaign; and P h i l i p p i n e  Agr ibus iness I n d u s t r i a l  dnd Investment  
Company (PAIICO). A d e t a i l e d  d e s c r i p t i o n  o f  each f o l l o w s :  

( a )  Leqal  and Regulatory  Framework 

A number o f  laws and r e g u l a t i o n s ,  such as the  
S s c u r i t i e s  Ac t  o f  1936 as amended i n  1982, a re  based on laws o f  o t h e r  
c o u n t r i e s  ( i n  t h i s  case t he  U n i t e d  S ta tes )  and i t  i s  n o t  c l e a r  t h a t  they 
r e f 1  e c t  oo l  i c i e s  app rop r i a t e  t o  development o f  t he  Phi 1 i pp ine  cag i  t a l  markets  
and p r i v a t e  s e c t o r .  A l j o ,  ad hot r u l e s  and r e g u l a t i o n s  have been b u i l t  one an 
top  o f  ano ther ,  an3 inadequa te ly  thought  c u t  r e g u l a t i ~ n s  a re  supplemen t s d  by 
more r e g u l a t i o n s  t o  f i l l  " loopho les"  i n  the  o r i g i n a l  r e g u l a t i o n s .  

The S e c u r i t i e s  Ac t  o f  1936, as amended i n  1982, i s  
a  pr ime example. I t  I s  based a lmost  e x c l u s i v e l y  on laws i n  the  Un i t ed  
S ta tes .  The law i s  a  copy o f  r e l e v a n t  p a r t s  of the U.S. Federa l  S e c u r i t i e s  
Ac t  o f  1933 and S e c u r i t i e s  and Exchange Ac t  o f  1934, which were based on 
d i s c l o s u r e .  However, s i g n i f i c a n t  changes were added, t o  b l end  i n  t he  approach 
of  s e c u r i t i e s  laws ( so - ca l l ed  "b l ue  sky" laws) o f  c e r t a i n  s t a t e s  (most 
p a r t i c u l a r l y  C a l i f o r n i a ) ,  adop t i ng  f rom those s t a t e s  t he  c o n c ~ p t  t h a t  p u b l i c  
o f f e r i n g s  o f  s e c u r f t l e s  may n o t  be made un less the  government body 
a d m i n i s t e r i n g  the  law f i n d s  t h a t  t h e  i ssuing company and t he  secur i  t i e s  a re  
"sound" investments .  

A number o f  t o p i c s  a re  n o t  covered; c e r t a i n  t o p i c s  
a re  covered I n  a  narrow way (such as r e q u i r e d  "approva ls "  f o r  p u h l i c  i s sues ,  
as compared t o  s imp ly  r e q u i r i n g  adequats d i s c l o s u r e ) .  The law does n o t  
address t h e  needs of a  modern, changing s e c u r i t i e s  market  (e .g . ,  new 
techniques of f inance,  l i n k s  between markets, over- the-counter  t r a d i n g ) .  
F i n a l l y ,  t he  law does n o t  address the fundamental need of  t h e  Phi 1  i pp i nes  -- 
t o  develop i t s  c a p i t a l  market .  

Wi th  t he  passage o f  the  Inves tment  Houses Law i n  
February IS ,  1973 through P res l  d e n t i  a1 Decree No. 129, underwr i  tf ng, an 
Impo r tan t  a c t i v i t y ,  was v i r t u a l l y  removed from the  s tockbrokerage f i r m s  and 
became the  preserve of Investment  Houses. When new e q u i t y  Issues were 
subsequent ly  f l o a t e d  i n t h e  market ,  s tockbrokers  became known mere ly  as 
" s e l l i n g  agen ts . "  



The t ax  code has a l s o  impeded t h e  demand f o r  
s e c u r i t i e s .  For t x m p l e ,  d i v i dends  and i n t e r e s t  income a re  ta:!::ble t o  :he 
payee, b u t  d iv idends  a re  n o t  d e d u c t i b l e  expenses o f  t he  payor .  A tax  crl 
u n d i s t r i b u t e d  earn ings  a l s o  d iscourages bus iness expansion. 

The Co rpo ra t i sns  Code of the  P h i l i p p i n e s ,  adcpted 
i n  1980, rep iaced  the  1936 Co rpo ra t i on  Law. which was Sased c n  t he  then 
C a l i f o r n i a  Corpora t ions  Code. The 198C law was in tended t o  " e s t a b l i s h  a  new 
c m c e p t  o f  business co rpo ra t i ons  so t h a t  they a re  n o t  mere ly  e n t i t i e s  
e s t a b l i s h e d  f o r  p r i v a t e  g a i n  b u t  e f f e c r i v e  pa r t ne rs  o f  the Na t i ona l  Government 
i n  sp read ing  t he  b e n e f i t s  o f  c a o i t a i i s m  f o r  the s o c i a l  and economic 
r'evelooment c f  the N a t i o n . "  Inpecirnents t o  t he  supply o f  s e c u r i t i e s  i n n e r a n t  
i n  the 1980 Corpora t ions  Code i n c l u d e  the  f o l l o w i n g :  

- The pre-empt ive r i g h t s  requ i rement  r e s t r i c t s  a  
~ i d e r  d i s t r i b u t i o n  o f  shares f r om new p u b l i c  
o f f e r i n g s ;  

- The requi rement  t h a t  new p u b l i c  i ssues  be s o l d  
a t  pa r  i ns tead  o f  market va lue .  Th is  seve re l y  
r e s t r i c t s  the  capac i t y  o f  a  company t o  r a i s e  new 
e q u i t y  and ac t s  as a  d i s i n c e n t i v e  t o  p u b l i c  
i ssues : 

- The SEC has t he  power t o  approve/d isapprove 
increases i n  c a p i t a l ,  a  d e c i s i o n  which should be 
l e f t  e n t i  r e l y  t o  the company; and 

- Closed co rpo ra t i ons  ( l e s s  than  20 ; h a r e h c l l e r i ,  
shares p r o h i b i t e d  f rom t r a n s f e r )  a re  not 
p e r m i t t e d  t o  have p u b l i c  o f f e r i n g s ,  a re  s u b j e c t  
t o  no r e s t r i c t i o n s  on t he  s i z e  of assets ,  and 
a re  n o t  s u b j e c t  t o  p u b l i c  d i s c l o s u r e  
requi rements .  Thes2 f a c t o r s  encourage 
businesses t o  op? ra te  as c losed  r a t h e r  than 
p u b l i c  companies t h a t  r a i s e  te rm c a p i t a l  th rough  
the  secu r i  t i e s  market .  

I n  sum, t he re  a re  many l e g a l  and r e g u l a t o r y  
impediments t o  development o f  t he  c a p i t a l  market .  The environment needs t o  be 
examined and eva lua ted  f r om t h i s  pe rspec t i ve .  

( 1  ) Technica l  Assi  stance 

A . I . O .  w l l l  a s s i s t  the C a p i t a l  Markets 
Development Work1 ng Group (CMDWG) conduct a  comprehensive r ev i ew  of 1  aws, 
r e g u l a t i o n s  and procedures p e r t i n e n t  t o  the  r e g u l a t i o n ,  development and growth 
o f  t he  c a p i t a l  markets i n  the  P h i l i p p i n e s .  (Please see Sec t i on  I V  f o r  a  
d e s c r i p t i o n  o f  CMDWG.) This  r ev i ew  w i l l  f ocus  on t k e  changes / rev is ions  i n  
c u r r e n t  leg1  slation/regulations/rules r e q u i r e d  t o  p rov i de  a  c l e a r  l e g a l  
framework to develop and r e g u l a t e  the  c a p i t a l  markets more e f f e c t i v e l y .  

The rev i ew  w l l l  i d e n t i f y  r ev i s l ons l changes  
needed t o  f o s t e r :  ( 1 )  an improved business c l l m a t e ;  ( 2 )  an inc rease  i n  the  
supply  and demand o f  s e c u r i t i e s ;  ( 3 )  t he  growth o f  f u l l  s e r v i c e  s e c u r i t i e s  



f i r m s  ( i . e .  merchant / investment  banks);  and ( 4 )  the  p r o t e c t i o n  o f  i n v e s t o r s ,  
i n c l u d i n g  m i n o r i t y  shareho lders .  Fur thermore,  the  rev iew w i l l  t ake  i n t o  
c o n s i d e r a t i o n  t he  lmcac t  o f  the  new C m s t i t u t i o n  and t he  r o l e  o f  Congress as a  
l e g i s l a t i v e  body i n  i t s  recommendations f o r  l z g i s l a t i v e  change. 

The Ac t /Ccdes /Regu la t ion r /  Rules t o  be rev iewed 
i nc l ude :  

- The S e c u r i t i e s  Ac t  o f  1936, A s  Amended; 
- Tho Investment  Cmpany Acr  of i950: 
- The Investment  Houses L3w of 1973: 
- The 19a0 Co roo ra t i on  Code of the  P h i l i o o i n e s ;  
- The Omnibus Investment  Code o f  1987: 
- The I n t e r n a l  Revenue Code; 
- eoard o f  Investment  Regulation;; and 
- S e c u r i t i e s  and Exchange Ccmmi s s i x  

Regu la t ions .  

I n  a d d i t i o n ,  l e g a l  a u d i t s  w i l l  be performed i n  
the  f o l l o w i n g  areas:  

- Banking and Un i ve rsa l  Banking Law; 
- Insurance Law and law govern ing  insurance 

company investment ;  
- Laws a f f e c t i n g  ven tu re  c a p i t a l  and l e a s i n g ;  
- Laws concern ing  f o r e i g n  invsstrnent;  
- P r i c e  c o n t r o l  and s t a b i l i z a t i o n  laws; and 
- J u d i c i a l  laws and procedures.  

A comprehensive r e p o r t  w i l l  be i ssued  p r o v i d i n g  
recommendations on l e g i s l a t i o n  r e q u i r e d  and r e v i s i o n s  needed i n  
rules/regulations/procedures o f  t he  r e s p o n s i b l e  GOP DepartmentsIAgencies.  
Thl  s  r e p o r t  w i  11 a1 so i n c l g d e  d r a f t  l e g i  slation/regulations/procedures/rules 
as w e l l  as an A c t i o n  P l k n  t h a t  w i  11 f u l l y  d e l i n e a t e  the  r e s p o n s i b i l i t i e s  o f  
t he  p a r t i e s  i n v o l v e d  i n  implement ing t he  recommendations made, and a  t i m e t a b l e  
f o r  execu t i ng  t h e  A c t i o n  Plan.. The r e p o r t  w i l l  be accompanied by a  s u c c i n c t  
p r e s e n t a t i o n  on c a p i t a l  market l e g i s l a t i v e  issues,  s u i t a b l e  f o r  use by GOP 
departments and agenc ies I n  p r e s e n t a t i o n s  be fo re  the  newly formed Congress. 

(b )  S e c u r i t i e s  and Exchange Commi ss i on  

The Secur l  t i e s  and Exchange Commission (SEC) i s  a  
q u a s i - j u d i c i a l  body c rea ted  by the  S e c u r i t i e s  Ac t  o f  1936. The SEC i s  charged 
w i t h  a d m i n i s t e r i n g  t h e  S e c u r i t i e s  Ac t  o f  1936, as r e v i s e d  i n  1982, the  
Investment  Company Ac t  o f  1960, the  Co rpo ra t i on  Code o f  1980 and o t h e r  r e l a t e d  
laws. The SEC a c t s  as a s e c u r i t i e s  market r e g u l a t o r y  body, and a l s o  as the  
r e g i s t r a r  o f  covpanles t o  en fo rce  t he  Companies Law and keep p u b l i c  records  o f  
a l l  company f i l i n g s .  

These two f u n c t i o n s  a re  i n  many ways c o n t r a d i c t o r y  
and the  SEC per forms n e i t h e r  w e l l .  SEC r e s p o n s i b i l l t l e s  r e l a t e d  t o  company 
r e g f s t r a t i o n  and approva l  o f  company a r t i c l e s  o f  i n c o r p o r a t i o n  c a r r y  more 
we igh t  th:r supe rv f s i on  of the s e c u r i t i e s  market,  which has l e d  t o  loose 
enforcement o f  t h e  r e g u l a t o r y  r u l e s  i n  t he  s e c u r l t l e s  market.  



The SEC has not regulated the markets effectively; 
dces not understand tne securities markets in t e r m  of their economic 
development s'gnific~~ce; has antiauatsd regulations and rules; has issued 
r ~ : e s  ttat were toc sweeping ard imcractical; lacks adequate staff acd 
qualified aerscnnsl; has not ade*quately orotected the public interest; and h3s 
not develooed guiding ~rinciples to govern securities marksti. In addition, 
SEi regulatory practices have not been evenly apolied, giving rise to 
accusaticns of favoritism. These factors have resulted in confusion and even 
chaos in the capital markets, with the public int2rest not being adequately 
protected. 

2estoration of pub1 ic con=idsn,:e i n  3 e  ;a-+.st i s a -. major prerequisite of attracting investors' funds. i c e  SEZ neess to 
strengthen its oolicy-naking and selected regulatory ?unctiams. It a l i ~  t?eeas 
to divest itself o f  other regulatory fdncticns. ?olicy-making functicn; of 
:ze SEC shculd f,~cus on long-term capital market develconeq: oia~ning. i n  
par~icular, the SEC should define the role of the equity mzrnsr in mcoilizing 
private s2ctor savings. Regu!atory functicns should invalve stricter 
registration and listing requirements, ilcssr monitoring of br2ker conduct and 
better pclicing of the market against manipulation ana fraud. To better 
protect investors, regular reporting requirements ana the f u l l  disclosure c f  
infornation shculd be observed by the listed companies and strictly enforced 
Sy the SEC. 

(1) - Technical Assistancn 
The 1986 A .  I .D.-financed stiidy cn caoi t.:! 

markets recommended the establishment of a cabinet-ltvel inztitution for  
securities market development. In addition, it recommended a review of the 
SEC's regulatory functions and organization. The DOF and DTI prefer to 
investigate the possibility of upgrading the capital market development 
capabilities of an existing organization, in this case the SEC, rather than 
establish a new cabinet-level organization. If not feasible, they wili then 
recommend that a cabinet-level Capital Market Commission be established. The 
DOF, DTI and SEC have all indicated to AID that as a result of the findings in 
the AID and *DB stcdies, t h e  SEC must adjust its objectives to play a more 
developmental and promotional role vis-a-vis the capital markets. They have 
requested AID assfstance toward this objective. 

In response tc this request, AID wi 1 1  finance an 
organizational review of the SEC to develop recommendations for its 
reorganization. The purpose will be to enhance its professional capabilities, 
make it more developmental, and strengthen those enforcement responsibilities 
critical to effective capital market operations. The review will include an 
Action Plan for implementation by the SEC, and will cover, but not be limited 
to, the following areas: 

- Developing the framework for an institution to 
promote capital market development. That 
framework will Include delineating its 
objectives, functions, organization, staffing 
requirements, and relationship to other GOP 
DepartmentsIAgencles and the private sector; 



- Determining whether a c a p i t a l  market 
development func t ion  can e f f e c t i v e l y  be 
incorpora ted  by the SEC. If not ,  recommending 
where t h i s  f u n c t i o n  should be placed and 
whether 2 new i n s t i t u t i o n  i s  requ i red ;  

- Reviewing cu r ren t  SEC r e s p o n s i b i l i t i e s ,  r u l e s ,  
r e g u l a t i o n s ,  and procedures, and reccnrnending 
ways t o  make i t  mcre responsive t o  the cb r ren t  
needs o f  the s e c u r i t i e s  i n d u s t r y .  Tnis aspect 
o f  the rev iew w i l i  focus cn: ( 1 )  How best  t o  
blend the comoany r e g i s t r a r  k i t 3  t h e  croacer 
s e c u r i t y  i ndus t r y  regu la to ry  func t i on ,  if 
poss ib le  and how t o  Qrevent  the nar rcker  
subjects f rom l i m i t i n g  the braader fccus; ( 2 )  
how t o  b r i n g  the S X  qore a c t i v e l y  i n t o  the 
Gap'; s e c u r i t i e s  p o l i c y  fo rmu la t i on  framekork; 
(3) the appropriateness o f  i t s  enfxceme?t  and 
a d j u d i c a t i v e  a c t i v i t i e s  and whether they 
shculd be re ta ined,  cnanged o r  removed; ( 4 )  
implementing regu la t ions  t h a t  need t o  be 
adoptsd (e.g., d isc losure ,  b roksr  conduct 
d u t i e s  o f  stock exchanges, e t c . ) ;  ( 5 )  
developing p u b l i c  commentlreview procedures t o  
ensure p u b l i c  comment on a l l  prooosed SEC 
r u l e s ,  regu la t i ons  and i n i t i a t i v e s ;  

- Reviewing the cu r ren t  SEC o rgan iza t i ona l  
s t r u c t u r e  and s t a f f i n g ,  developing 
recommendations f o r - a  more e f f e c t i v e  
organ iza t ion ,  and i d e n t i f y i n g  s t a f f  
requirements and t r a i n i n g  needs; and 

- Reviewing the cu r ren t  SEC informat ion base and 
i t s  u t i l i z a t i o n  by the SEC and developing 
recommendations on i n fo rma t ion  requirements 
and in fo rmat ion  system needs-- including 
commdl t i es  and s ta f f ' requ i rements- to  enhance 
the SEC's in fo rmat ion  c o l l e c t i o n ,  r e t r i e v a l ,  
eva lua t ion ,  and record keeping capabilities as 
we l l  ss the  pract !ca! ! ty  c f  keep!ng ccapany 
d i sc losu re  repo r t s  i n  a computer base 
avai l a b l e  f o r  broad pub1 i c access. 

A.I.D. w i l l  f i nance t r a i n i n g  f o r  the SEC and 
selected COP o f f i c i a l s  (e.g., f rom the CB, DOF, DTI) d i r e c t l y  invo lved i n  
cap1 t a l  market r e g u l a t o r y  and development a c t  l v i  t 1 es The SECIGOP t r a i  n l  ng 
program w i  11 be based on the recomrnendatlons o f  the SEC o rgan iza t i ona l  
assessment. I t  i s  expected t h a t  t h i s  t r a i n l n g  w i l l  focus on economics, 
f i nance, r e g u l a t i o n  theory and p r a c t i c e  and po l  i c y  formul a t i o n .  



A I D  ass i s t ance  w i l l  be p rov i ded  fcr  t h s  
procgrement o f  computer hardlaare t o  ucgrade the  SEC's i n f o r m t i o n  c o l l e c t i o n ,  
r e t r i e v a l ,  e v a l u a t i o n  and record-keeping c a p a b i l i t i e s .  

Observa t ion  tou-s  t o  c o u n t r i ? ~  t h z t  have 
r e c e n t l y  taken a developmental  aporoacn t o  t h e i r  c a p i t a l  m r u e t i  w i i l  a l s o  be 
f inanced.  Several  such i o c r s  i n v c i v i n g  S K  and o r h e r  GGP ~ f f i c i a l ;  toge ther  
w i ~ h  the s s c u r i t i e s  and s tock  excnange prsfss; ional ;  w j l l  v i s i t  c x n t r i e s  s i c h  
as Korea, Taiwan. and p o s s i b l y  Jordan and S r a z i l  t o  become x q u a i f i t 2 d  wizh: 
( a )  development s t r a t e g i e s  be ing  pursusd and tho  resu1:ant growrh oT tncse 
markets;  and ( b )  c u r r e n t  t rends  toward a w ids r  range o f  f i n a n c i a l  s e r ~ i c e s .  

( c )  Stock Excharqes 

I f  a c t i o n s  a r e  taken by the  Got and p r i v a t e  sac to r  
t o  inp rove  the  supp ly  o f  and demand f o r  s 2 c g r i t i e s .  the   st^ u excn;:ge --a: 
perce ived by t he  p u b l i c ,  c u r r e n t i y  o rgan ized ,  and man:gedlokLcaied -- w i l l  p o t  
be i n  a p o s i t i o n  t o  p r o v i d e  i n v e s t o r s  t he  secondary market  lib l i d i t 7  an3 
savers the mechanism r e q u i r e d  t o  i n v e s t  f unds .  A p r o f e s s i o n a l l y  managed s tock  
exchange w i t h  a wide range o f  h i g h  q u a l i t y  l i s t e d  s tocks i s  c r i t i z a l  r 3  the 
development o f  t he  c a p i t a l  markets and imoe ra t i ve  f o r  the  e f f i c i e n t  a l l o c a t i s n  
o f  term i n v e s t a b l e  funds t o  ~ r o d u c t i v e  end uses. 

The two a c t i v e  s tock  2xchanges i n  t h e  Ph iT i eo ines ,  
the Man i la  and Makat i  Stock Exchanges, a re  perce ived  as gambl ing dens ~ i t h  
specu la t ion  and man ipu la t i on .  Reasons f o r  t h i s  p e r c e p t i o n  i n c l u d e :  

- Approx imate ly  150 companies a re  t raded  i n  the 
s tock  exchanges. O f  the t o p  'COO companies i n  
the  P h i l i p p i n e s ,  o n l y  about  50 have shares 
l i s t e d .  The rema in ing  companies a re  i n  o i l  
and m!ning and a nzmbw o f  t hen  a re  paper 
companies w i t h  no bus iness a c t i v l  t i e s .  Whi le 
the  s tock  exchanges have taken s teps r e c e n t l y  
t o  " t l e a r  t he  boards" o f  more than 80 
nonper formtng o r  dormant s tocks ,  ve r y  weak 
l l s t t n g  requirements, and poor  m o n i t o r i n g ,  
a n a l y s i s  and genera l  research  performance 
po r t end  c o n t i n u i n g  problems i n  t h i s  area;  

- There a re  no c l e a r  r u l e s  govern ing  when 
b rokers  can t r a d e  on t he  exchanges f o r  t h e i r  
own account v i s -a - v l s  g i v i n g  p r i o r i t y  and 
precedence t o  customer o r d e r s .  Th is  i s  
p a r t i c u l a r l y  Impo r tan t  i n  l i g h t  o f  the  f a c t  
t h a t  broker:  on t he  f l o o r  o f  t he  exchanges 
have p r i  v i  1 eged access t o  market i n f o rma t i on  
and t r ends  and can t h e r e f o r e  t r a d e  f o r  t h e i r  
own accounts t o  t he  d lsadvantage of  p u b l i c  
customers. 



- Future and delayed t ransac t ions  are a1 lowed 
whereby the customer delays complet ing a  
t ransac t ion  f o r  several days o r  weeks. This 
leads t 3  market speculat ion and sudden drops 
i n  the market. 

The stock exchanges are  n o t  p r o f e s s i o n a l l y  
managed. They are  run  by brokers/dealers who cannot devote f u l l  t ime t o  the 
proper management o f  the exchanges and the enforcement of exchange r u l e s  and 
p o l i c i e s .  A s  a  r e s u l t ,  the stock exchanges cannot r e a c t  t o  changing 
cond i t ions  i n  tne f i n a n c ~ a l  markets and l dck  forward p lanning c a ~ a c i t y .  

I n  terms of technology and e f f i c i e n c y ,  stocK 
t rad ing  i n  the Ph i l i pp ines  lags f a r  behind t h a t  i n  o the r  Asian coun t r i es .  
Whi 1 e  Hongkong, Japan and S i  ngapore have modern t r a d i  ng oract ;  css and 
computerized t r a d i n g  systems, the P h i l i p p i n e  stock exchanges, i n  t h e i r  cu r ren t  
bu l l - run  environment, cannot cope. The SEC r e c e n t l y  mandated the c l o s i n g  of 
the Exchanges on Fr idays,  as a  one-day r s s p i t e  from t rad ing ,  t o  cope w i t h  tne 
heavy volume of paper work. The t rad ing  p rac t i ces  of t i e  sxchanges are 
out-moded. Ins tead o f  an open process i n  which a l l  i n te res ted  brokers can 
compete, the present  system provides f o r  brokers t o  stand i n  l i n e  and buy and 
s e l l  on a  "f irst come, f irst served" basis ,  w i t h  order: ~ n y s i c a ! l y  posted on 
blackboards. This system does no t  a l l ow  f o r  an e f f i c i e n t ,  f a i r ,  open and f ree 
market f o r  i nves to rs .  

Con t r i bu t i ng  t o  the f n e f f i c i s n c y  i n  the s:cck 
market i s  thc e.<istence of two exchanges t r a d i n g  the save sh3res. The t rad ing  
volume simply does no t  j u s t i f y  two exchnges.  Ne i ther  exchange i s  ab le  t o  
exped i t i ous l y  disseminate in fo rmat ion  or) t ransac t ions  t o  the pub1 i c  and i t  i s  
no t  poss ib le  f o r  brokers t o  get  the bes t  p r i c e  a v a i l a b l e  i n  a l l  inarkets. Some 
brokers are  opposed t o  the u n i f i c a t i o n  o f  the two stock exchanges. However, a  
"Un i f i ca t i on  Committee" made up o f  rep r~ !sen ta t i ves  f rom the SEC, DTI, and the 
two exchanges has been formed to th rash o u t  the issues center ing  on where t o  
house a  u n i f i e d  exchange and which o f  the two exchanges should surv ive .  

The stock market i s  booming and some ana lys ts  
p r e d i c t  one o r  two years o f  growth i n  s tock values. However, t h i s  o p t i m i s t i c  
ou t look  i s  premf sed n o t  a n l y  on a  greater  supply o f  and cont inued demand fo r  
s e c u r i t i e s  b u t  a l s o  on the a b i l i t y  of the exchanges t o  profess ional  i z e  t h e i r  
management. Thf s w i l l  mean improved se l f - regu la to ry  capaci t y ,  rev1 sed t r a d l  ng 
procedures, modernized fac i  1 1  t i e s ,  b e t t e r  provf s ion  o f  in format ion to 
inves tors  on a  mare t l m e l y , b a s i s ,  and b e t t e r  coordination between the 
exchanges, hopeful  l y  cu lminat ing  i n  t h e l r  merger.. 

( 1  ) Technical A s s i  stance 

A . I . D .  ass is tance w i l l  be provided t o  improve 
the organ iza t ion ,  operat ions and governance o f  the Phi 1  i p p i  ne stock 
exchanges. Advisory assistance w i  11 be prov lded t o  evaluate and make 
recommendations f o r  implementation by the stock exchanges i n ,  b u t  n o t  1 i m i  ted 
to, the f o l l o w i n g  areas: 



Otqan i z a t  i on 

- C lose r  exchange r e l a t i o n s h i p s ,  and t h e  
a d v i s a b i l i t y  o f  a  merger between t h e  
M a n i l a  and Makat i  Stock Exchange;; and 

- C r i t e r i a  f o r  membership i n  t he  s tock  
exchanger. 

Opera t ions  

- The curten: t r a d i n g  proceldur-e, t o  develco 
a  more cpen and s f f i c i e n t  orocess; 

- Methods f o r  i n f o r m a t i o n  about exchange 
t r a n s a c t i o n s  t o  be c o l l e c t e d  and 
d i  jseminated t o  tne oubi i c  more 
e x p e d i t i o u s l y ;  

- 31s c a p a c i t y  o f  the  exchanges t o  d e t e c t  
and e l i m i n a t e  improper t r a d i n g  a c t i s ~ i t i e s ;  

- The c a p a c i t y  o f  the exchanges t o  a c t  a; 
s e l f  r e g u l a t o r y  o r g a n i z a t i o n s  and t o  
en fo r ce  comol iance by members u i t n  r u l e s  
of t he  exchanges and the  SEC; 

- L i s t i n g  and d e l i z t i n g  p c l i c i s s  f o r  
e s t a b l i s h i n g  s t r i c t e r  minimum c a p i t a l ,  
performance and d i s c l o s u r e  requ i rements ;  

- The r o l e  o f  b roke r  t r a d i n g  f o r  personal  
account  and the  d e a l e r ' s  r o l e  i n  making a  
market  f o r  l i s t e d  s e c u r i t i e s  on the f l o o r  
o f  t he  exchanges; and 

- The equipment base o f  t h e  exchanges t o  
de t e r m i  ne t he  equi  pment/commodi t y  needs of  
t h e  exchange f o r  the  e f f i c i e n t  p o s t i n g  and 
hand1 i n g  o f  d a l l y  t r a n s a c t i o n s  on t he  
exchanges and for  more c l o s e l y  moni t o r i n g  
t h e  f i n a n c i a l  conditions o f  t he  l i s t e d  
companies. 

' Governance 

- The need and d e s i r e  t o  p r o f e s s i o n a l  i z e  t h e  
management of t he  exchanges an3 i n c l u d e  
p u b l l c  r e p r e s e n t a t i o n  on the  Boards o f  
O f  r e c t o r s .  

A . I . D .  w f  11 f i n a n c e  seminars f o r  secu r i  t i e s  
p r o f e s s i o n a l s  and s tock  exchange o f f i c i a l s  on enhancing p ro fess i ona l i sm ,  
t e c h n i c a l  capaci  ty,  and e f f  i c f e n c y  i n  t h e i r  r e s p e c t i v e  ope ra t i ons .  Seminars 



w i l l  be based on the eva lua t ions  of t h e i r  respect ive  opera t ions  and i d e n t i f i e d  
needs. I t  i s  expected t h a t  these seminars w i l l  be he ld  i n  areas such as new 
business development, l ega l  and r e g u l a t o r y  requirements, f i d u c i a r y  
r e s p o n s i b i l i t i e s  t o  customers (e.g. d i sc losu rs ,  c o n f l i c t  o f  i n t e r e i t ) ,  
ss l f - regu la to ry  o b l i g a t i o n s ,  e t c .  

Computer hardware and commdi t i es  ~ i l i  be 
procured t o  upgrade the capac i ty  OF the exchanges t o  pos t  t h e i r  d a i l y  
t ransac t ions  and t o  mcre c l o s e l y  m m i t o r  the f i n a n c i a l  cond i t i ons  of  l i s t e d  
companies. 

( d l  Accountinq and A u d i t i n g  

The f i n a n c i a l  s tatenents o f  P h i l i p p i n e  companies 
are n o t  r e l i a b l e .  Often, t h e i r  f i n a n c i a l  statements dn not d isc lose  
in format ion according to un i fo rm standards and a c c o u n t i ~ g  p r i n c i p l e s  are  no t  
app l ied  c o n s i s t e n t l y .  Some companies simply refuse t o  grov ide adequate 
d isc losure  o f  f i n a n c i a l  i n fo rma t ion  and t o  f i l e  requ i red  statements w i t h  the 
SEC. 

Although some would asse r t  t h a t  f i n a n c i a l  
statements i n  the P h i l i p p i n e s  a re  adequate, those who use and r e l y  on such 
f i n a n c i a l  statements ( lenders ,  i nves to rs )  do no t  agree. Steos must be taken 
t o  evaluate these concerns more deeply and t o  esta'sl i sh acccun:ins p r ' n c i  p l e s ,  

. a u d i t i n g  standards ( i n c l u d i n g  independence o f  aud i t3 rs  f rcm the con:anies they 
a u d i t )  and r e p o r t i n g  requirements appropr ia te  t o  needs i n  :he Phj;ipp:ne;. 
There must be uniform f i n a n c i a l  r e p o r t i n g  requirements, aqreed-urcn and f a i r  
general l y  accepted accounting p r i  n c i  p l  es ( r e f e r r e d  t o  as "GAAP")  and general l y  
accepted a u d i t i n g  standards ( re fe r red  t o  as " G A A S " ) ,  and independent 
accountants . 

A.I.D. w i l l  p rov ide  assis tance t o  the Phi l i p p i n e  
Accounting Standards Counci l  ( F A X )  t o  e s t a b l i s h  genera l l y  accepted accounting 
p r i n c i p l e s  (GAAP) and to the Phi 1 Ipp ine  I n s t l  t u t e  o f  C e r t i f i e d  Pub1 i c  
Accountants (PICPA) t o  e s t a b l i s h  an Accounting Standard Board and genera l l y  
accepted audi t l  ng standards (GAAS) . Once es tab1 i shed, these can generate 
r e l l a b l e  and un i fo rm f i n a n c i a l  in format ion t h a t  can be u t i l i z e d  y inves tors  
t o  make Informed investment dec is ions  based on the ac tua l  opera t iona l  r e s u l t s  
o f  the cornpanles Invo lved ins tead o f  rumor and i n s i t e  in format ion.  
Improvements I n t h i  s area w i  1 1 a1 so enhance the SEC' s ab l  1 l t y  t o  enforce 
d l  sclosure o f  i nformat lon requ i  rements . 

( e l  C a ~ i  t a l  Market Conference 

The p r o j e c t  w i l l  a l s o  support the s tag ing  o f  a 
Cap i ta l  Market Conference t o  be sponsored by the Department of  Finance, 
Department of Trade and Indus t r y ,  the Secu r i t i es  and Exchange Commission and 
the p r i v a t e  f i n a n c i a l  community. The purpose o f  t h i s  Conference w i l l  be: 

(1 )  To issue a p o l i c y  statement by the Secre tar ies  
o f  Finance and Trade and I n d u s t r y  o r  the 
Pres ident  o f  the P h l l i p p l n e s  (sub jec t  t o  her 
avai l a b i  1 i t y ) ,  as was done v l  t h  the COP'S 



" P r i v a t i z a t i o n  Program," making the  development o f  t he  Phi 1 i p p i n e  C a p i t a l  
Yarke t  a h i g h  p r i o r i t y ;  and 

( 2 )  To p r o v i d e  a forum fo r  bo th  p r i v a t e  and pub1 i c  
sec to r  i n t e r e s t  groups t o  d iscuss  t he  
promot ion and e f f e c t i v e  regu!a:ion o f  t he  
cap i  t a l  markets.  

The p r o j e c t  w i l l  f i n a n c e  a l o c a l  conference 
o r g a n i z a t i o n  c o n s u l t a n t ,  s e l t c t e d  c o s t  e l enen t s  f o r  s t a g i n g  the  Conference 
( i . e . ,  venue, p u b l i c i t y )  and l i m i t e d  i n t e r n a t i o n a l  resource p a r t i c i p a t i o n .  

: f )  P u b l i c  Med'a Carnoaign 

A . I . D .  w i l l  p r o v i d e  funds f o r  an i n t e n s i v e  
oromot icn and in fo rmat ion  p u b l i c  media campajgn t o  educate o r i v a t e l y  h e l d  
c losed  c o r p o r a t i o n s  and the  p u b l i c  on the  importance of t h e  c a p i t a l  markets,  
how s e c u r i t i e s  markets opera te .  advantages o f  s e c u r i t i e s  ( i n c l u d i n g  bonds and 
s tocks )  as a l t e r n a t i v e  forms o f  investment  and r a i s i n g  c a p i t a l ,  how t o  make a 
p u b l i c  o f f e r i n g  o r  i n v e s t ,  and i n v e s t o r  r i g h t s  and o r o t e c t i o n .  Th is  campaign 
r i l l  be conducted w i t h  the  ass i s t ance  o f  a c m t r a c t o r  and cco rd i na ted  by the  
CHOWG 

i l i d i v  

( g )  P h i l i p p i n e  Aqr ibus ines;  i ~ d u s t r i a l  and .Investnrent 
Company (PAIICO) 

The legacy o f  the p rev ious  government f o r  
dual  companies has been d s v a s t a t i n g :  

- Companies' assets  ve re  s y s t e n a t i c a l i y  d i v e r t e d  
o f f s h o r e  t o  p r i v a t e  bank accounts o r  
squandered on personal  consumption; 

- Companies' c a p i t a l  goods were ove rva lued  o r  
o v e r l y  expensive f o r  t he  s i z e  and sca le  of 
ope ra t i ons  ; 

- Debt zoomed because p r i v a t e  compant es '  l enders  
passed on f o r e i g n  exchange r i s k s  t o  them, and 
t h e  d e c l i n e  o f  t he  peso cou ld  n o t  be 
compensated f o r  by increased p r i  ces ; 

- Inexper ienced  and i n e f f i c i e n t  managers drove 
companies i n t o  the  ground w i t h  mismanagement; 

- Market  r i g g i n g  schemes drove companies t o  t he  
w a l l  because they  were n o t  favored customers 
o r  l o s t  markets  and lo r  raw m a t e r i a l s .  

Many ~ r i v a t e  companies had t o  be b a i l e d  o u t  of 
bankruptcy by t he  GOP; o t h e r s  were unable t o  meet t h e i r  payments on bank deb t  
and a re  now nonperforming asse ts  on the  books o f  t he  P h i l i p p i n e  banks -- b o t h  
government and p r i v a t e .  Everywhere i n  t h e  Phi 1 l p p i  nes, new p r i v a t e  1 nvestment 
depended on " c rony i  sm" and n o t  upon c a r e f u l  1 y analyzed, market-or1 en ted  
investment  o p ~ o r t u n i  t i e s .  As a r e s u l t ,  s i g n l f l c a n t  numbers o f  p r i v a t e  



businesses now require large increases in investment due to severe 
undercapitalization. inisnanagement, ov~rreliance on debt, and misallocation of 
funds. 

The snlj way that existing troubled businesses can 
Se improved, d~raant asssts devs'cpd and nonperforming and gcvernment-ownod 
businesses resuscitated is to recapitalize them and bring in effective 
managers. Much of tne existing plant and equipment investneor in distressed 
companies has not been carzfully reviewed by txseriencsd managers to ascertain 
its real value. The values of olant, equipment, Tacilities acd the business 
as a going concern nave not been auaited by exosrts in tne field. Rather, 
many reviews of existing ausinesses nave been simply "desk audits" withcut 
practical evaluations or "financial audits" witpout manaserial revieks. 

Since the GGP's national economic policy emphasizes 
agribusiness development as its highest ~riority, restructuring is 
particularly critical in asribusiness. The restructurins of agribusiness 
investment. its expansion to meet domestic and traditional export needs. and 
the refurbishing of agricultural processing and distribution systems are all 
essential to the econonic.expansion the Phi 1 ippi nes requires over the next f2w 
years. 

Hcwever, an appropriate comoination of financial, 
engineering and managerial analytical capabilities is lacking among Philippine 
financial institutions. Capabilities to restructure existing aiiing companies 
are oxtrenely limited. A number of different types of services must be 
combined to analyze investment prcposats and place them with ~ualified 
investors., including: 

- Financial engineering capabi 1 i ties; 
- Managerial know-how; 
- Equity placement power; 
- Domestic and international market knowledge; and 

iness and equipment valuation expertise. 

ing company provides a full line of these needed 
a sufficient scale to have meaningful impact on 

- BUS 

No exist 
services in the Philippines on 
the market: 

- The f i v e  universal banks are not sufficiently 
Integrated and do not have enough expert personnel; 

- No investment house has the necessary broad 
financial capabilities, sufficient capital or the 
managerialltechnical expertise; 

- Government agencfes do not provide merchant 
banking/technical skills to private 
buyerslinvestors and have conflicts because of many 
problem loans and investments; and 

- Foreign investment bankers do not have the 
necessary managerial and technical expertise that 
is available directly in the Philippines. 



The project will provide technical assistance to 
establish a new private ccmoany. naned the Philippine Agribusiness Industrial 
and Investment Company (PAIICO). The objective of PAIICO will be to mcbilize 
private term capital for 'nvestment in: 1: firms slated for privatitaticn; 2 )  
financially distressed privately-held firms; and 3 )  new and existing 
agrc-industrial enterprises. With these objectives. PAIICO uill havs tzo 
basic functions. The first wili be to act as an interinediary/ broker in 
obtaining investorslbuyers who will provide new capital and  ana age rial 
expertise which will "turn around" existing distressed businessss. The seccnd 
will be to invest in and manage an agro-inausirial fund that woulz prmide 
investment capital for investment in agriculturai projects of h i g n  t-etbrn 
potential. 

The project wi 1 1  fund the technics1 asi'stanc? I T A :  
required to organize an "investor's Promotion Group" to establish and s:art-dp 
PAIICO. A nanageqent consulting firm will be contracted on an AID-Direct 
basis to organize an Inveitx's Promotion Group iIPG>. The PAIlCO prsmoricn 
strategy cails for the selection of certain key institutions andlor 
individuals to constitute an initial core of investors and promoters of 
PAIICO. These institutions/individuals would b 2  selected for their standing 
in the business and financial communities in the Philippines and abroad. It 
is important that the promotion of PAIICO be the responsibility of potential 
investors and not the Government, lest PAIICO be perceived as a government 
corporation. The IPG organized for the proposed Private Agricultural 
Investment and Cevelopment Corporation (PAIDCOR) will be used as the starting 
point for the contractor. 

Upon formation of tfie IPG, cmsulting advisory 
services wi 1 1  be provided to the IPG for: 

- Preparation of the PAIICO business plan. 

- Design and development of the doc~mentation 
required by the IPG to soliclt expressions of 
interest, and review of the prcposals 
submitted by potential securities 
underwriters/placers to place PAIICO 
securities. 

- Assistance to the IPG in the negotiation of a 
best efforts underwri ti ng contract wi th the 
selected securlties underwritlng/placement 
firm. 

The Mission and the PRE Bureau expect to work 
closely on the development and implementation of tho PAIICO concept and, as 
currently envisioned, the PRE Bureau wi 1 1  implement PAIICO. However, i f  
PAIICO is not established, this will not jeopardize the attainment of the 
Ftnanclal Resources Mobilization project objectives. 



111. FiNANCIAL PLAN 

A .  Cost Estimate and Financial Plan 

The tota? cost of the project is estimated at S i 3 . 5 5 7  million. 
P:oject funds will be provided by USAIDIManila, the involved GOP 
Departments/Agencies. and benefitting private sector entities (e.g. Stock 
sxcnanges, brokers, investment houses. etc.) 

The estimated life cf project costs by ;ource of funds are 
summarized in Table ELI-A, Summary Cost Estimates and Financial Plan (Ail 
Years). A summary t3bie of E.(~snditure Projection; by Fiscal Year and a 
summary table of Exjenditure Projections for Aill Project Funds by Element and 
Fiscal Ye3r a r e  prouiied as T3oles i11-B and 111-C, respectively. Item C 3f 
Table 111-A include; SS0,CCO as orovision for non-federal auditing services. 
The delailed cost assmotions =or Table 111-A are provided in Annex F. 

USAIOiManila will provide $8.5 million in Development Assistance 
Grant funds froq the 103-Agriculture, Rural Development and Nutrition and 
106-Selected Development Assistance Accounts. The table below shows planned 
obliaations. 

PLANNED YEARLY OBLIGATIONS 
( $000 

FY a7 - FY 88 - FY 89 FY 90 TOTAL 
Functional Acct: 

SDA 91,000 $2, OCO $500 - $ 3 ,  500 

ARDN 

The GOP's contribution to the Project will primarily be in the 
form of the administrative costs to support the Committee on Privatization, 
Asset Privatization Trust, GOCC asset disposal units, CMDWG Secretariat by 
DTI; administrative and logistical suppcrt to expatrfate and local 
contractors; and travel support costs for seminars and training activities. 
The GOP contribution to the Project is estimated at $4.851 mi 1 1  ion. 

3. Philippine Private Sector 

P h l  1 ippine private sector particf pants in the technical 
assistance and institutional development elements of the Capltal Markets 
component of the Project will be expected to contribute at leait 25 percent of 
the cost of the activities in which they are involved. The Philippine private 
sector's contribution for the project development is estimated at $206,000. 



ELEMENT 

1 .  Tzchn! ca? A s i i  s t a n c ?  
a. i o c a l  Shor t  Term TA 
b .  Lcca l  LOPS Term T4 
c .  E x p a t r i a t e  Shor t  T e r m  TA 
a .  E x p a t r i a t e  Long Tern TA 

2. P r i v a t i z a t i o n  U n i t  S t a f f ,  
Equipment and  F a c i l i t i e s  

3. P o l i c y l O p e r a t i o n a l  S t u d i e s  

8. Capit31 Yarkz t ;  

1. Gsneral  ContractorICMDkiG 

2 .  Tra in ingISemlnars  
Observa t ion  Tours 

3. Cap1 t a l  Market Conference 

4 .  E'qulpment/Commodi t i e s  
a .  SEC 
b .  Stock Exchanges 

5. PAIICO Technical Ass1 stance 

C. Eva lua t i on  and A u d i t  

Sub-Total s 

I n i ' l a t i o n  

Cant 1 ngency 

TOTALS 

GGP 
LC - 

0 
0 
'I 
n 
V 

2 ,  OCO 

c - 
4,000 

50 

5 0 

10 

90 
0 

0 - 
200 

0 - 
4,200 

420 

23 1 - 
4,851 

P Y I L  . P R I V A T E  
:rr'/ESTO!?S 

TOTAL . - 



I n f l a t i o n  7 30 420 1 8 1 , 1 5 3  

Ccn t i ngenci  es  48 5 10 I ~b - 7  - - 23 1 - 

TOTALS 8,500 4,851 206 1 3 , 5 5 7  



PROJECTION CF EX?ENDITURES OF A I D  GRANT FL?iCS 
3Y FISCAL. YEAR AN3 8Y PROJECT ELEWEAT 

(US SCijO) 

FISCAL YEAAS 
90 9 1 ELEMENT 

A .  P r i v a t i z a t i o n  

1 .  Technical Assistance 
a. Local Short Term TA 1 00 1 00 91: 5 
b. Local Long Term TA ) .ill 2 40 - -. 

J d 1 :c - 4 ,  * 4 

c. Expa t r i a te  Short  T ~ r m  TA 558 200 1 !G ! : j  
d. Expa t r i a te  Long Tsrm TA 5 3 :  6 50 528 : - 3 

-,. 

2 .  P r i v a t i z a t i o n  U n i t  S t a f f .  1 90 100 5 13 3 
Equipnient an3 F a c i l i t i e s  

3. Po l icy lOpera t iona l  S t u d i e i  2 00 150 136 5 5 

0 .  C a ~ i  t a l  Markets 

1 .  General Ccntractor-!CMCWG 6 7 6 6 7 6 2 6 2 5 

2. Training/Seminars 
Observation Tours 

3. Cap i ta l  Market Conference 2 5 0 0 0 

4 .  EquipmentIC~mmodi t i e s  
a. SEC 0 3 50 0 0 
b .  Stock Exchanges 0 450 0 0 

5. P A I I C O  Technical A s s i  stance 100 0 0 0 

C. Evaluat ion and Aud i t  - 0 -  c -  100 0 

Sub-Total s 2,040 2,981 1,214 61 4 

I n f l a t i o n  

Contingency 

TOTAL 



8 .  M e t i o d s  o f  F i n a n c i n g  

Tho ~ e t h o d s  o f  f i n a n c i n g  t a  3s f 2 l l o h e d  by  t h e  ccntriat i tori  i n s ~ c i v ? d  
~ j y  be c l a s s i f i e d  as f o l l o w s :  

-. 3.  A d v a n c e i L i  q u i d a t i o n  - I r e  advance/  T i q u i d a t i o n  oetrcc of f i  n a n t i  ng 
w i l l  be used when a p o r o o r i a t e .  L i q b i d a t i o n  w i l l  be  b 2 s e l  on 
a c t u a l  c o s t s .  T h i s  nethoc w i l i  be designsdd t o  ? ? s u r e  t n a t  t h e  
e n t i t y  r e c e i v i n g  t h e  acvance k i l l  have acelquats c a s n  f l o w  t ;  
c a r r y  o u t  a c t i v i t i e s .  

The maximum cash advance t h a t  U S A I D  can g i v e  i s  f o r  a  SO zay cash 
r e q u i t a n e n t  and w i l l  be s u b j e c t  t o  t h e  C o n t r o l l e r ' s  a p c r o v a l .  The resqtiest 
must  show t h e  m o n t h l y  bre3kdown by l i n e  i z e ~  a; aporovod i n  t ? e  I ~ 1 l e ~ e n t 3 t i r n  
P l a n  o r  P I L .  

The l i q u i d a t i o n  r e o o r t  must  be t r e a t z d  as a  seoa ra te  r ? c o r t  f rm t h ?  

Request  f o r  Cash Advance. i i ~ u i d a t i c n  o f  a  p r e v i a u s  c a i h  a c t i a n c ?  ' i  nct 
n e c e s j a r y  b e f ~ r e  U S A I D  can gran: an advance f o r  t h e  fo l : s i v i ng  a ~ a r t l r .  
i i o ~ e v e r ,  U S A I D  w i l l  n o t  p r o v i d e  a  t h i r d  advznce Se'ore t3s ;oz:-r:~-las: C ~ ; I  
advance has been l i q u i d a t e d .  

Methods o f  I m p l e n e n t a t i o n  and F i n a n c i n g  

I n p u t s  Methods o f  I m p l e m e n t a t i o n  Methods o f  
F i n a n c i n q  

1) Techn ica l  a s s i s t a n c e  AID d i r e c t  c o n t r a c t  
Host  c o u n t r y  c o n t r a c t  

2 )  P o l i c y  s t u d i e s  AID d i r e c t  c o n t r a c t  
Hos t  c o u n t r y  c o n t r a c t  

Hos t  c o u n t r y  c o n t r a c t  

3)  T r a i  n i  ng/Semi n a r s  AID d i r e c t  c o n t r a c t  
Host  c o u n t r y  c o n t r a c t  

H c s t  c c u n t r y  c o n t r a c t  

4)  Commdi t i e s  AID d i r e c t  p rocu remen t  
Hos t  c o u n t r y  procurement  

Hos t  c o u n t r y  procurement  

D i  r e c t  Psyment 
D i r e c t  payment! 
re imbursement  

D i r e c t  Payment 
D i r e c t  payment l  
re imbursement 
Advance/ 
l i q u i d a t i o n  

D i  r e c t  payment 
Dl  r e c t  payment l  
re imbursement 
ADvance / 
l i q u i d a t i o n  

D i  r e c t  payment 
D l  r e c t  payment l  
re imbursement 
Advance/ 
l i q u l d a t l o n  



Inouts Metnods 'of  Implementation Yethods of 4mcun t 
Financinq 

5 )  Evaluat ion/Audi t AID D i r e c t  Cont rac t  D i r e c t  Payment Z SC 

6 )  i n f l a t i o n  7 j ~  

7) Contingency 435 

C. Flow of Funds 

a. GCP Implementinq Agencies 

P r i o r  t o  the p r o j e c t ' s  i n c l u s i o n  i n  the GOP's Gzneral 
Aoo rop r ia t i on ' s  A c t ,  the p r o j e c t  w i l l  u t i l i z e  the ~dvancel l iou i !a ; ion method 
o f  f inanc ing .  

Accordingly ,  the reimbursable ~aymen t  method i s  n o t  ~ o s s i b l e  
u n t i l  the agencies'  Wcrk and F inanc ia i  Plan i s  r e a ~ i e k e d  ana approved by the 
Department of  Budget and Management ( D B M ) .  Once aoproved, OEM w i l l  i ssue 

.Advices of A l lo tment  ( A A s ) .  The GOP agencies w i l l  submit copies o f  sa id  A A s  
and annual implementation plans (IP) t o  USAID. Upon USAID's aocrova! c f  the 
I P ,  the GOP may submit t o  USAID requests f o r  cash advances o r  f inance an 
a c t i v i t y  inc luded i n  the I P  o u t  o f  COP funds and subsequently request f o r  
reimbursement from U S A I D .  

Once funds are o b l i g a t e d  f o r  the p r o j e c t ,  earmarking. ccmmitment 
and disbursement w i l l  f o l l o w  depending on the p r o j e c t ' s  pace of a c t i v i t y .  
Flow o f  USAID funds w i  11 be sub jec t  t o  standard r u l e s  and regu la t i ons .  

I V .  Implementation Arranqements 

A .  Implementinq En t i  t i e s  

A I D  and the Nat ional  Economic and Development A u t h o r i t y  (NEDA) w i l l  
execute the P r o j e c t  Grant Agreement. 

1 .  P r i v a t f z a t i o n  

Primary ove rs igh t  f o r  the p r i v a t i z a t i o n  component of the p r o j e c t  
w l l l  be the responsi b i  1 i t y  o f  the Department of Finance (DOF).  The Secretary 
o f  Finance i s  the Chairman o f  the Committee on P r i v a t i z a t i o n  (COP), and an 
Undersecretary o f  Finance i s  Chairman o f  the COP 'S  TechnFcal Committee. Thus, 
the O f f  i ce of the Undersecretary of F i  nance w i  1 1 coord i  nate USAID ass i stance 
t o  the APT and asset  d isposal  u n i t s  (ADUS) o f  the GOCCs. 

2 .  Cap i t a t  Market Oeve lopment 

a. Cap l ta l  Market Development Working Group 

The pr imary implementing e n t i t y  for the techn ica l  ass is tance 
element o f  the c a p i t a l  market development component w l l l  be the r e c e n t l y  
created Cap i ta l  Market Development Working Group (CMDWG). The CMDWG I s  a  



mixed p u b l i c  and p r i v a t s  s s c t o r  
Secre ta ry  o f  Trade and I n d u s t r y  
I n d u s t r y  serves as s e c r e t a r i a t  
f o r  p r o j e c t  i ap le rnen ta t ion .  

The C M W G  u i  1 

body e s t a b l i s h e d  under t h e  sponsorsh ip  o f  :he 
. The o f f i c e  o f  an Undersecre ta ry  o f  Trade and 
t o  CMDWG. a n d  w i l l  be USAID's p ~ i n t  o f  c o n t a c t  

1 oversee the ;enera! c o n t r a c t o r  i inpter ient ing 
the f o l l o w i n g :  1)  a c t i v i t i e ;  t o  enhance tne l e g a l  and r e g u l a t o r y  frarnehork; 
2 )  the  p u b l i c  media campaign; and 3)  t he  c a p i t a i  markets conference. The 
CMCWG w i l l  a l s o  p rov i de  o v e r s i g h t  f o r  the  t r a i n i n g  and o b s e r v a t i o n  t o u r s  
mentioned i n  Sect ions I T  B.2.b and I I . B . 2 . c .  above. AID nay provigle a  l i n i t e j  
amount o f  f u n d i n g  t o  t h e  CbIGAC f 3 r  cos ts  i t  i n c u r s  i n  i t s  o v e r s i g h t  r o l e .  
Technic2.l ass i s t ance  aqd c o r n o d i t i e s  f o r  the SEC and s tock  exchanges w i i l  o e  
o rov ided  d i r e c t l y  t o  each o f  them. Technica i  ass i s t ance  f o r  accoun t ing  anc 
a u d i t i n g  improvement; will be p rov i ded  d i r e c t l y  t o  t he  P h i l i p p i n e  A c c 3 1 ~ n t i c g  
Standards Counc i i  ( P A X )  and the P h i l i p p i n e  I n s t i t u t e  o f  C e r t i f i e d  P u b l i c  
Accountants (PICPA.) Yernoranda o f  A g r c e m ~ n t  d e l i n e a t i n g  i no l emen ta t i on  
r e s p c n s i b i l i t i e s  and c r x d u r e s  w i l l  be s igned w i_h  t he  CXCWG, t he  s tack  
exchanges, P A X  and PICPA. 

b .  PAIICO 

PAIICO ope ra t i ons  w i l l  be c u t s i d e  t he  purv iew of  the  CMDNG. 
AID w i l l  c o n t r a c t  d i r e c t l y  t o  p r o v i d e  the t e c h n i c a l  ass is rance  f o r  the 
es tab l i shment  o f  PAIICO. 

8. C o n t r a c t i n q  Arrangements 

C o n t r a c t i n g  w i l l  be e i t h e r  A I D  a i t e c t  o r  hos t  c c u n t r y ,  the l a t t e r  i n  
accordance w i t h  procedures se t  f o r t h  i n  AID handbcck 1 1 .  The e l i g i b i e  
s o u r c e l o r i g i n  c o u n t r i e s  f o r  se r v i ces  procured w i t h  p r o j e c t  funds a re  t h e  U.S. 
o r  the  P h i l i p p i n e s .  

1. P r i v a t i z a t i o n  

a .  Short-Term Local  Technica l  Serv ices  

I n d e f i n i t e  Q u a n t i t y  Con t rac ts  ( IQCs)  w l l l  be e s t a b l i s h e d  by 
the  Technica l  Committee on P r i v a t i z a t i o n  (TCOP) f o r  r e c u r r i n g  shor t - te rm (no 
more than f o u r  months) l o c a l  s e r v i c e  needs by b o t h  the  APT and the  GOCC' ADUs. 
A t  l e a s t  two ( 2 )  l o c a l  f i r m s  w i l l  be q u a l i f i e d  as IQCs f o r  shor t - term,  
as-needed se rv i ces  i n  each o f  t he  f o l l o w i n g  ca tego r i es :  

- I n f o r m a t i o n  and Data Kaiiagement; 
- Legal S ~ r v i c e s ;  and 
- Po l i c y /Sec to r  Spec l f i c /Ope ra t i ons  S tud ies  

The types o f  l o c a l  f i r m s  t o  be qua1 i f  fed w l l l  i n c l u d e  da ta  
management, l e g a l ,  management c o n s u l t i n g  and a r c h i t e c t u r a l  and eng inee r i ng  
f i r m s .  4 ID  Handbook 1 1  Host Count ry  Con t rac t !  ng procedures w i  1 1 be u t i  1 i zed  
t o  p rocure  t h e  necessary se r v i ces .  USAIDIMani l a  w i  11 approve t he  
terms-of-reference, e v a l u a t i o n  c r i t e r i a ,  ? v a l u a t i o n ,  s e l e c t i o n  o f  and 
c o n t r a c t s  w i t h  each IQC fo r  each ca tegory  o f  se r v i ces .  The TCOP w i l l  i s sue  
bas i c  o r d e r i n g  agreements a g a i n s t  the  IQCs based on t h e  submi ss i on  by  t h e  APT 
o r  GOCC o f  a  d e t a i l  ed scope-of-work and budget f o r  s e r v i  ces . USAID w i l l  a1 so 
approve each scope-of-work/budget for s e r v i  ces reques ted  and t h e  bas1 c  
o r d e r i n g  agreement, i n c l u d i n g  IQC proposal ,  l e v e l - o f - e f f o r t  and cos t ,  before 
i t s  execu t ion .  



b.  Long-Term Local  i echn  i c a l  Serv ices 

I n g o f i n i t e  Q u a n t i t y  Con t rac t s  ( IQCs) w i l l  oe e s t a b l i s h e d  by 
t he  Technica l  Commictee on P r i v a t i z a t i o n  (TCOP) f o r  long- term (extended p e r i o d  
o f  more tnan f o u r  non tns )  l o c a l  se r v i ces  nezds by bo th  the  APT and GGCC A%:. 
These se rv i ces  w i l l  be r e s t r i c t e d  t o  p r i v a t i z a t i o n  t r a n s a c i i o n s  f o r  those 
r e l a t i v e l y  smal l  assers o f  l i k e  cha rac te r  h i t h o u t  f o re i gn  investment  and 
technology t r ansTe r  requi rements .  A t  l e a s t  four  ( 4 )  l o c a l  f i r m s  w i l l  be 
q u a l i f i e d  as IQCs t o  p r o v i d e  the f u l l  range of p r i v a t i z a t i o n  se r v i ces  
presented i n  Sec t i on  1 I .B o f  t h i s  P r o j e c t  Paper. AID Handb~ok  1 1  Host Counrry 
C o n t r a c t i n g  procedures l d i i i  oe u t i l i z e d  t o  p rocure  the  necessary se r v i ces .  
,411 o f  the USAID aoprova l  r i g h t s  r e ! a t i v e  t o  the  IQC i t s e l f  and tne  s u b j e s ~ e n t  
bas i c  o r d e r i n g  agreements t o  be issued a g a i n s t  the IQCs w i l l  be fs1;owed. 

c .  Short-Term E x p a t r i a t e  Serv ices  

Shor t - term e x p a t r i a t e  se r v i ces  w i l l  be p rocured  on an 
AID-Di rect  b a s i s .  Based on the  na tu re  o f  the  se r v i ces  r e q u i r e d ,  USAIDIManila 
w i l l  buy- in  t o  one of  t he  severa l  P2E-Bureau c e n t r a : l y  funded c o n t r a c t s ,  sucn 
as: 

- P r i v a t i z a t i o n ;  

- F i n a n c i a l  Markets:  and 

- P r i v a t e  E n t e r p r i s e  Development Support ;  

o r  buy - i n t o  an a p p r o p r i a t e  AIDIW I n d e f i n i t e  Q u a n t i t y  Con t rac t  and fo r  Science 
and Technology Bureau c e n t r a l l y  funded c o n t r a c t  t o  p rocure  the r e q u i r e d  
se rv i ces  . 

USAID w l l l  a l s o  u t i l i z e  t he  I n t e r n a t i o n a l  Execu t i ve  Se rv i ce  
Corp. (IESC) f o r  s p e c i a l i z e d  management o r  eng inee r i ng  s e r v i c e s  on bo th  a  
pr ime o r  subcon t rac t  b a s i s  (See Annex L6.1 

d. Long-Term E x p a t r i a t e  Serv ices  

E x p a t r i a t e  se rv ices  w i l l  be procured on an A ID-D i rec t  
c o n t r a c t  i n s t i t u t i o n a l  b a s i s  f o r  long-term e x p a t r i a t e  s e r v i c e  needs by  b o t h  
t h e  APT and GOCC ADUs. Such serv ices  w l l l  be u t i l i z e d  f o r  those p r i v a t i z a t i o n  
t r ansac t i ons  I n v o l v i n g  a  s e c t o r a l  g roup ing  of  p r i m a r i l y  l a r g e  asse ts  r e q u i r i n g  
so l  i c i  t a t i o n s  o f  f o r e i g n  i nvestment and lo r  technology t r a n s f e r  r e q u i  rements . 
These serv ices  w i l l  a l s o  be a v a i l a b l e  f o r  t h e  sma l le r ,  l e s s  complex s e c t o r a l  
groupings of  asse ts ,  i f  des i r ed  by the  APT and GOCC ADUs. These se rv i ces  w i  1 1  
be procured through a  buy- in  t o  the PRE-Bureau f inanced  Center  f o r  
P r i v a t i z a t i o n  Con t rac t .  I f  the  choice o f  f i r m s  t h a t  can be made a v a i l a b l e  by 
t h e  Centsr  f o r  P r i v a t i z a t i o n  i s  n o t  s a t i s f a c t o r y  t o  the APT o r  r e l e v a n t  GOCC 
ADU, t he  A I D  Handbook 11 Host Count ry  C o n t r a c t i n g  procedures w i  11 be u t i  1 i z e d  
t o  p rocure  the  r e q u i s i t e  se r v i ces .  Wherever poss ib l e ,  IESC w i l l  be u t i l i z e d  
on a  pr ime o r  i u b c o n t r a c t o r  bas i s  t o  p rov i de  needed se rv i ces .  

The se rv i ces  p rov ided  w i  1  1 be for the  f u l l  range o f  
p r i v a t i z a t i o n  requi rements  f rom the  i n i t i a l  l e g a l  se rv ices ,  v a l u a t i o n ,  
prospectus p r e p a r a t i o n  t o  issuance o f  the  f a i r n e s s  s ta tement  o r  o p i n i o n  t o  the 
c l o s i n g  serv fces .  An investment  banking f i r m  w l l l  be t he  l e a d  f i r m  w i t h  o t h e r  
s p e c i a l i z e d  f i rms  on b o t h  an e x p a t r i a t e  and l o c a l  bas i s  p a r t i c i p a t i n g  as 
subcon t rac to rs .  



2. Capital Markets Cmioonent 

a. Institutional Development Element 

An urnbrel la ALE-Dl rect "geceral contract" wi 1 1  ros t 1 i ~ o i y  
be the mechanism for procuraixnt of technita; s?rvi:es in this area. Cue to 
the interrelated aspects of tnis element. service: must be prooerly timed ana 
coordinated. The Missio~ ewisicns a lead contractor and a coniortim of 
subcontractors with specialized evtertise in investment banking. se:uriiies 
law, secwities financing, organizational behavior, stock excharGe o~eration;, 
accounting/auditing standards and advertising. The sources o f  t n e j ~  ser,~icej 
may include tne U.S.  Securities and i,(change Conrni;sion, New Ysr-k 5:;ck 
Exchangs, American Institute of Certified Public Accountants ana ihe Narionai 
Association of Accoun~ants. Th2 Mission ant'cipate; buying i n m  tns 
PRE-Bureau's Capital Markets Development or Financial Markets Contracts to 
acquire these services. 

b. PAIICO Element 

An 8(A)  or Minority Business Contractor will be prxured on 
an AID-Direct contract basis to organize the PAIiCO Investor's Prcrnotion Groug 
(IPG) and provide the I?G adviscry services in the establtshment and 
organization of PAIICO. 

C. Training/Seminars!Observation Tours 

1.  Privatization 

The information and data management training services 
identified in Section 11.0 of this Project Paper will be conducted by the IQC 
selected in accordance with AID Handbook 1 1  Host Country Contracting 
procedures, as an element of the short-term technical services discus;ed in 
Section 11.0. 

2. Capital Markets 

The development of a training plan that will involve formal 
course train! ng, seminars dnd third country bobservation.tours, wi 1 1  be the 
responsibility of the Capits.1 Markets Development General Contractor in 
coordination with the CMDWG. Training, seminar, and observation tours w i  1 1  be 
arranged by the General Contractor. 

D. Commodity Procurement 

The project will fund the acquisition of computer hardware equipment 
and associated instal lation services, training, spare parts, etc. for the APT, 
selected GOCCs, the SEC and stock exchanges, and other commodi ties for the 
stock exchanges'. Eligible sourcc!/origin countries for project-funded goods 
are the U.S. and the Philippines. A procurement services agent will be 
utilized to procure commodities from the U.S. However, consideration will be 
given to procuring U . S  manufact~red computer equipment from local firms, to 
ensure the avallabillty of maintenance, spare parts and warranty service. 



E .  Moni t o r i n q  

M o n i t o r i n g  p rogress  i n  the  a rea  of p r i v a t i z a t i o n  w i l l  be the  
r e s p o n s i b i l i t y  o f  t ne  O f f i c e  o f  t h e  Underssc re ta ry  o f  FTnance. That o f f i c e  
#ill submit  q u a r t e r l y  r s p o r t ;  t o  USAZD. 

The s e c r e t a r i a t  o f  the  CMGWG i n  t he  o f f i c e  o f  the  concerned 
Undersecre ta ry  o f  Trade and I n d u s t r y  w i l l  be r e s 3 o n s i b l e  f o r  r non i t c r i ng  
p rogress  i n  a c t i v i t i e s  r e l a t e d  t o  the  develcprnent o f  t he  c a p i t a l  maptat; 
( e x c l u d i n g  PAIICO) and , d i l l  submit  q u a t t e r ; y  r e p o r t s  t o  USAID. 

F. U S A I D  P r o j e c t  Yana;ewent 

P r o j e c t  management w i l l  be tne r e s p o n s i b i l i t y  o f  t z e  O f f i c e  o f  
C a p i t a l  Dewlopment  (CCD). The OCD p r o j e c t  o f f i c e r  w i l l  spend apc rox ima te l y  
30% o f  h i s f h e r  t ime  on t ? ~  g r o j e c t .  A f o r s i g n  se r v i ces  n a r i m a i  ( F S N )  c r o j e c t  
a s s i s t a n t  w i t h  f i n a n c i a l  marKets e x p e r r i  se w i  1 1  be r e c r u i  t;d and w i  1 i soena 
app rox ima te l y  75% o f  h i s t h z r  t ime on t he  p r o j e c t .  The OCD P r o j e c t  O f f i c e r  
w i l l  draw upon ass i s t ance  f rom o t h e r  members o f  the  p r o j e c t  committee as 
needed, i n c l u d i n g  t he  O f f i c e  of t b e  Program Economist, C o n t r o l l e r .  and Legal 
Counsel. 

Regular rev iews o f  Progress i n v o l v i n g  sen io r  H i s s i o n  management w i l l  
be h e l d  q u a r t e r l y .  If problems s u r f a c s  r e l a t i v e  t o  ach iev i ng  the p r o j e c t ' s  
purpose, t he re  rev iews w i l l  be f o l l o w e d  by  meet ings i n v o l v i n g  sen io r  M i j s i c n  
and implement ing agency management, as neces ia r y .  

Fo l l ow ing  i s  a schedule o f  p r o j e c t  implementat ion milestone;: 

1. General 

A c t i o n  

- A u t h o r i z a t i o n  o f  p r o j e c t  

- O b l i g a t i o n  o f  FY 87 funds 

- S a t i s f a c t i o n  o f  I n i t i a l  CPs 

- P r o j e c t  Mid-Term Eva lua t i on  

- F i n a l  E v a l u a t i o n  

MonthfYear Responsible E n t i t y  

Sept. 1987 USAID 

Sept.  1987 USAIDINEDA 

Dec. 1987 

March 1990 

Sept.  1992 

Dec. 1992 

NEDA, DOF, D T I ,  SEC 

USAIDIConsul tants 

USAI3lConsul t a n t s  

- PACD 



2.  P r i t j 3 t i z a t i o n  Component 

FY 1988 

Submjt c o m l e t e  l i s t  o f  
GCCCs approved f o r  
P r i v a t i z a t i o n .  i d e n t i f y i n g  
thcse  t o  p a r t i c i p a t z  i n  
t h e  p r o j e c t  Oc:. 1987 

Subni t on2 year  APT Work ?Tan Nov. 1987 

Submit one year  Work P lans 
f o r  GOCCs Jan. 1988 

Loca l  TA ICCs Executed F e b .  19$a 

E x p a t r i a t e  TA PIOlTs Executed Thrcughcut 
FY 1988 

APTIGOCC Work P lans Executed Throughout 
t h r u  Bas ic  O r d e r i n g  Agreements FY 1988 
and A ID-D i rec t  C o n t r a c t s  

Equipment Procurement p l a n s  
submi t ted  fgr APT and s e l e c t e d  March 1988 
GOCC s 

Equipment Procured by 
Procurement Serv i ces  Agent (%A) A p r i  1 I 988  

Equipment D e l i v e r e d ,  I n s t a l l e d  
and T r a i n i n g  Conducted a t  APT June 1988 

Equipment Procurement P lans  
Submi t ted for S e l e c t e d  GOCCs Barch 1989 

Equipment ~ r o c u d  by PSAs March 1989 

Equipment D e l i v e r e d ,  I n s L a l l e d  
and T r a i n i n g  Conducted a t  GOCCs Jun-Aug. 1989 

One y e a r  Work P lans s u b m i t t e d  
by APT and GOCCs f o r  1989 Oec. 1988 

APTIGOCC Work P lans Executed 
t h r u  Bas ic  O r d e r i n g  Agreements Throbghout 
and A ID-D i rec t  C o n t r a c t s  FY 1989 

One y e a r  Work P lans s u b m i t t e d  
by  APT and GOCCs Dec. 1989 

DO F 

DOF. APT 

DOF, GGCCs 

OSBI!I/DOF 

DOF, APT, GOCCs, 
U S A I D  

DCF, APT 

USA I D  

APT, USAID 

DOF, GOCCs 

USA I D  

GOCCs, USAID 

DOF, APT, GOCCs 

GOCCs, USAIO 
DOF, APT 

DOF, APT, GOCCs 



- APTIGOCC Work P lans executed 
t n r u  3 a s i c  O r d e r i n g  Agr2ements Througnout 
A I D - D i r e c t  C c n t r a c t s  F't 1990 

DOF, APT, GCCts 
USAID 

- One y e a r  Wcrk P lans s u c m i t t e d  
by A D T  and GOCis Dec. 1990 DCF, APT, GCCCs 

- APTIGOCC Wcrk P lans exscu ted  
t h r c  Bas ic  O r d e r i n g  Agresnents Throughout 
and A ID-D i rec t  C c n t r a c t s  FY 1991 

3 .  C a p i t a l  Marke t  Ccmconent 

- Evidence submi t ted  f o r m a l i y  
e s t a b l i s h i n g  tne  CVDWG O c t .  1387 3TI. GOF 

- Memorandum o f  Unders tand ing  
between CMOWG and DTI,  s t o c k  Nov. 1987 
exchanges and DTI ,  and 
PASCiPiCPA and D T i  

D T I ,  CMCNG. Stock 
Excnanqes. P A X /  
PICPA 

- C a p i t a i  Market  Conference.  
He ld  Sov. 1987 

- Genzral  C o n t r a c t o r  ? I O / T  
Execated Jan. 1988 

- General  C o n t r a c t a r  A p r i l  1988 
C o n t r a c t  Executed 

DTI,  DOF, SEC, 
CMDWG, USA10 

General  C o n t r a c t o r ,  
CMDWG 

- P u b l i c  Media Campaign 
P l a n  Submi t t e d  Aug. 1988 

- P u b l i c  Media Campaign 
Launched O c t .  1988 

General  C o n t r a c t o r ,  
CMDWG 

- Legal  Revi ewsIAudi t s  
Comp 1 e  t e d  O c t .  1988 

General  C o n t r a c t o r ,  
SEC, CMDClG 

- S E C O r g a n i z a t i o n a l  
Assessment Completed O c t .  1988 

- Stock Marke t  Review 
Comp 1 e  t e d  O c t .  1988 

General  Con t r a c t o r  
S EC 
General  C o n t r a c t o r ,  
SEC, CMDWG 

- EquipmentlCommodit ies 
Procurement PI ans 
Submi t ted  f o r  t h e  SEC Nov. 1988 
and S tock  Exchange 

General  C o n t r a c t o r ,  
CMDWG 



- One Ysar T r 3 i n i n g  P?ans 
S ~ b i n i t t o d  f o r  GO? and NGV. 1988 
S 2 c u r f t i e s  I n d u s t r y  T r a i n i n g  

- D r a f t  Po l i c ies /? rocedures !  Jan. 1989 
2e;u la t tms Cornpl.ted, 
Approved by SEC/Stock 
Exchanges/PASC/?ICPA 

- D r a f t  k g i s l a t i o n  
Csmolet?d, A ~ p r o v e d  b y  
Execu t i ve  Srancb 
Submi t t e d  t o  Corgress 

- T r a i n i n g  Plans Executed 

- SEC and Stock Exchange 
equipment/commoait ies 
procured by Procurezent  
Serv ices Agent 

Jan. 1959 

Jan. 1'383 

Jan. 1989 

- Equipment/commodi t i e s  
i n s t a l l e d .  t r a i n i n g  
conducted a t  t h e  SEC and 
s tock  exchan~es  . l u r e  1389 

- One Year T r a i n i n g  Plans 
Submi t ted f o r  GCP and 
Securities i n d u s t r y  t r a i n i n g  Jan. 1989 

General C o n t r a c t o r ,  
CYG;iG 

General t o t i  t r ac to r - ,  
CMDhG. SEC. Stock 
Exchanges, PASC. 
P I C P A  

Cenetai C o n t r a c t o r ,  
CMDNG 

General Z c n t r a c t o r ,  
CNDhG, USA10 

Geqeral C s n t r a c t o r ,  

SEC, S t ~ c k  Eucbangei. 
USA I D  

SEC, Stock Exchanges, 
U S A I D  

CMDWG. USAID 

- TA c o n t r a c t  f o r  i d e n t i -  
f i c a t i o n  and o r g a n i z a t i o n  o f  
I n v e s t o r ' s  Promot ion Group 
(IPG) executed Nov. 1987 USA I D 

- IPG i d e n t i f i e d  and o rgan ized  Jan. 1988 TA Con t rac to r  

- PAIICO Business Plan 
Completed Jan. 1988 TA Con t rac to r  

V .  Eva lua t l on  P lan  and A u d i t  

The proposed p r o j e c t  cons is:^ o f  two r e l a t i v e l y  d i s c r e t e  b u t  I n t s r r e l a t e d  
components: p r l v a t l z a t l o n ,  and development o f  c a p i t a l  markets .  Each 
component ha: ' .: own u n d e r l y i n g  o b j e c t i v e s  and implementat ion scheme. 

As a  response t o  t h i s  approach, t he  e v a l u a t i o n  scheme, which i s  designed 
b o t h  t o  h e l p  management i d e n t i f y  c o n s t r a i n t s  t o  Implementat ion and determine 
impact ,  w i l l  need two assessments scheduled through t he  p r o j e c t  1 i f e .  Of 
these, one i s  a  process e v a l u a t i o n  and the  o t h e r  an Impact e v a l u a t l o n .  



A .  Process  E v a l u a t i o n  

-. I n e  p recess  e v a l u a t i o c  i s  scheduled i n  March 1390.  I t  d i l l  ~ O C U ~  on  
per=crmance o f  and c a n s t r a i n t s  t o  i r n ~ ! e r e n t a t i c n  of t h e  ~ r i v z t i z a t i o n  e f f o r t ;  
and t h e  deve7oginent o f  c a o i t a l  n a r k l t s .  S i ~ c e  b o t h  csmocnents a r e  desi,?neg t s  
l a y  t n e  f o u n d a t i c n  and s t t>c ;ur?  i c r  o r i v a t ' z a t i o n  a c t i v i t i e s  and g r o w t h  cf 
c a p i t a ?  m a r k e t s ,  t h e  e v a l u a t i c n  s n o u l d  i n v e s ~ i g a t e  whether  t n s  s e r v i c e ;  a r d  
i n s t i t ~ t i o n s  a r e  i n  p l a c e  and p l r f o r n i n g  ss  e x p e c t e d .  I r  w i l l  l o o k  a t  f h a  
i n t e r a c t i o n s  b s t ~ e e n  and anogg a1 1 i n s t i t u t i o n s  i n v c l v e d  i n  i m p l a n s n t a t i o n  and 
assess  t h e  acecuacy o r  i nadsquacy  o f  s u p p o r t  p r o v i d e d .  Tho e v a i ~ a i i c n  s h o ~ ~ l d  - - 
3153 i 3 c l s d e  ap assessment o f  :?o e t r s c t c  o f  r e s o r t 2 d  r ? l u c t a n , c ?  t 3  IJ:? 
F m i l y  c s n t r o !  s f  f i m s  c n  t h e  qrmt3 c f  ~ 3 p i t 3 1  a a w e t i .  A s  a z r o i e 5 ;  
e v a l u a ~ i o n  i t  must  be de;i,;ned t3 i d e n t i f y  c o n s t r a i n t ;  is o r q r 2 s ;  35 a :CCJ 
f o r  improved p r o j e c t  manage:Tenr. U S J i D  s t ? f f  and e x t e r n a !  i i ; n i i l l t d n t ~ ,  
i n c l u d i n g  GCP oe rsonne i  and p r i v a t e  s e c r o r  repi 'esen:at ives,  w i l l  c o n t l i t t  tre 
e v a l u a t i o n .  

3 .  Imcac t E;ia1 u a t i c n  

The f i n a l  e v a l u a t i o n  w i l l  i n c l u d e  an c i s i essnen t  z f  a l l  cmponenTs .  
I t  w i l l  d e t e r m i n e  i f  each ccrnponent 9a; ha': ei=ec:s on  i t s  r e i : o c t i v e  
b e n e f i c i a r i e s ,  d i r e c t  and i n d i r e c t .  ii s c c u l d  f o c u s  n o t  c n l j  cn the  need t o  
d e t e r m i n e ' e f f e c t s  o f  t h e  o r o j e c t  b u t  3153 o r m i d e  n a n a g a - ~ n t  sz i3ance  t o  
agenc ies  and i n s t i t u t i o n s  wh ich  w i l l  have r e s p c n s j b i l i t : /  f c r  rne o r o j e c r  a=ter- 
PACD. Thus,  t h e  i rnoact  e v a l u a t i o n  sncu l t i  have a  Drocess c c n c c n s n t  t o  
d e t e r m i n e  c o n s t r a i n t s  t o  imp1ernenta:ixi. E .<?ern3 '  ccrsul :ant ;  .as x e l ?  a i  
USAID ; t a f f  s h c u l d  p a r t i c i p a t e  I n  t h e  s1!2? :ati,;q. 

C.  A u d i t  

P r i m a r y  r e s p o n s i b i l i t y  for  a u d i t s  o f  AID-funded p r o j e c t s  l i e s  w i t h  
t h e  Reg iona l  I n s p e c t o r  G e n e r a l ' s  O f f i c e .  I n  t h e  e v e n t ,  nowever,  t h a t  :he R I G  
i s  u n a b l e  t o  c a r r y  o u t  t h e  a u d i t  a c t i v i t i e s ,  an e x t e r n a l  a u d i t i n g  f i r m  w i l l  be 
c o n t r a c t e d  f o r  t h e  pu rpose .  The amount budgeted f o r  n o n f e d e r a l  a u d i t  s e r v i c e s  
i s  $50,000. 

V I .  Summaries o f  P r o j e c t  A n a l y s e s  

A .  Economi c Ana lys  i s  

The economic a n a l y s i s  d i s c u s s e s  t h e  economic v i a b i l i t y  o f  t h e  
p r o j e c t ' s  two components, d e m o n s t r a t i n g  t h e i r  economic m e r i t s  t h r o u g h  c o s t  
e f f e c t i v e n e s s  and a l t e r n a t i v e  economic r a t e  o f  r e t u r n  a n a l y s i s .  The p r o j e c t ' s  
approach i s  f ound  t o  be c o s t  e f f e c t i v e  because o f  f a c t o r s  i n c l u d i n g  t h e  GCP's 
schedu ie  for p r i v a t i z a t i o n  and t h e  n n t u r e  o f  c a p i t a l  m a r k e t s  development 
i s s u e s .  The r e q u i r e d  minimum l e v e l s  o f  b e n e f i t s  i n  r e l a t i o n  t o  p o s s i b l e  
improvements i n  c o r p o r a t e  income, s p e ~ d i n g - u p  e f f e c t  o n  t h e  p r i v a t i z a t i o n  
program, s a v i n g s  m o b i l i z a t i o n ,  and i n c r e a s e d  l o n g - t e r m  c a p i t a l  f i n a n c i n g  a r e  
f o u n d  t o  be e a s i l y  a c h i e v a b l e .  

0.  F i n a n c i a l  A n a l y s i s  

The f i n a n c i a l  a n a l y s i s  assesses the .  f i n a n c i a l  w o r t h w h i l e n e s s  o f  t h e  
p r i v a t i z a t i o n  component. I t  i s  demons t ra ted  t h a t  t h e  GOP s h o u l d  be a b l e  t o  
r e a l i z e  e a s i ! y  f i n a n c i a l  p roceeds a t  l e a s t  equa l  t o  t h e  f i n a n c i a l  c o s t  of 
p r i v a t i z a t i o n  p l u s  t h e  c a p i t a l i z e d  v a l u e  o f  f u t u r e  n e t  e a r n i n g s  t h a t  m i g h t  be 
r e c e i v e d  minus  l i a b i l i t i e s .  



C. S c c i a l  Soundness 

The s o c i a l  sounaness a n a l y s i s  e c m i n e s  the  c s n s t r a i n t  t c ~  proj<:ct 
success posed Sy t he  s t r ong  r r a d i r i o n  cf  t n ~  f a m i i y  f i r m  i n  t i l e  3 h i l f p o i r s s .  
I t  descr ibes  tSe n a t ~ r e  o f  f m i l y  F i rm.  tne concerns and a t t i t ~ d e s  o f  c x e r s ,  
and the f a m i l y  f i r m ' s  seals a r d  o b j e c t i v ? s  as the11 a f f e c t  t he  gr,zkrh a rc  
development o f  c a p i t a l  marKets. Th: s c c i a l  sounapess s ta tement  conclude: t ~ a t  
w h i l e  the  p r o j e c t  w i l l  n o t  be ab;e t o  cause r a i i c a l  change i n  behav i3 r  and 
a t t i t u d e s ,  i t  w i l l  p r c v i a e  t he  f ounda t i on  f o r  an enhancsd dec is ion-making 
environment.  I n  t he  end, the p r o f i t  m ~ t i v e  w i  1 1  have t o  p ro . i i de  t he  i , q x t u s  
f o r  change. 

C .  A d m i n i s t r a t i v e  A n a l v i i s  . 
The a d m i n i s t r a t i v e  a n a l y s i s  assesses the  c a p a b i l i t y  o f  t he  p r i n c i o a !  

implement ing agencies t o  implenen: t he  o r o j e c t .  Wi th in  tne  o r i v3 : i za t i cn  
component, t he  i lepartment o f  Finance (DCF) and t ? e  asss t  c i ; 3o j a?  u n i t s  w i l i  
be the  p r imary  agents .  The cho ice  o f  DOF i s  e x m i n e d  ana u ~ n e l d .  and the  
involvement o f  the asse t  d i s ~ o s a l  u r i  t s  i s  j u s t i f i e d  bo th  on tne  bas's c f  
i n s t i t u t i o n - b u i l d i n g .  and because of  t ne  c r i t i c a l  r a i e  tney  ~ i a y  i n  t3e 
p r i v a t i z a t i o n  oroc2ss.  The p r i n c i p a l  a c t a r s  i n ~ c i ~ ~ e d  i n  the  c a p i t a l  m a r k ~ t i  
ccaponent w i l l  be t he  CMGWG. the C a p i t a l  Market; Ceve'oornent Commission ( i f  
fcrmed), the  S e c u r i t i e s  and Exchange Commijsion and va r i ous  p r i v a t e  s sc to r  
7 1 i t i t i e s .  i n c l u d i n g  the  s tock  exchanges, s tockbrokers .  i nvss tment  houses, 
u n i v e r s a l  banks. I t  i s  recommended t h a t  t he  CHDNG serve as t he  l ead  
i mp 

the 
goa 
n a t  

ementing e n t i t y .  

E .  Technica l  Ana l ys i s  

The t e c h n i c a l  a n a l y s i s  p r ssen t s  t he  t e c h n i c a i  r a t i o n a l e  f o r  s e l e c t i n g  
p r o j e c t ' s  components and de te rming  i t s  approach. The GOP has s t a t e d  i t s  

1  o f  reduc ing  t h e  burden o f  acqu i r ed  assets  and p u b l i c  c o r p o r a t i o n s  on the 
i o n a l  budget and demonstrated i t s  p o l i t i c a l  w i l l  t o  execute i t s  

p r i v a t i z a t i o n  program t o  achfeve t h i s  goa l .  I n  d e l i b e r a t i n g  how AID cou ld  be 
a1 t e r n a t  i ve were o f  ass is tance  t o  t h e  GOP i n  t h i s  a rea , -a  number o f  

cons idered.  i n c l u d i n g  p r o v i d i n g :  

- work ing  cap! t a l  c r e d i t  t o  t he  p r i v a t e  
GOCZs and acqu i red  asse ts ;  

sec to r  purchasers  o f  the 

- term c r e d i t  f a c d l l t l e s  f o r  t he  p r i v a t e  sec to r  purchase o f  COCCs 
and acqu i r ed  asse ts ;  

- t e c h n i c a l  ass is tance  t o  t he  GOP i n  the execu t i on  o f  i t s  P u b l i c  
Sector  Corporate  R a t i o n a l i z a t i o n  Program; and 

- t e c h n i c a l  ass is tance  t o  t he  COP i n  the  execu t i on  o f  i t s  
"Privatization Program." 

The l a t t e r  was chosen as the  most app rop r i a t e  o p t i o n .  The elements 
o f  t he  p r o j e c t ' s  p r i v a t i z a t i o n  component a re  based on the  o b j e c t i v e s  of the 
p r i v a t i z a t i o n  program, the  degree o f  s o p h i s t i c a t i o n  of the  P h i l i p p i n e  market 
and the  s t r u c t u r a l  l a y o u t  o f  the  sec to r s  t o  be p r i v a t i z e d .  



The Y i ss i on  adopted an o o e r a t i o n a l  approach t o  p r o v i d i n g  ass i s t ance  
t o  the  GOP and p r i v a t e  sec to r  f o r  c a g i i a i  m a r k t  d e v e l o ~ m e n t .  L q a l  
r e v i e w s / a u d i t s  u i l l  be conducted t o  f o r w l a t e  recommendations f o r  change; t h a  
SEC w i l l  be zxanined and rec~mmenda t i ons /ac t i on  p l a n  developed; t he  s t c c k  
exchanges w i  11 be p r o f e s s i o n a l  i zed and rsor-gani  zed; TA t o  t he  
accoun t ing /add i  t i n g  prof2s; i .m n i  i i p r s v i a e  f z r  un i fo rm accounr l  n j  a?a 
audi  i i n g  p r i n c i p l e s  and srandards;  an2 a pub1 i c  media campaign 'N! 1 1  be 
ur .der taksn t o  educate t he  co rpo ra te  sec to r  and the  p u b l i c  on c a p i t a l  mark?: 
development. The p r o j e c t  w i l l  a l s o  p a r t i a l l y  f i n a n c e  a conference t o  
n i gh1  i g h t  c a ~ i  ta1  markst  devalocment as a  t o p  p r i o r i t y  o f  t ne  GCP. F i n a l  i y ,  
t r a i n i n g ,  seg inars .  and abser-var ion tour;  w l i l  be p rov i ded  t o  en?aPce t h ?  
p r z f e s s i o n a l  c a p a b i l i t i e s  o f  the ; ? ~ a r i i i ~ s  i g d u s t r y .  

1111. CONDITI3NS PRECEDENT AND COVENANTS 

The f o l l o w i n g  a r e  the  c o n d i t i o n s  orecedsnt  and covenan t i  A . I . D .  i n t snds  - 
t o  n e g o t i a t s  i n  the P r o j e c t  A g r e e w c t .  : n e i r  ;utsrance i s  nor eu~ec:ed t o  
change dur 'ng  agrsement n e g o t i a t i o n s .  

A .  Cond i t i on  Precedent  t o  I n i t i a l  D i iSursement  

P r i o r  t o  f irst d isbursement  o f  A . I . D .  p r c j e c t  ass is tance ,  o r  the  
issuaqce by A . i . 0 .  o f  documentat ion pursuan t  t o  which the f i r s t  d i sbu rsenen t  
w i l l  be made, the  GCP s h a i l  f u r n i i n  A . I . D . .  e ~ c e p t  as A . I .D .  may o rne rw i se  
agree i n  w r i t i n g ,  i n  f o rm  and sub;tance s a y i s f a c t o r y  t o  A . I .D . :  

1 .  An o p i n i o n  o f  counsel acceo tab le  t o  4 . i . D .  t h a t  t h ?  P r o j e c t  
Agreement ha; been d u l y  a u t n o r i z e d  acd /o r  ray i f i . 3  by  a n d  
executed on b e h a l f  o f  the SCP and i h a t  i t  c o n s t i t u t e s  a  v a l i a  and 
l e g a l l y  b i n d i n g  o b l i g a t i o n  o f  the  GCP i n  accordance w i t h  a l l  o f  
i t s  terms; 

2. A statement o f  t he  names o f  the persons au tho r i zed  t o  r e p r e s e n t  
the GOP f o r  implementat ion o f  t h e  P r o j e c t  and o f  any a d d i t i o n a l  
r e p r e s e n t a t i v e s  t oge the r  w i t h  a  specimen s i g n a t u r e  o f  each person; . m v  

8 .  - Condi t i cn  Precedent  t o  Disbursement f o r  P r i v a t i z a t i o n  Techn ica l  
Ass is tance t o  the  Asset  P r i v a t l z a t i o n  T r u s t  

P r i o r  t o  disbursement o f  A. I .D.  p r o j e c t  ass i s t ance ,  o r  t o  t h e  
issuance by A . 1  .D. o f  documentat ion pursuan t  t o  which such d l  sbursements w i  11 
be made f o r ,  r e s p e c t i v e l y ,  ( 1  > Loca l  Long-Term Technica l  Assi  s tance;  ( 2 )  
E x p a t r i a t e  Short-Term Technica l  Ass is tance ;  and (3) E x p a t r i a t e  Long-Term 
Technica l  Ass is tance,  the  GOP s h a l l ,  except  as AID may o the rw i se  agree i n  
w r f t i n g ,  f u r n i s h  t o  AID i n  f o rm  and substance s a t i s f a c t o r y  t o  A I D :  

( 1  > A one-year work p l a n ,  developed by t h e  APT, s p e c i f y i n g  t h e  
type  and magni tude o f  ass1 stance r e q u i r e d  t o  execute i t s  
p r i v a t i z a t i o n  r e s p o n s i b i l i t i e s ;  and 

(ii) A s igned and executed I n d e f i n i t e  Q u a n t i t y  Con t rac t  w i t h  
r espec t  t o  i t e m  (1 )  above, and approva l  i n  w r i t i n g  by the  
d u l y  a u t h o r i z e d  r e p r e s e n t a t i v e  o f  t he  Department o f  Finance 
f o r  the  P r o j e c t  o f  an AID P r o j e c t  Implementat ion Order  f o r  
Technica l  Serv ices  ( "PIO/TM> w i t h  r espec t  t o  i tems ( 2 )  and 



( 3 )  above a u t h o r i z i n g  A. I .D.  t o  p r o c u r e  under an A . I .D .  d i r e c t  c o n t r a c t  
f i n a n c e d  under the Gran t  a  c o n t r a c t o r  t o  p r o v i d e  f o r  such a c t i v i t ? .  

C.  C o n d i t i c n  Precedent  t o  Di ;bcrsenent f o r  P r i v a r i z a t i c n  Techn ica l  
A j s i s t a n c e  t o  the  Governnenc 2wmd and C o n t r a l i x i  C c r c o r a t i o n s  (GGCCs) 

P r i o r  t o  d i s b u r s m e n t  o f  AID p r o j e c t  a s s i s t a ~ i c e  o r  t o  the issuance k:, 
AID o f  documentat icn  pu rsuanr  r o  wnich such d isbursemenrs  w i ! i  be naae f c r ,  
r e s p e c t i v e l y .  ( 1 )  Loca l  Long-Tern Techn ica l  A s s i s t a n c e ;  ( 2 )  E r q a t r i a t e  
Short-Term Technica l  Assistant?; and ( 3 )  E x p a t r i a t e  Long-Tern Tochn ica l  
A s s i s t a n c e .  i h e  GCP s h a i l ,  excsp t  as A i D  may o t h e r w i s e  agrse i n  w r i t i n g .  
f u r n ' s h  t o  A I D  i n  f o r n  and sucstance s a t i s f a c t o r y  t o  , A I G :  

( i, A one-year wcrk p l a n ,  developed by each GCCC fg: wnicn 
t e c h n i c a l  a s j i s t a n c e  w i l l  be p r o v i d e d .  s p e c i f y i n g  t f ie  t y c e  
and magni tude o f  a s s i s t a n c e  r e q u i r e d  t o  execute  i t s  
r e s p e c t i v e  p r i v a t i z a t i o n  respons i  b i  1 i t ie ; ;  an? 

( i i) Signed and executed by t h e  Department o f  F inance an 
i n d e f i n i t e  Q u a n t i t y  C o n t r a c t  w i t h  r e s p e c t  t o  i t e m  ( 1 )  above 
and, approva l  i n  w r i t i n g  by t h e  d u l y  a u t h o r i z e d  r e p r e s e n t a t i v e  
o f  the  Departnien: of  Finance f o r  t h e  P r o j e c t  o f  an AID 
"PIOIT" w i t h  r e s p e c t  t o  i tems ( 2 )  and ( 3 )  above a u r n o r i z i n g  
A I D  t o  p r o c u r e  under an A I D  D i r e c t  c o n t r a c t  f i n a n c e d  under 
t h e  Gran t  a  c o n t r a c t o r  t o  p r o v i d e  f o r  such s e r v i c e s .  

D. C o n d i t i o n  Precedent  t o  D i s S g r s e a e ~ t  f o r  Equiornent Under t h e  
P r i v a t i z a t i o n  Conconen t 

P r i o r  t o  d isbursement  o f  AID P r o j e c t  A s s i s t a n c e  o r  t o  t h e  issuance by  
A I D  o f  documentat ion pu rsuan t  to  which such d isbursements  w i l l  be made f o r  t h e  
procurement  o f  equipment for  t h e  APT and s e l e c t e d  ADUs, t h e  GOP s h a l l  f u r n i s h  
to  AID, e x c e p t  as AID may o t h e r w i s e  agree i n  w r i t i n g ,  i n  f o r m  and substance 
s a t !  s f a c t o r y  t o  A I D : -  

( 1 )  An equipment procurement p l a n  s p e c i f y i n g ,  i n  d e t a i l ,  t h e  need 
f o r  the  equipment, equipment s p e c i f i c a t i o n s ,  and a  reasonab le  
c o s t  e s t i m a t e  f o r  t h e  equipment;  and 
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( 2 )  Approval  i n  w r i t i n g  by t h e  d u l y  a u t h o r i z e d  r e p r e s e n t a t i v e  o f  
t h e  DOF f o r  t h e  P r o j e c t  o f  an AID PIOIT a u t h o r i z i n g  A . I . D .  t o  
p r o c u r e  unde- an AID d i r e c t  c o n t r a c t  f i n a n c e d  under  t h e  g r a n t  a  
Procurement S e r v i c e s  Agent t o  p r o c u r e  t h e  equipment f o r  
purposes of  t h e  P r o j e c t .  

E. C o n d i t i o n  Precedent  to Disbursement f o r  t h e  I n s t i t u t i o n a l  
Development and Techn ica l  A s s i s t a n c e  Elements o f  t h e  C a p i t a l  Markets  
Development Component 

P r i o r  t o  the  d isbursement  o f  AID p r o j e c t  a s s i s t a n c e  o r  t h e  Issuance 
by AID o f  documentat fon p u r s u a n t  t o  which such d isbursement  w i l l  be made f o r  
t h e  i n s t f t i o n a l  development and t e c h n i c a l  a s s i s t a n c e  e lements ,  t h e  GOP s h a l l  
f u r n i s h  t o  AID excep t  as AID may o t h e r w i s e  agree i n  w r i t i n g .  i n  form and 
substance s a t i s f a c t o r y  t o  A I D :  



( 1 )  Evidence o f  the  fo rma l  e s t a b l i s h q e n t  and d e s i g n a t i o n  o f  the 
s t a f f  o f  the C a p i t a l  Markets 9ev?loomznt H o r k i n j  Group (CMCWG), 
i nc :ud ing  d e s i g n a t i o n  o f  i t s  head; 

( 2 )  $4 Menorandurn o f  Unders tanding betideen tho CMWG and Deoarment  
o f  Trade and I n d u s t r y  ( 3 T i !  d a t a i i i n g  the  r e s p o n s i b i l i t i e s  o f  
CMDNG i n  the  imp:ernentaticn cf the C a p i r a l  Markets Conoenznt 
and a s i i i t a n c s  t o  be p rov i ded  C M h G  under t h i s  P r g j e c t .  

F .  C o n d i t i o n  Preczdent t o  D i j b u r j m e ~ t  f ~ r  T ra i n i ng /Sen ina rs /  
Observa t ion  T O U T S  f ~ r  i f i e  Cas isa i  Yaruzts  Ccnoonent 

P r i o r  t o  tne d i sbu rsecen t  o f  AIC oc,3:?ct assistants c r  the issuance 
G:/ A I D  o f  documentat icn pursuan t  t o  which sucn o i jbu rsement  w i l l  be made f o r  
t r a i n i n g ,  seminars and obse rva t i on  tour;. the GaP s h a l l  f u r n i s h  t o  AID except  
35 A I D  may o the rw i se  agree i n  w r i t i n g ,  i n  form and substance s a t i s f a c t o r y  t o  
. 4 i D :  

( 1 )  An annual t r a i n i n g  o l a n  encomcassing t he  t r a i n i n g  needs f o r  the 
i nvo l ved  GOP agencies based on the  recommecdaticns cf the  
long- term I n s t i t u t i o n a l  Develapment C o n t r a c t o r ;  and 

( 2 )  I n  c o o r d i n a t i c n  w i t h  the  CMDWG, an annual t r a i n i n g  c l a n  
encompassing the t r a i n i n g  needs f o r  the  i n v o i v e d  priadate s e c t c r  
s n t i t i e s  Sased on the  recornrcendaticns o f  the long-:ern 
I n s t i t u t i o n a l  Develooment C o n t r x t o r .  

G. C o n d i t i o n  Precedent t o  D i s b u r s m e n t  f o r  Eauiornent under the C a c i t a i  
Markets Cmoonent 

P r i o r  t o  disbursement o f  410 P r o j e c t  Ass is tance  o r  t o  the issdance 
by AID o f  documentat ion pursuan t  t o  which such disbursements w i l l  be made f o r  
the  procurement o f  equipment, t h e  GOP s h a l l  f u r n i s h  t o  AID, except  as AID may 
o the rw i se  agree i n  w r i t i n g ,  i n  f o rm  and substance s a t i s f a c t o r y  t o  AID: 

( 1 )  An equipment procurement p l an  baszd on t he  recommendations o f  
the long-term I n s t i t u t i o n a l  Development C o n t r a c t o r  s p e c i f y i n g ,  

, ,.-- i n  d e t a i l ,  the  need f o r  the  equipment, equipment 
s p e c i f i c a t i o n s ,  and a  reasonable c o s t  es t ima te  f o r  the  
equ I pmen t ; and 

( 2 )  Approval i n  w r i t i n g  by the  d u l y  au tho r i zed  r e p r e s e n t a t i v e  o f  
the  DTI f o r  t he  P r o j e c t  o f  an AID PIO/T a u t h o r i z i n g  AID t o  
p rocure  under an AID d i r e c t  c o n t r a c t  f i nanced  under the  g r a n t  a  
Procurement Serv ices  Agent t o  p rocure  the  equipment f o r  
purposes of t he  P r o j e c t .  

H.  C o n d i t i o n  Precedent t o  Disbursement f o r  Equipment f o r  t he  Stock 
Exchanqe under t he  C a p i t a l  Market; Component 

P r i o r  t o  disbursement o f  AID P r o j e c t  Ass is tance  o r  t~ the issuance 
by AID o f  documentat ion pursuan t  t o  which disbursements w i l l  be made 
f o r  t h e  procurement o f  equipment f o r  a  s tock  exchange, t he  COP w i  11 
f u r n i s h  t o  AID, except  as AID may o the rw l se  agree i n  w r i t i n g ,  i n  
fo rm and substance s a t i s f a c t o r y  t o  AID: 



(1) A signed agrsement effectuating the merger of the Makati and 
Manila Stock Exchanges; and 

( 2 )  The establishment of facilities to operate tie Hanila and 
Makati stock exchanses as a merged entity and commencment of 
coerations as a merged entity pursuant to :he agreeTent. 

I .  Covenants 

. The General Covenants in the Project Grant Standard Provisions Annod 
as prescribed by A.I.D. Handbook 3 will be included in the Project G r m t  
Agreement. In addition, the foilowing covenants shall be included: 

1 .  Project Evaiuation. A . I . D .  and the GOP agree to estabiish an 
evaluation program as an integral part of the Project. Except 
as the parties may otherwise agree in w-iting, the orogram will 
include, during the inplementarion of the Project and ac one or 
mcre points thereafter; 

a. evaluation of  progress tsward attainment of the oojectiue; 
of the Project; 

b. identification and evaluation of orobiem areas or 
constraints ~ h i c n  may inhlbit such attainment; 

c. assessment of how s u c ~  infor-m:im nay be used t3  hel; 
ov~rcorne such problems; and , , 

d. evaluation. to the degree feasible, o f  the cverall 
development impact of the Project. 

The GOP agrees to give due consideration to and to consult with 
AID in connection with actions proposed by the technical 
assistance/General ContractorslStudy Consultants relating to 
the findings and recommendations of: 

a. the comprehensive report to be issued providing the 
findings, conclusions, and recommendations on legislation 
required and revlsions/changes needed in rules/regulations/ 

procedures of the responsible GOP Departments/Agencies; 
draft legi slation/regulations/procedures/rules; and the 
Action Plan for implementing the recommendations made: 

b .  the Action Plan for the reorganization and reorientat 
the SEC; 

c. the Action Plan for the reorganization and reorientat 
the stock exchanges. 

icn of 

ion of 



ANNEX A 1  

[Following is the text of a letter from the Xational Economic 
and Development Authority (NEDA), Government of the Philippines, 
to USAID/Xanila. Text was received in AID/Nashington by cable 
(Manila 28514) on September 9, 1587.1 

3 September 19S7 

Mr. Frederick W. Schieck 
Director 
USAID Mission 
Ramon Magsaysay Center 
Roxas Blvd., Manila 

Dear Fred: 

Following several discussions on the design of the 
Financial Resources Mobilization Project, we wish to requesc 
USAID to provide the necessary assistac,ce to the Government to 
implement said Project. 

The Project is envisioned to assist the Government in its 
ongoing privatization program, improve the capability of the 
capital markets to mobilize equity investment and establish a 
turnaround company, the Philippine Agribusiness Industrial and 
Investment Company (PAIICO). In general, these objectives are 
consistent with existifig national policies although the 
mechanics of setting up PAIICO as well as other project 
subcomponents will have to be more thoroughly discussed with 
concerned Government agencies as well as the private sector. 

We hope that with this request we can proceed to finalize 
the Project details and to resolve the remaining,issues before 
concluding the Project Agreement. 

Sincerely, 

Solita Collas-Monsod 
Secretary of Economic Planning 
NEDA Director-General 



ANNEX A2 -- 
REPUBLIC OF THE PHILIPPINES 

SEC BLDG.. EDSA,.GREENwlLtS 
MANOALUYONG. METRO MANILA 

August 2 0 ,  ,1987 

MR. KEITH E. BROWN 
Chief Oflice of Capital  Development 
US Agency f o r  In te rna t iona l  Dev. 
18th  Floor,  R. Magsaysay Center 
Roxas Blvd, , Manil a 

Dear M r .  Brown: 

I have gone over the  d r a f t  copy of t he  paper on your 
f i n a n c i a l  res.ources mobil izat ion proj  ect , more p a r t i c u l a r 1  y 
the component on c a p i t a l  market  development, I would l i k e  
t o  express a t  t h e  ou tse t  our. s i n c e r e s t  apprecia t ion for the 
concern .of USAID i n  t h e  dev-elopment of t he  Phi l ippine  
cap i ta1  market. -.- 

5 . .  
As I mentioned t o  you .during our conversation I a s t  

August 1 8 ,  t h e r e  is an urgeht need t o  review not  only t he  
s t r u c t u r e  d funct ions  of SEC bud more importantly t h e  

I l e g i s l a t i o n s  and regula t ions  which t h e  SEC implements. 

W e  are p a r t i c u l a r l y  concerned with the development of 
equxty securities, a subject u t t e r  your d r a f t  paper 
focused on with temphasis on s t rengthening the s tock  market. 

a* 

Your 'proposed technica l  a s s i s t ance  i n  the  t r a i n i n g  of  . 
t h e  st&f o f  the SEC as we23 as the procurement o f  computer 
hardware wUL be mst helpful in cazryfng o u t  o u r  furictions. 

We are specificaIly isterwsted irr a developmental 
thmst f o r  the  SEC, a departure from its presen t  regula tory  
p~s tura .  .- . 

., -. b .  

. ( ' L . '  

-. _Ih fook forward t o  hearing frou 'you again. - 
r ,  ! - . . . .  , . . .. -9. ( .. ' 

. . - .  
, . '  . , .  . 

Very truly yours. * .  
. /. " 

. . . .., . . . '  -. , .. 
. . 

. . . .'. . , ... * . , ,  . . ' -  
- . . I . . .  ,, 



ANNEX A3 
REPUBLIKA NO PILIPINAS 
MlNlSTRl NG PANANALAPI 
MAYNILA 

August 20, 198'7 

Mr. Geith Brown 
Agency for International Development 
Magsaysay Building 
Roxas Boulevard, Manila 

Dear Mr. Brown: 

In accordance with our recent telephone conversation, I wish to 
confirm that the Department of Finance supports the project 
concept of your Financial Resources Mobilization project. 

The Department of Finance shall be prepared to carry out the 
coordinating role for the privatization component. . 

7 

2.- 

C *-- Very truly yours, .... A 



Mr. ~ r e d e r i c k  W. Schieck 
aDi rec to r ,  Agency 'for . I n t e r n a t i o n a l  Development 
Manila 

- . - - . - . . .- - . . --- -. - -. -.- * - - . . . .. . - .. . . . .. - - . --_-... __._ . .. . . _ . _ . 
Re: C a p i t a l  Market Development P r o j e c t  

Dear Sir:  

On behalf o f  M i n i s t e r  Ongp.id, I am ~ l r i t i n g  t o  acknowledge 
r e c e i p t  of t h e  draft r e p o r t  o n  Capital Market Development 
in t h e . P h i 1 i p p i n e s  and t o  request t h a t  an a c t i o n  program 
be  developed t o  implement a , c a p i t a l  market development . - 
projecc. J -. 
We have found the draft .report t o  be broad and compre- 
hens ive ,  cover ing  a wide. range o f  s i g n i f i c a n t  i s s u e s  
and p r o b l e m .  We u n d e r s t k d  t h a t  the r e p o r t  was - n i t t e n  
during, t h e  time when cjrcumstances were changing and the  
interest o f  the gove-ent in u p i t a l  market development 
haa'not been clearly emressed' t o  you. Accordingly, w e  
suggest tha t  r revised 'report consider the views of 'the 
present: Adminisinti on on the. fssues described izr 'the 
report as a first step in the c a p i t a 1  market development 
projecz- The revised report should reflect recent deve- 

. f' lopments and poLicy thrusts which d e a l  w i t h  some o f  the 
issues zaisad. the. report, such * i s  p r i v a t i z a t i o n  initia- 

a . t ives md reforn o f  gove-nt financial i n s t i t u t i o n s .  
. .  . . . .  

. . - hitiaLLy;. we' be l i eve  that r pa&od o f  four t o  s i r  weeks 
, " .t .?' 

.I . . . .-. . ..-. -..--. 'of, work nth )Ilr,. WilXy. &an#. .otqselves~ w f U  be -needed f o r  , '. -. 
, , . -  . , ,  'the-'complstior . of the revised repart which. wo-uId be tho . b u i s  :of a 'suggested action piogru-  During this pe*od, 

. .. Uscwsiarir will be: held with, other relevurt government 
, . . .': agencies a d  other interrsteti patties t o  gain consensus 

. ... 
, . . ,.on: tha p-rities and specific areas of action. , 

. . 
... ' . a*: .. a ,;.,,., >.L ;;-: ., .:- 

-1 + +.t::L,;?',: , -.T.~.:.<?,v;.m7., ?.!;;,..;.c: , ; ; ,,: . 3 .  , . . .  . : .  4 .  . 
, . . ,  . , - 1 ,  , 7-.. ... - ... . . , . . . . .  . z., '. ..::. . . - 
FoSloring compl'eii'on ;..nd. :iicaptmce o f  the revised 

. report we would. expect t r c  address promptly t h e  i m p L r  
mantatron oiI the suggested action progt tn .  . . . . - 0 

'.f' ' r .  " " . - 

. : . . &konclwion, r k o n f i k  an behalf o f  Minister Oagpin 

. . 
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develoument uroaram with US A I D  ass is tance covering the 
f u h  rHnge 02 problens r a i s e d  in  the draft report  &d others  
as aopropriate.  Therefore,  I request  t ha t  you i n i t i a t e  the 

. appr;Jprikte procedures within  US -AID. to  develop and 'finance 
a cap i fa l  market de-velopment pro jec t  f o r  the Philippines. - " " ' ,- .-. - - -  -I-.- - .  .. . . - . ..- - .------...--. . : ..--. 

Very trul'y yours, 



M A N I L A  STOCK E X C H A N G E  
M A N I L A .  P W I L l P P l N t S  

US Agency f o r  Xnternatioual Development 
Ramon Magsaysay Center 
bras Bldg., Manila 

&tention: Hr. Frederick W. Scnieck 
Director 

T h i s  is to  requsst  f o r  a meeting with your good o f f i ce  to  i n l t U y  
explore the poss ib i l i ty  of how our stock exchanges can avail of the 
assistance of your agency i n  connection v i t h  the i n i t i a t e d  e f f o r t  to  
r ev i t a l i ze  the Phllfppfne c a p i t a l  aurket. 

For your information, L had the o p p o r t u i t y  to  b r i e f l y  discuss 
v f th  the nembers of yaur s t a f f  on t k i s  a a t t e r  during the ADB sponsored 
symposium om Ca~itrl Market Development Fn the Asia-Pacuic Region 
held last  January 14 to  16, 1986;. But drre to  t h e  then'impenaiag prssi- 
dent io l  elections scheduled last-'February 7th. fornnl  e f f o r t  was 
deferred to  pursue the matter. Sbortly, thereafter,-  events fu r the r  
prevented us to pursue the saw-z- 

-5 - .- . 
' - 

Last Friday. March 7. 1986. however. w had our eIectfous at the 
m i f a  Stock Exchange wherein I vrr r u h c t r d  u president affording 
me another te rn  of offfce to  parsum this important project. Moreover, 
I f e e l  very confident tha t  ou r  neu government b e  suppottive to  t h i s  
effort, . . . .  . . ,  . . . , 

Ir 

I a great ly  appreciate the advise of your o f f f ce  by giving w 
a c a l l  soonest. 

I ., - .  ... I . .:...-. . 0 %  

... .-.-. - . * 

- 
$. . 

. . . .  . , 
. . - .  

. , * .  
I ' C  

. . ..;, ....,:;"',.;.. . ' .  : ->.  - . .  . .: . , I u r  . > .. . ' . I .  - 



1. In ganeral, w h a t  I found nav and especially interesting was 
that &he Xeamran&mt 6ealt sztrnsively vita ~ l o r k  - , i .s.  the 
a c 3 a l  a p e r a a  staqa~~ippo1vad in - ~ v s A ; r ; X z i a ~ c u n ~ s t 3  
=st of GV u&er disassions on @uatiratL= hawe conceaCafed on 
organkatiaa ,aC&cr than ~puatians, P i - s t  Boston's s u ~ e s t i o n s  are 
obviously based an w A k g  aapxiurca and w i U  ceiz4&y be cansidered 
uimn we *lament  QPT ~vaC~tion-pmg=iun- 
b _I- * .... t 

z a e  ~ k a p a a b  .rprretrur o;;;ie oooc- r b ~ r r t  the t r a m m a t  af 
foreign W i t h  ruprct t6 we do not inrand 
to hpou QI fomignus e w u  aad above w h a t  is r l n a d y  . 

hn, mar VfU Y. mmnd foreign~ss incentives 

-'s w e  r d v d  foreiga iaqukiu an sioaplcr 
-mrtfoUa hmuzmat m u  +hm aajoziw ouncz&hkp. 

3. I u w l d  like to mugyest a f o ~ &  to this H.nrormdum, w b i c h  
v a t l d  b. r.rll help- ia q m d b g  our p r i ~ t i u + i o a r  . f f o r ~  A prriva- 
t b + . + i a ~ ~ a a o f t h r r o ~ ~ . * t h . w w u l d k  
-td aaly for cozp~~ . t i aa r  uhicb &U k mld u goiag eke-s 

x a . t r P t t r r d o q a y  trfth to &bt aDd oxyaab=tiaa, La 
aot mbbiUta+faat r Jlo hnratbr C s i m  that this w u l d  apply 



in indicating -ootentid markets and in desi-g the' priwatizazion 
qaniza t ion .  LI you think a g=a.at for parpose w o d d  be fezsible, 
I would be ha-w to di-s +he matter at your ccnvenience. . 

Wi* best ,prso~al regards, 

P o u r s  sincerely, 
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HISSTOli KAY NOT INCLOEE CN ITS PERSZNT STAFT GIVFN TEE- 
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TZL TXG COMFCb'E~:T9? m- PP E S X L D  DISCUSS BEQGIR'lHEh'TS 
61nATED-10 TZIS PEUJECT IN D = U L . I N  TEE CONTEXT OF ZE3 
CTEEi!  RISSION PBOJSCTS AND tISSfON-.STdF?Ih'G PBOJXCTIONS, 
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. ANNEX B 

- RESPONSES TO AME BUREAU REVIEW CABLE (STATE 197453) 

1. Paragraph 2 - Scarcity of 106 Funds. The Mission 71 ans t o  use a 
combination o f  deobl igatea or t4.O.A'. - 103 Account D.A. funds, using 106 
Account D. A. funds only for non-agricul tural /rural development purposes. 
Since most companies t o  be privatized are anticipated to be agriculture 
related businesses, the use of mostly 103 Account funds i s  appropriate. 

2. Paragraphs 3, 4, and 5 no longer apply, since the Mission i s  providing 
only a limited amount of  technical assistance t o  the turnaround company 
under this project. However, i n  response: 

, a. Paragraph 3 - L i n k i n g  Turn-Around Company (TAC) and Privatization. 
'.\ , The Mission be1 ieves that i t  shoui d not formally restr ic t  the TAC to 
\ the privatization of a specified number of government-owned o r  

control 1 ed-compani es ( GOCCs) . The purpose of PA1 ICO i s 1 i nked t o  
capital market devel opment, not the privatization objective. More 
specifically, PAIICO would make a direct contribution to mobilizing 
and channeling t e n  resources to  productive entlerprises that will, 
over the medi urn-to l ong-ten provide investors w i t h  investment grade 
securities i n  which t o  invest* The 'Turnaround Windowu o f  PAIICO 
should have as large o f  an universe as i t  can for turnaround 
opportunities. The operating assumptions for PAIICO shows t h a t  not 
every opportunity will pan ou t ,  b u t  i t  must, a t  the same time generate 
a higher "hits' to "misses" ratio to generate successful tutnamund 
opportunities and the' income :to earn the returns -needed t o  make such a 
coRlpany attractive to fnvestqrs. I t  should be understood, however, 
that the bu lk  of the turnaround opportunfties are w i t h  the GOCCs and 
acqufred assets that  comp~f s t  the G0Pbs Privatization Program. 

Restricting PAIIUl 's operations to the GOP' s Privatization Program i s 
an undue restriction and not in-keeping w i t h  its objectf ve of 
assisting, i n  a direct manner,.the mbilfration of both domestic and 
foreign investment and the supply of i nvesmnt grade securities i n  
the P h i  1 f ppi  nes. P 

b. Para aph 4 - Sponsors for TAC. r The AIICO feasibt I ~ t y  stu pravf des several scenarios whfch, 
in-turn,  present suggested?atios of AID-to-private funds for  PAIICO's 
capiblfzatfon, These ratios arc based primarily on the following 

a factors: 

: - Durlng P A I I C O ' ~ ~  start-up period, there wf17 be a samrkatklowr ' 
payback f o r  fnvestors than equity fnvestors normally exp?ct i n  
devel opf ng countries, partf cul arly a s  it re1 ates to agricultural l y  . 
based actf v i  ti es. Therefore, AID 's suggested contribution wf 11 support 



PAIICO's need t o  pay f o r  the inves t iga t ion  process for  a long enough 
period of time t o  enable P A I I C O  t o  estab7ish i t s e l f  on a 
sel f -sustai n i  ng basi s; and 

- The Const i tu t ion o f  the Phi l ipp ines r e s t r i c t s  foreign investment t o  
4CE o f  equity. In addition, i t  i s  A I D  pol i c y  not t o  make an eaui ty  
investment i n  Pr ivate Sector enterpr i  ses. Accordingly , internat ional  
p r iva te  investnent i s  s lated f o r  40% of vot ing common stock. 
Phi l ipp ine Business groups w i l l  contr ibute equi ty  cap i ta l  equating t o  
609p of the vo t ing  comon shares. A I D  and other possible donor cap i ta l  
contr ibut ions w i l l  be on a subordinated debt o r  quasi-equi ty basis. 

c. Paragraph 5 - A v a i l a b i l i t y  of Management Talent. 
Please see Annex M6 f o r  a di scussion o f  m s t a f f i  ng. 

Paragraph 6 - Expanding the Role of the Security Exchange Comnission 
(SEC). The ~ e n l y  Report recornended t h a t  a separate organization be 
establ ished f o r  cap i ta l  market develoument functions. However. the . - -  
government prefers expanding SEC's ro ie.  The p ro jec t  w i l l  undertake a 
deta i led assessment o f  SEC functions t o  detennine i f  the expanded 
development r o l  e i s  appropriate- Government agreement t o  procure services 
o f  a general contractor, inc lud ing  an agreed-upon scope o f  work (SOW 1 and 
budget, w i l l  beA included as a Condit ion Precedent t o  disbursement of funds 
f o r  t h i s  component, Undertakfng. an i n i t i a l  assessment o f  the SEC and 
developing recopendations f o r  ZC funct ions w i l l  be included i n  the SOW. 

7 ..- 
Paragraph 7 - WP Sensf t t v i  t i e s  'io AID Involvement i n  Pr ivat izat ion. Thc 
GOP has a1 ready requested AID-funded U.3. technical  assistance (iAf- f o r  
p r i v a t i z a t j o n  e f fo r ts .  Based o k t h f s  precedent and recent dfstussjons 
uith 60P o f f i c i a l s ,  the Mission believes tha t  the Ff 1 ip fnos  prefer using 
expatr ia te TA f o r  large, f n temat fonal  marketf ng a c t i v i t i e s  and F i l i p i n o  
TA f o r  small er, domestic operations. 

Paragraph 8 - Miss ion Management Capacfty. Please r c f e t  t o  Section IV.6 
of the PP for  discussion o f  management amngenicn'is, 

Paragraph 9 - Impact o f  Culturat Factors. Please see Annex I of the PP 
f o r  the s o d  81 soundness analysts. .. . . . . .  I, - . .. - -.,*,,>.: 

-t' ..:- i . 
Paragnph 10 - Prevf ous Experfence. Sectfons I.€ and II. 0 of the PP 
diseuss A I D  and o ther  donor experi'erre i n  venture and c a p i t a l  markets 
&vet opmnt* . . .  - 

". - 
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- 3-3 See.  2 0 9 .  IS project susceptible t o  
execution r s  pa== of regional or 
mulzilateral projs=z? . If so. vby is 
?ro ject n'oz so. exscuted? I lnZornar ion  a,rld 
=on=l r?s ion  zhezher e s s i . s  czntc will : 
encourage rsgioral developmeat p r o g r z m s .  

A 5 .  O f  . I n f o ~ m a t i o n  ani3 
c o n c l u s i o n s  on VLtezher p r o j e c t s  vill 
encourage af f  orzs  of =he c o u n x y  t o :  . 
( a )  Fncrezse the E l 0 2  o f  i n c e r n a = i o n r l  -- &,aae; (b) f o s c e r  privaze initiative and  
c o m p c ~ i ~ i o ~ ;  ( c )  enzourage develop men^ 
2nd use of cooperarivss. c r e d i c  u n i o n s .  
a d  sav ings  and  l o a n  a s s o c i a t i o c s ;  
(6) tis=ourage m o n o p o l i s z i c  praczices;  
( 2 )  improve zechnisal zffitianzy .- of  ' 

industzy, agriculture an2 zofiiercc; znd 
(f). s c z ~ n c t h e n  fzse 1 ~ b o 1 :  u&iY+is. . . .  * 

. .  

??A SCE. 607 ( b )  . I&o,-ation and 
zonc&usio~s on hog proj9ct w i l l  encouragr 
U.S. 'private r r a d e  and bvestment .  abroad 
e 
.and a n c o u r a g e  p c l v a t 5  U . S . .  particlpatioa 
in foreign ass i s tance  programs ( i n c l u d i n g  

Elements of the project which are 
susceptible t o  regional execution ar 
beinu coordinatea w i t h  the ?RE Suret , 
the pro$ect w i  11 be coordi natea witt 
other mu1 ti  lateral  aonors. 

6y enhancing the envi ron~nent necess2 
to  mobi 1 i re pri vate term f i  nanci a1 
resources for i nvestment i n prgducti 
private enterprises, the project w i  1 
directly encourage efforts  of  the 
country to  ( a )  increase the flow of 
i nternati onal traae; ( b)  foster  
private in i t i a t ive  an6 coinpetition; 
(d) ai scourage monopol i sti  c practi CE 
and (e)  improve technical e f f  icienc) 
of industry, agriculture and comerc 
(c) and ( f )  will be only indirectly 
affected . 
Both components of the project will 
serve t o  encourage U.S. private traa 
& investment abraaa. Private U .S. 
parti ci  pati on wi.11 be encouraged 
through the U.S. sourcing of technic .cse of 'private t r a d e  choMels and =he 

ss--vices of U. S . pri'vate e n z e c p r i s e )  . --assf stance. 

'33 Sees. 6 1 2  f bl . E'36 (h ) . .  Describe S E B ~ S  O f  the total  project cost of $13.557 
rrku ,  EO assure, y i i a t ,  ro. chi maximum WP and ~ r i v a t e  local currency 

.arrrot p c s s i b l ~ ,  -&t" = a u ~ : ~ y  -is . . - ' contribuhons are expected to- a u n t  
= o o t r i b o ~ f n g  loccl t ~ r r c n c i e s  co m**t the to $5,051 H, 
sosz of canzractctl end other ssrvicss, 
tnd f ooeipn =srcntir,s o-me& by the PIS- 
rzs utilized Fa l i e n  of dollars,. # 

4 

10- Dl4 See. B l t f c ? ~ :  Does the U.S, ow9 No. 
cr:ess f ortign =orzen:y of rhe counrry 
ant, if so,  vbat arrangsmenrs .have been 
~ a b e  fo: i z s  r e l e a s e ?  

/ 

- 



any :o~aoti=y 20:  cxpe:r, is Zhc 
soprmotity likely =o be in surplus on 
vorld r iarkets a t  =he =ime the resulting 
proauztiv% rapa=i=y be=omss opera=ive, 
and is su=h cssFs:ancr likely t o  cause 
substaarial in juzy c o  U. S. producirs of 
tbc  same, simila: or =onpeting commodity? 

- 12: 1967 Continuinc 3 e s o l u z i o n  Ses. S J B  
(as i n t ~ r ? r z t e d  ' ~ y  coCerence repor=). 

(a )  No. 
(01 No. 

$3. ," L987 fantinuin= aasclucion SZ:. 5 5 9 .  No assistance will be provided 
Xi'l.l<hs nsslstan:e (except for  prograrcs that will be subject t o  t h e  
i n  Ciribbaa Rash Iai=ia.:ive counrciss provisions o f  this Stcti an. 



14- F'h9 Sec. 1 1 8 i c 1 .  Does the 
camply wirh che envizonmen 

assistance 
r a l  proceduzes 

set torch in A-I.D. Regulation 16? Does 
the assistants place  a high p r i o r i t y  on 

- conservation and sustzinable management 
of t r o p i c a l  f o r e s t s ?  - S p e c i f i c a l l y ,  does 
the assissance. t o  the fullest extent 
feasible: (a) stress the importance of 
consefving and sustainably managing 
forest resources: (b) support activities 

. which offer employmeat and income 
alternatives zo those who oshervzse  
voald cause d e s t r u c t i o n  a n d  l o s s  o f  
f o r e s t s ,  and h e l p  countries identify- 
and implmsnt  a l terna ti-ves 'to.  c o l o n i z i n g  
f orssced areas; (c) suppost t r a i n i n g  
pcograms; educat ional  efforts. and the 
establ ishment or  s t r e n g ~ e n i n g  ' o f  
institutions t o  impruve f o r e s t  = . 
management.; ( d ) .  help 2nd. desf fucc ive  . 
slash-and-burn- a g ~ i c u l  cure 'by- supporting 
stable and productive farming ptacrices: 
( e )  he?? coaserve.fotests which have not  
yet been degraded, b y  helping t o  increase 
ptoduction o a  lands-already cleared oz 
degraded; (I) consaclte Forested 
watersheds and t e h a b i l i t a t e '  those wnicb 
have .been def  orestecfi; ( g )  support 
training. rrseatch,;md otber a c t i o m  
virich l ead  t o  sustr~nable aad mos8 
envisom88otaLly sound ptactfcrs for  

' tilaber harvesting, ternoval, and 
ptocessingf (h) suppozt ras8arch t o  
efpaad kaovledge of u o p i c a l  :forests 
and ideotify a l t a t n r t i v ~ s  vhich -11 
prevent t ~ s a s t  d a s t ~ u c t i o n .  l o s s ,  o t  
degtadrtioa: (i) coasemlb b i o l o g i c a l  
diversity in f o t e s t  ataas by supporting 

. . - off orts ' t o  identify, u t r b l i s h .  m d  - .  suiatrin a repzrsa'rtatfvm nmtuork o f  
ptot8crod u o p i c a L  Loreti- ecorystuas 
o s  8 v o t M v i b e  basis. by making -8 . 
establishment oC p ~ o t e c t o d  ateas a . 

. candftioa 02 rrrpport fog rcziv%ties 
.. i avo lv iag  f otasr clmrrraace or 

deqfadttlon, aad b y  helpfrrg to identify 
' tropical Zorest ocorystons and species 
in need 02 psot8ction and mrcrblish and 
mriataia rppropzirte ptoteeted rrars; 
( f )  88ek t a  iacrarse the rvarm~ss  o f  

. . 
rl'. 

? ' . 
- .  : 

' -,' '. . 

Yes. 

- N/A 



U.s- gov=rnment a g e n c i e s  and ozher  aono=r 
of ,=be iiuno,tfzte t a d  long-term value or' . 
= z o p i c ~ L  f o r e s = s ;  and (k) u=ilFzo tne 
r c s o r r c r s  and abilities of all relevant 
U. S -  governmen: aoen=ies?  

343. Se=. 1 1 9 t a ) ( 4 7 - ( 6 ) .  X i l l  the 
a s s i s r a n c e  ( 2 )  s u p p o r t  t r a i n i n g  aad 
c d u r a t i o n  efforzs w&ich improve =he 
capacity of r e z i p i e n t  c o u a r r i ~ s  =o 
prevant l o s s  of b i o l o g i c a l  d i v e z s i c y ;  
(b) ~e ?foviCed undor a long-term 
agzesrnenz in v&ich =he r e c i g i e n t  countzy  
agrees co p r o t a c t  e t o s y s t z x s  o r  o t h e r  
v i l d l i f  e h a b i t a z s ;  (c) s u p p o r t  ef f o x s  
- \  idanz ' i fy  and sutvey ecosyszems in 
;&pi%?+ c o u n t x i e s  uorxny of 
p ro teze lon :  os ( d )  by any d i r e c t  or  
Fnd izec t  rnsaEs sigcif i c a n t l y  degrade  . 
n a s i o a z l  parks o r  s i m i 1 a r ' ~ r o ~ e c t e d  c r e a s  
o r  i n t r o d u s e  exoeic '  plants o r  aninials  
i n s o  suah arezs? 

?-EP. L Z I ( b 1 .  If a Szhel  p r o j ' s c t ,  hcs t N/A 
d=:rzminatlon b5en made rha r  rhe n o s t  
~ o v ~ z ~ o , ~ ~  has ?.a adsquate' sg&au f o r  
a=counti=l;  f oi and z o n t r o l l i n g -  r s - = e i p ~  
and m,-prn&ic~xe of p r o j e = t  Z U P ~ S  (eirber - - 
do1Lr:s o r  latrl =uzrmq gene.rtec3 
-eraLrom) ? .. L 

!, - - 5 # 

?Y 1987 ContinuLao 39solution Sec. = 3 2 .  No. 
I s ~ F s b u t s a m t a t  of =he 8ssisran:e 
tonbit ioned s o l e l y  on the basis 02 the 
policies o f  any mul~ilaterrl insti.ttrrion?: 

I - % I 
! 

a ,a S a , s .  c. lO2l b ) ,  7 1, m m "  
: Cd Tkt AIVC wi 1 1 ' pronote t h i  

+#crib8 .=&at .so+ich i=clvtW i drpaston innst- to .on 
-21 ( 8 ) .  .mf~ec:ive~y inv01Ve =ha .poor; rural mu. 

developmmt by u t e n d b u  8cc8ts to: 



. . . . - - 
Irsuzing ~ 5 d e  parzicipazion of the pooz 
in =h+ b e n e f i z s  02 development on a 

. s ~ s ~ e i n e 2  b z r i s .  u i n g  appropriaze U .S .  
irszi=urioas; (b) help develop 
coogeratives. espsci~lly bp technical 
sssistance. to cssist ,r~zal and uZban 
poor to help rheaselves eo=ard better 
li2e. and othervise encourage democzaeic 

- . private and local govcrnmenfal 
i c s ~ i t u ~ i o n s :  (c) scgport the s e l f - h e l p  
eff arts of d!weloping counzties: ( d l  
promote ' ~hs ,garr i cFgat ion  of vomsn,in ihe 
'nzrcional %conornibs-oi developing . .  
counzriss and t h s  knpzovsmeaz of 3omoais 
s c a x s ;  2nd (s) ui l i r e  and 2nzourage 
regional cooperazion by devsloping 
c o u n ~ ~ i ~ s .  

. - .  
a S o n s .  - -  1C3. 103K. 104, 1 6 5 ,  106: 
I 2 0 - Z L .  . Doos =be project fit the . 

' 

c r i ~ e r i a  for che searce of funds 
(func=ional accounr) being used? 

Yes, $5 M of Section 103, 
corresponding to the rural and 
agricultural nature o f  many of 
the Phi 1 i ppi ne enterpri ses t o  
be covered under this project. 
$3.5 M of Section 105 for selectea 
development acti v i  t ies .  

I 

Not directly. 
brs~hesses. sad small lnsoars & ?&a 
poor ) ? tr. 

S % t s .  L10. L t 4 c d l .  Will rha Counterpart contributions wf 1 1 
s e c i ~ s n t  zounf=y >tovide a t  lsasc . account f o r  approx. 37% of  total 
25  perzcoc of ths cos=s o f  the progrlm. proJact costs. 
project. o r  activity -Arb respect co whch.* 

i the astistrnc+ is r d  be Zurnished ( o r  is : 
che l a t t e r  cost-sbr:ias reqoir~ment'being ' 
waived f oz r m~ela~Svaly .laast 6?velopedn , - - . * - *  zouatsy)? . " - 3 ;- 
*C . -. --_.  - . . . - -. &...II. - . a- ".-.,::>&,.-.- * . .. 

i 

The poor wflt be t h e  ultimate 
benefkhries o f  a better- 
functf oni ng pri  wate entetpri se 
systa characterized by more 
e f f d  ve f i nand at resource 
.obi tizrtion, 



f. ?Ak Set. 281(bI. Describe extenr to  
. . vhich progxam recognizes =he pzrticular . 
. needs, d e s i r e s .  and capacizies of the 
people of the country: utilizes the 
counrry's intellectual resources to 
encourage insti=utional develo$rnent:' and 
supports civil education and traiaiag in 
skills required for eff'ectivo, 

. participation in governmental processes 
essential to self-governmenr. 

. . . . .  . . 
. . . .  

G. FY 2 9 8 7  Continuina R e s o l u t i o n  S e e .  540. 
Are any of .the furies to b.e used for the 
performince of abortions as ' a  method of 

,, family planning os to motivate ' or 'coerce 
, any person -to practice abortions? \ -. . . .  . . - .  .. ' - .. - Az. any'&: t h e  funds. t o  be used to pay 
for ' the. performance .of ', involuntary ' ' 

sterilizat'ion. .as a method of' family 
- 

planning .or 'to coerce or provide any. 
financial incentive .to any person to 
andesgo sterilizations? . - _  ' - - '. . . . . . . . . . . 
AT. any 6f =ha tunds t o  be &ad'to pay 
for,., any biomedical 'research which 
relates'.., .in .%hole or in gar<,. to methods 
of, or thecperformance of. abartions o r  
involuntary s t e r i l i z i t i o n  d - a  means of . . . . - 
f aaily planning? . . . . .  . . t , 

- .. - .  - . . -  . . 
.- . -: .-. - 

h. .-W 1 9 m h o  Resolutipg. .. Is =he 
ass?stanee being made av8 i lab l e  t o  any 
orgadzation or program vhich has' been 
d~ternined t o  suppor~ or g u t k i p a t e  irr' 
t b e  management of a  program of cqereivr 
abortion or involtxatary . . statilizrtioo? 

. 'I . .**- . . . . . .  . 
i f  asaist&ce i g  fr&.the popu~aiion 
LuncrScoorL rccouat.. are say ot a e  Eunds 
t o  b e  mad8 rvrilable t o  v o l u n t r ~  Zanily 
planning projects- wlrich &a. not o t f e t .  
eith&s bl tecr ly  or tbrougb zeFarra1 to or 
iafotration about aceass to, a broad 
--=.at* o f  fami'ly pla.aaing. methods sad 

% .  netvicest 
( -' 

The project ' i s  directly 
-responsive to  the needs, 
deiires and capacities o f  the 
Philippine people, and w i l l  
u t i  1 ize the country's i ntel 1 ec- 
tual . resources. 

No. 

No. 

i. fM Smc. 601181. WilT the pta jec t  Yes. - 
utilize c o m p ~ t i t i v ~  s e l e c t i o n  procadures - 
f o g  -&e awas&inq of c o n t m t t 8 ,  except 
uhegr appl icable  procuremrat rules allow 

. athervisa? . . 



a = t i v i t i s s  of econoni=ally 2nd s o c i ~ l l y  
&isadvznzaged enterpcises. hhs~oriczlly 
b l a c k  colleges an2 universiries. a n d  
private and volun=a,ty organizations which 
a r e  conzrolled by individuals -who aze 
black &nczi=ans, Hisprnic Amezicaos, or 
X a z i v e  -Unericars, or vho a i e  economically 
o: socizlly disa4vao=aged (including 
vomsa) ? . - . - .  
yz 2 - -,. S e c .  218 t c )  (13 1 .  If. the .zssistante 
3111 supporc a program or projcct . 
s i q n i f  icantly af  f ccting tropical f orbsts 
(ip'qluaing pro'jscts involving zha 
planking of o,xo=ir glae:  s p e c i s s ) . ,  will 
=he progztm or projerz ( r ) .  ba bzsed upon 
crzsful analysis  'of =he eltszkazivzs 
avzilable ro achieve thc bssz suszzirabl~ 
cse of cix! land, and (b) rake full 
zcrounr of =he environmental impaczs o f  . . 
the gxogossd a c c l v z c i e s  on bio . log ica1  
eiversizy? .;. 

-. 

7~ . .,. p 5 5 1 .  128 (t 1, Xi11 assissrnro 
be csed for ( 2 )  ths pzo=uromo,n'c .,or us2 
o, IoggFng sqcipment, ualsss a r  
enviromenral rsssssmecz indicates =hat 
all z i n b r r '  ha-westing operations iavolvsd 
s i L 1  be =onducted in an ~nvironman=ally 
~ u n d ~ a a n e r  and tha t  rat proposed 
activity 3i11 produce positive economiz 
bzaef ics and sustiinabLe f ores= 
nzr;agemenr systems: or {b] acrion's ~ h i c h  
signiZicantlg degrade national parks ,or 
slimilar protected assas- wkicb ~ o o c a i n  
= t o p i c a l  l o r s s t s ,  or in=todu=r  exotic 
pL?ats.. or- ar1m8ls intot sucb:rkmrs?. . . 

' $ 5 ~ .  L I B  I -) ( 7 5  1. Bill assistance ba 
used t o r  , (a )  a t ' t i v f t i . ~  w h i c h  would 
resu lc  in cbe convers ion  of f o c t s t  lands 
to -&e r*aziog c f  livesrock: (b) me 
~ o n s t r u e = i o n .  u@qrrbiag. or naintanance 
of cords (includFng .trmporzrp haul roads 
For logging or o:imr sxtrrczive 
in&urtrias) vJzicb pros tbrough rsla=ively 
unbeptaded torsst l a n d s ;  (c) zhe 
toloaiza~ion'oF f o e e s x  lands; or ( 6 )  the 
coascruction o f  C a r t  or other watet  

Should technical assistance be 
required from the U S . ,  every effor 
will be made to identify a qua l i f i~  
ecnnomi call y and soci a1 1 y 
disadvantased firm t o  proviae the 
services . 

No. 



control sz,uccures vhich f lood  relarively 
Pnaegraaed f o r e s t  lands. unless vich 
respect so t a c k  such activicy an 
e n v i r o m e n t a l  assessment indicates =$a= 
che acriviry w i l l  conzribuce 
s i g p i Z i c a n t l y  and directLp to improving 
the Livelihood of the rural poor and -Jill ' -  

be conaacted in an environmentally sound 
maaaer ghich supports  susrainable 
dev~lopmenr? 

- 
A .  9evslo~menc > s s i s c a n c e  P r o i s c t  C z i t o r i z  

f Loans O n l v )  - .  . . - . -. - .  - .. 
. I  :.. . ' .  . ---.. . .:,: . .  . . . .  . . .  . - . . . . . . - 

.. - - . t .  . . 

a. ZA' P. Sec.. l t Z f b 1 .  1Pf.orma'tion and . - 
conclusion' on capacicy of. the zountry :o . 
repay =he' loan a t  a r$csonabl=, r a c e  of . . - . . -  : . - . -  .. . . - -  

' interest,. I .:, , .. . .. . - . .:- - - .  . .- . .  . . .  . . . . -.: . . . .  - . . .  .-. . . . 
. . - . -  - 

?,U s ~ c : '  . 62O  ( d  1 : . .'.If assisrance i s  ' f o r  
any productive enterprise.which will 
compete vith.U.S. ~nterprfses, is there  
an agreement by  the --recipient country zo  
prevent emort t o  t h e  W-5; of more than 
20 percent of enrer~;ise~s. a ~ u a l  
groaucrion dUiing the 1t5e of the loan. 
or. hts the requissm@at co enter i n t o  such 
an rgrszmc:, bean -ved Qy t ba  Presidrnt . 
because o f  a nat ional  se-izp. interest? , . . 

i;g 1 9 8 7  Continuim a e s o i u t i o  .. 12. f a r  a ' .  
-iiu..CEOrion isom- ' . 
tonds made rvailrblr.. to car- out  the . - . 

proPitiods of r= Sections 103 through 
106.. vill lo in  be ptovidCd. t o  the 
maximum UEtanZ   tactic able, a t  or near . . ,  
thr p r w a i l i n g  ~ntesesf r r i e  p a i d  on .-.- . , . .  .*. ..... -...--- . . Tzorsrrry ob&ig&tiohs 'of dimila5 macurirj : 
at the t b e  o f  obl igat ing  such 3 m d s ?  

. I  . . , ..c . .. 
d -  m. See. LZZlbJ: Does thr 8ccivicy 

.g ive carsonable promise o f  8ssistiaq 
-. long-rage plans m d  ptogtrms desiqned 

t o  dovelop econarPic~resourcts m d  
- inctorsr gtodu:tiv~ capacities? 

.- 
0 - .  

* .. 
, 

. . 
- t . . - .  . 



Z=onomic SUDVOZ= Fund Pro i e c t  C r i t e r i a  . . . . 
a. FA9 Scc. 5 3 1  f a  1. W i l l  t h i s  assiszance 

ptomote economic and p o l i t i c a l  
srability? To the maximum extent 
fe t s ib le ,  is this assistance consistent 
virh rhe policy disections, purposes, and 

. programs of Part f of the I=? . . . . . . . .  - .. . .- . . . . 
. . 

b. .3U Sec.  ';31(s) .: xi11 chis assistance be 
. ussd for,mili;a~y or pazamllizzry, . . :-' . . .  . . . . . .  . pusposes? ,*.. : ' ( , - " '  . .-.. .: -'. - .. . 8 

. . . . . .  .. _ -  ' 
. ' - .  . - 4 - .  - .- -. '. : ' 

I .  . . ,  
ISDCp. of -l9e5- See: 207'. Will 3Sf funds . 
be used t o  .finance tlhe, constructibn, - 

' operation or  maintcnaace o f ,  or the . 
supplying .of f riel for, a. nucletr .. .. - . . 
f acility?.'.'.-If .so, hils .the' ?resident ' 

cerzified that' such -country is:.a party t o  
rhe Treaty on the  on-?roliferarion of 
Nuclsar 'uJeap~&f. sz the Treary for the 
2rohibir ion of Nucltax Xeapons in Lacin 
&nesica' (the ' "Treaty, of Tla:e~olco 1, 
cooperates f u l l y  -&th =he I=, and 
pursues nonprolffezacion policies 
consistent v i z h  t h o s e  .of the- . U n i t e d  
States? - . ,- .-I.- . 

- . . , ' .  . a. 

.? . + 
, ,-A Sef .' 609 .  If. commod'iti& are to be 
granted so that .sale prozeeds will accme 
t= the: recipient country. have  Special 
Account ( c o ~ ~ l t e f p a s t )  arrangemeazs' beta .' 
m a d e  . . - .  . . , . . . .C 



ANNEX E 

CERTIFICAI-ION PURSUANT TO UTILIZATION OF GRAY AMENDMENT ORGANIZATION 

I,  FREDERICK W. SCHIECK, Director of the Agency for  International Development 
in the Philippines, having taken into account the potential involvement of 
small and/or economically and socially disadvantaged enterprises, do hereby 
cert ify that  should technical assistance be required from the U.S . ,  every 
effor t  will be made to identify a small or disadvantaged f i n  t o  provide the 
assistance. I t  i s  planned that  th i s  will include 3 portion of the accounting 
and auditing services t o  be procured f o r  b o t h  the privatization and capital 
markets components of the project. Furthermore, for the scheduled external 
evaluations, joint  ef for ts  involving both local expertise and Gray 
Amendment-satisfying organizations are anticipated. My judgment i s  based on 
the tecommendations of the Project and Mission Review Committees. 

Director, ~ S A I D / P ~ ~ ~  ippines 



- 
7 . 2  fa; 12w4c$ tables ~ r o v i d e  t n 2  ~ 3 5 '  a;s:aptions used in t h e  o~dt;" t 2 3 1 2 :  
t -  I ard F-2 p r o v i d e  i nfornation for 1 x 3 1  ;bar-t- and iong-tem :scDni c 3 1  
as;ijrance. Table; F-3, F-4 z r d  F-Qa g i v 3  figures for short-  a m d  l x g - ' s r n  
e asatriate ( a n d  evoatriate comoinec! d i  t h  10~31) technical assi; t q n c s .  T z s ~ ?  
T - 5  p r z z a n r s  cost figurss f o r  golicyicperaticnal srudies, Ta:!. F - 6  m e  Csjti 
3;ssciated with the capital m z t k ~ t j  genera? c o n t r a c t x ,  a ~ d  T ~ 2 . 2  ' -7 C Z S t j  
7 7  ri-e c2oiral narket; confgrencs. S t i c s x - t  for tne Capita! Mi.<?'; 
C 3 ~ 1 ' 2 ~ e r ( t  . r l ~ r L j n g  Grcup, an3 technical assisrance t o  cstac;:;': 2;I:C:: ?--.I 
c :s ted i n  T a b i z s  F-8 and F-9, rospecrilt?ly. 



LOCAL SHORT TERM TECHNiCAL ASSISTANCE 

Category of Surdened Gays i n  P e r  W n t h  Est imated Esr imated U.S.  
Serv ices  F i  xed Person Cost P e r s m -  To ta l  Ccst E a u i v a l e n t  

D a i  l y  M G ~  t n s  !@, Hcn t h (? )  t a t  @20:5i 1 
Rate Level  of 

( @  1 E f f o r t  

Mznagernent 4, COO 2 2 88. 00O 5 ir 4,4G0,0'30 ~ 3 , 6 1 1 ~  
Con;ul t ing.  
Account ing/  
A u d i t i n g  

Spec i a1 i zed i ,800 2 2 40,000 20 800,000 ~ 0 ,  630 
Engfneer ing 

Lega 1 13,000 2 2 286,000 - 10 2,860,000 143,000 

say say 



Category  o f  
Serv i ces 

I nvos  tinen t .  
Baniti ng. 
Management, 
Consu 1 tancy  , 
Account ing1 
A u d i t i n g  

Spec ia l  i z e d  
Engi n e e r i  ng 

T48LE F-2 

L E A L  LONG TERW TECHNICAL A S S I S T A K E  

Burdened Days i n  
F i  xed ? ~ r i ~ r i  
Dai i y  M O I ~  :h s 
Rzte 

i ia ,  

4 .  COO 2 2 

Porsor! 
Eon tn 
Css t 

( : ? I  

Est imated E s t i ~ a t e d  
Person- Tot i 1 
Nonth Cos t 
Level  o f  (I?) 
Efr 'or t 

U.S. 
E a u i v a l  en t 
( a t  i a Z I ? : S ? )  



TABLE F-3 

SHORT-TERN EXP+ATRIATE TECuNICAL ASSISTANCE 

Assume Average Burdened Fixed 
Monthly R a t e  S25.000 x 24 PM 

In te rna t iona l  
Asiume iO RT a: SZ.OOOI2T 

U.S. 
Assume 20 RT a t  '3300/RT 

Loca 1 - 
Assume Publ ic  Transport a t  S300lMO x 18 PM 

Per O i  em 
Asjume 20 1 day I n t ' l .  Stopovers 

lssume 75% o f  time in t h e  Ph i  l i p p i n c s  
( 7 5 %  x 24 PM) x 30 days a t  IdO/day 

Assume 1 Day U.S.  Tr ips 
a t  175IGay x 20 Days 

M i  scel laneous Costs 
Cab1 e/Telex/Telephone/Postage a t  81,0001MO 
x 24 months, s p l i t  between U.S. and Phi l ipp ines 

U.S.  
(Sl 

500,000 

J0,Om.I 

6. OW 

S,&O 

5:  ,460 

3,000 

43,280 

1 ,500 

47,700 

24.000 

S723,lOO 

say 

9723,000 



TABLE F-4 

LONG-TERM EXPATRIATE/LOCAL TECHNICAL ASSISTANCE 

U.S.  and Local 

Assume Average Burdensd Fixed 
Monthly Rate 550,000 x 36 PM 

Trave 1 
International- 

Assume 25 R T  a t  32 .GCO/RT 

u.5. 
Assume 10 R T  a t  330@/RT 

Local - 
Assume Pub l ic  Transport a t  9300lMO x 18 PM 

P e r  D i e m  
Assume 25 1 day I n t ' l .  Stopover; 
a t  $150/Stopover 

Assume 50% o f  t i m e  i n  the P h i l  i o p i n e j  
(50% x 36 ?M)  x 30 days  a: 9dOIday x @20 

Assume 1 day U.S. t r i p s  a t  $75/day x 10 

Miscellaneobs Costs 
Cable/Telex/Telephone/Postage a t  $1,00O/Mo 
x 36 months, s p l i t  between U.S. and Phi l i p p i n e s  36,000 

Local S e r v i  ces - 
Grand Tota l  &ldkuQQ 

Say s aY 

*See Table  F-4ta) 



TABLE F-4(3) 

LOCAL TECHNICAL ASSISTANCE 

Category o f  Burdoced Oai~s i n  Per Mcnth Es t imatsd  Est imated U.S.  
Serv icos F i xed  Person Cost Person- To ta l  C s t  EquisJ3??nt  

Dai l y  !!on t!? s !?I Mon t n  ( 3 1 ( a t  @L3:S1) 
Ratk Levol  o f  

< @ I  E f f o r t  

. 
Investment  4 ,  OGO 2 2 ia98,OOO 11 1,056,506 5 5 2 ,  800 
Banki ng , 
Management 
Consu l t i ng ,  
Account i n g l  
Audi t i c g  

Spec 131 I ze6 1 ,800 22 4C, 000 12 430,006 24 ,C90 
Engi nee r i  ng 

Legal 

TOTAL @3,252,COO S162.6i30 



TASLF F-5 

PCLICYIOPERATIONAL STUDIES 

Assume fou r  ( 4 )  po l l cy lope ra t i ona1  s tud ies  
w i l l  be conducted by e x p a t r i a t e  consu i t i ng  
f i r m ;  w i t h  l oca i  consu l t i ng  f i r m s  p a r t i c i p t i n g  

Assume Average Burdened F i x e d  Monthly Rats 
a t  S!8,000 x 12 PM 

Assume Average Burdened F i x e d  Mo. Rate 
a t  3a8.000 x 24 PM 

Travo 1 
I n t e r n a t i o n a l  

RT a t  92,000 RT 

RT a t  8300 R T  

1 dav I n t ' l .  

Assume 6 

Domes t i c  
Assume 4 

Per Diem 
Azsume 6 
s topovets a t  51 501s topcver 

Assume 12 PM x 30 days a t  S8O/day 

Assume 1 day U.S .  T r ips  a t  $75/day x 4 days 

M i  scel laneous Costs 
Cab1 e1Tel exlTelephone1Postage 
a t  S1,000/Mo. x 12 months 

Assume fou r  ( 4 )  p o l  i cy /opera t iona l  s tud ies  
w i l l  be performed by l o c a l  consu l t i ng  f i r m s  

Assume Average Burdened Fixed Mo. Rate 
a t  @88,000 x 36 PM 



TABLE F-6 

CAP: TAL MARKETS GENE34L CONTRACTOR 

U.S. 
( 5 )  

Local  
( 2 ,  

Resident  Team Leader 
Assume Average Burdened F i xed  Mcnthly Rate 

Sno r t  Term Consu l tan ts  E x p a t r i a t e  
Assume Average Butdened F i xed  Yo. Rate 

Loca 1 - 
Assume Average Burdened F i xed  Mo. ?a te  

Trave l  
I n t e r n a t i o n a l  

Assume 13 RT a t  92,000 RT 

Per O i  em 
Assume 751 o f  Sho r t  Term E x o a t r i a t e  
Consu l t an t  t i n e  i n  t he  ~ h i l i p o i n e s  
(75% o f  27 PM) x 30 Days a t  S80lDay 

Assume 13 1 day I n t ' l .  Stopovers 
a t  S15OIStopover 

Res ldent  Team Leader 
Adm Costs 

Temporary L i v i n q  Al lowance 
Assume 1 x 30 days a t  S 80 ldav  
Assume 3 x 30 days a t  $ 40lda:j 

Hous i n q  
Assumes f u r n l  shed hous ina  and u t l l  f t i e s  

Mobll i zat ion lDemobi  1 I z a t f o n  A 1  lowance 

Insurance 
D8A a t  2.75% o f  Sa la r y  

Secretary/Messenqer 
Assume 24 PM at  average c o s t  3 f  @7,00O/PM 

Misce l laneous Costs 
Cable/Telex/Telephone/Postage 
a t  S1,OOOIMonth x 24 Months 



TABLE F-7 

CAPITAL MARVET CONFERENCE 

Venue - 
Suppl ies 

- Communications 

P r i  ntinglpubl iciiy - 
Support Personnel 

Local Transport 

International Reserve P 

- P e r O i e m  

- Travel 

International 

Lccal 

Heal s 
( LunchIDinner) 

Conference Organization 

TOTAL 

ants articip 

Fee 



Staff - 
Professional 
Assume avg. burdened mo. rats 
( 1 )  @20,900 x 60 pm 
( 2 )  @10,000 x 60 pm 

Clerical 
A z s u m e  avg. burdened mo. rate 
@5,000 x 60 pm 

O f f i c e  Expensss 

Local Travel 

TAGLE F-8 

CAP l TAL MAZKETS DEVELOP1 NG WORKING GROLP - - 

TOTAL 



TABLE F-9 

TECHNICAL ASSISTANCE TO ESTAaLISY PAIICO 

Assume Burdened Fixed  Month1 y Rate 
at S18.000 x 4 PM 

. Travel 
International 

Assume 6 R i  a t  52.000 - 
U.S. - 

Assume 5 R T  at 83COlRT 

Local - 
Assume pu b l i c  transoort 
at S300fMo. x 2 PM 

Per 01 em 
Assume 4 1 Oav Int'l. Stoooveri 
a t .  ~150f~topo;er 

Assume 1 Day U.S.Trips 
at 975/Day x 5 Oays 

A s s u m e  86% of time i n  P h i  l i p p i n e s  
(80% x 4 PM) x 30 Oays at 380/0ay 

Mlscellaneous Costs 
Cable/Telex/Telephone/Postage 
at $1,000 Mo. x 4 PM 



A N N E X  G 

ECQNOMIC ANALYSIS - 
I. PrS v a t i  zation Comoonent 

The objective of th i s  component i s  t o  a ss i s t  the GOP i n  the implementation 
of i t s  privatization program. This assistance i s  expected to a )  speed up the 
privatization process and b )  improve the efficiency of presently publ ic 
corporations and/or non-performing assets as private sector concerns. The 
financial proceeds o f  the divestiture process do n o t  constitute direct 
economic benefits t o  society. However, pyoceeds of firm sales will enable the 
GOP t o  a )  recoup part of government funds previously invested i n  the publ i c  
corporations, a n d  b )  reduce the fiscal burden of f i  nanci a1 support t o  publ ic  
corporations. The f i r s t  expected outcome, in accordance with GOP intentions, 
will enable the GOP t o  finance the planned Comprehensive Agrarian Reform 
Program ( C A R P )  and possibly other GOP expenditures. The second outcome will 
allow the GOP t o  increase expenditures on basic services and other traditional 
government functions. (See a1 so Financial Analysis Section. 

This economic analysis will demenstrate the economic merits of the 
pri vati zation component through: a cost effectiveness, b )  a1 ternative 
economic rate of  return analysis, and c )  speeding up  the privatization process. 

A. Cost Effectiveness o f  Selected Aporoach 

The ~pproacir proposed for the privatization component i s  the provision 
of necessary financial and other technical advisory and other services as well 
as equipment. The approach taken i s  deemed appropriate for  supporting 
privatization ac t iv i t i es  because of: a )  the GOP's sel f-imposed schedule and  
the need t o  complete the task. w i t h i n  the shortest time possible; b )  the 
enormity and complexity of the process; c )  the degree of sophistication of the 
corporate investment market and structural di versi ty  of the sectors involved; 
and d )  the general sufficiency and adaptabil i t y  of the GOP personnel tasked 
w i t h  the effor t  for  a l l  b u t  the more advanced and sophisticated financial, 
legal and  other analytical necessities of the exercise. 

Training ei ther  locally or abroad, and certainly long tern; training, 
i s  inappropriate because of the lack of time. Full ut i l izat ion of expatriate 
services i s  equally inappropriate because of high costs,  avai 1 abil i ty of 
highly skilled local personnel for many of the tasks, and the need to be 
intimately familiar w i t h  local laws and inst i tut ions in carrying out many of 
the duties. Contracting out most o f  the effor t  to domestic sources of 
financial services a1 so would be inappropriate because of the need to have 
knowledge of international markets, buyers and financial sources and 
arrangements. Also GOP personnel poli t ical ly need to be in a position to 
decide a t  various steps of d'vesti ture and preclude possibi e confl i c t s  of 
interests  that could ar ise  i f  third part ies are given freer  play in crucf a1 
decisions. 



Clearly, there a re  added exp l i c i t  a n d  implici t  costs  i n  other cossible 
a1 ternatives in ass i s t ing  the pr ivat izat ion e f fo r t .  The approach taken i s  
basically t o  l e t  the GOP personnel accompl ish t h e i r  mandate and identify and 
request assistance where necessary and appropriate. Whi 1 e the proporti on o f  
expatr ia te  services to  local services i s  planned to be high, t h i s  seems 
j u s t i f i e d  by a )  the need t o  tap foreign resources fo r  irwestmenc, and b )  the 
need t o  camp1 e ~ e n t  domestic experti se  w i  t h  forei  gn advi sory and technical 
services tha t  are not local ly  available.  

B. A1 ternat ive Economic Rate of Return Analysi s: 
im~rovement i n Coroorate incomes 

While i t  i s  not possible t o  conduct a s:andard economic ra te  of return 
analysis on  the project b e c a u s ~  91 the lack of knowledge on the expected 
outcome, the economic viabil i ty t ' the pr ivat izat ion component can be 
jus t i  f ied in terms of expected is~provement in  corporate incomes of divested 
firms. 

The economic cos t  of the component could exclude the GOP contribution 
since the GOP i s  al ready imp1 ementi ng i t s  pr ivat izat ion program. However, in 
t e n s  of economic worthwhi l eness of the ac t iv i ty  ( i  n contrast  t o  obvious 
financial  gains) f o r  the GOP, the GOP contribution i s  included i n  the economic 
cost. The economic cost of the pr ivat izat ion component i s  computed as follows: 

Financial FX Cost of Grant 
FX Shadow Price Adjustment ( 2 0 % )  
Financial LC Cost of Grant 
GOP LC Contribution 
Pro rated share in  Evaluation and Audit (75.0%) 

FX 
FX Shadow Price Adjustment 
Local Cost 

P ro  rated share in  Contingency 
FX 
FX Shadow Price Adjustment 
Local Cost 

(20 % )  

( 7 5 . E )  

( 2 0 % )  

Total 

Given the above economic cos t  of the pr ivat izat ion component, the 
social discount rate  in the Philippines i s  used t o  determine the required 
economic impact t o  j u s t i f y  the investment in this component. In order t o  do 
th i s ,  several simp1 i fying assumptions a re  used: (1 ) the privatization 
component funds a re  disbursed immediately upon signing of the grant agreenent 
( t h i s  makes the analysis more conservative because using the annual project 
di sbursements schedule woul d resul t in a 1 ower present value of economic costs  
due t o  di scounti ng ) ; ( 2 )  economic return over a 20 year period will flow- 
evenly f o r  each dol la r  invested; ( 3 )  no new re',rns a re  at t r ibuted t o  the 
p ro je i t  component a f t e r  i t s  completion; and ( 4 )  the privatized or divested 
enterpriseb .:il 1 be more e f f i c i e n t  and productive enterprises  with private 
sector  ownership and management. 



Using the NEDA-estiniated social discount r a t s  of  1 5  percent (capital  
recovery factor fo r  20 years = .l59-61 ) , the privatization component must 
achieve an annual economic return val ued a t  Sl ,5%,OlZ a t  1987 prices f c r  
twentj years. This means tha t  the divested fims/nonperforming assets snould 
~xperience an increase i n  income equivalent t o  a t  l eas t  a value of $1.596 
million or  733.516 million (based on a n  average exchange ra te  of P21 . O O  = 
$1 .OO fo r  1987) annually for twenty years as a resu l t  of the privatization 
component. Otherwise, the privatization component funds should be invested in 
a1 ternative ac t iv i t ies .  

The 1 ikel i hood of  pri vatization component's achieving the estimated 
level of required economic returns may be aemonstrated in terms of the 
required increase ( a )  in contribution to  gross value added, and ( b )  in 
2ggregate gross revenues and net incomes of public corporations. 

The analysis will concentrate on t h e  public corporations approved f o r  
privatization. The nonperformi ng assets ' :IPAs) of the government financi a1 
i nsti  tutions are excl uded because of t h 2  1 ack of readi 1 y avai 1 abl e 
information. Also there i s  greater  roba ability tha t  the NPAs may be divested 
ds NPAs per sc and not as ongoing concerns. I n  cases of just transfer of 
ownership of debt instruments without impact on operations, there will be no 
d i rec t  economic benefits. The sequestered companies are also excluded because 
of the greater likelihood of legal impediments t o  the i r  divesti ture.  

The GOP has approved t 9  date for privatization 56 of the 121 publ ic 
corporations or governmeilt-owned a n d  control1.d cor?crations (GOCCs) 
ident i f ied for privatization. Most of these 86 corporations belong to the 
fol1owi:tg sectoral ca".gories: agriculture,  fishery and forestry; 
manufacturing; construction; and trade. Estimated aggregate gross value added 
( G V A )  of publ i c  corporations in these sectors amounted . t o  P2,574 mil 1 i o n  i n 
current prices in 1984, representing 25 percent of total  GVA o f  the public 
corporate sector i n  the same year. During 1984 t o  1986, GVA in current prices 
for  a1 1 publ i c  and private establ ishments in the four sectors grew by 13.4 
percent. For 7987, Mariano and Constantino (1 987) forecast real Gross 
Domestic Product ( G D P )  growth a t  5.1 'percent and a GNP deflator increase a t  
7.0 percent. If i t  i s  assumed that  GVA of public corporations increases by 
13.4 percent between 1984 and 1986 and by 12.1 percent in 1987, the 1987 
current price estimate of GVA of public corporations in the four sectors i s  
P3,272 mil 1 ion. Given th i s  estimate, the requi red benefits of P33.516 mil 1 ion 
from the privatization component imply only a l i t t l e  over a ore percent real 
increase in GVA per year of privatized corporations in the four sectors t o  
jus t i fy  the economic cost of the privatization component. 

The 1984 GVA estimates correspond to the contributions of 89 GOCCs. 
A1 though the public corporations vary widely i n  s ize ,  a casual examination of 
s ize  information an firms i n  the four sectors appear t o  indicate relat ively 
less  dispersion according t o  size. The very 1 arge GOCCs are in the 
e l e c t r i c i t y ,  transportation and financial sectors a n d  they are n o t  l ncl uded i n  
the 1 i s t  of finns approved fo r  privatization. Assuming that  privatization 
resul ts i n  a GVA increase of say 10 percent ( the average annual real GDP 
growth forecast for  1987-1992 i s  5.1 percent) then only about 10 firms need to  
be pri vatized. 



A1 ternat ive ways of determining 1 ikel i hood of su f f i c i en t  economic 
benefits i n  terms of improved GOCC productivity include conparing the level o f  
r ewi red  benefits t o :  ( a )  gross revenues and ( b )  net income of the 86 GOCCs 
approved by the GOP for  pr ivat izat ion.  The required beqefits of P33.516 
million represents 0.73 percent of estimated gross revenues of the 86 
corporations i n  1985, i .e. P4,609 mil 1 ion. The pr ivat izat ion component will be 
economical 7y jus t i f i ab le  i f  aggregate gross revenues of these corporations 
increase by 0.73 percent. Since i t  appears reasonable to  assume a re1 a t i  vely 
narrow range of s i ze  dispersion of the 86 corporations, a more optimistic 
scenario of a 10 percent increase in  gross revenues o r  P46O. 9 mill ion as a 
r e su l t  of privatization requires tha t  only about 14 of the 86 GOCCs need t o  be 
privatized. Converting the 1985 gross revenue values t o  1987 levels  would 
r e su l t  in an even lower percentage, o r  fewer divesti  turcs  need2d. 

Given to ta l  1985 asse ts  of P37,278 mil l ion of the 96 corporations and 
an average return o n  asse ts  of 4.34 percent fo r  1975-1984, the net income of 
the 86 corporations in 1985 i s  estimated a t  ?1,6l8 million. The required 
m i n i m u m  benefi ts  represent only 2.1 percent of th i s  net income. If the 86 
corporations are  privatized and rea l ize  a 10 percent return on asse ts ,  the 
i ncremental net income woul d be V 2 :  1 10 m i  11 ion. The requi red economic 
benefits represent only about one percent of the new to ta l  net income or 1 .6  
percent of the increase i n  net inccne as a resul t of the increased return on  
assets.  To achieve the required increase in net income, as  a r e su l t  of the 
increase i n  return on assets  from 4.34 percent to 10 percent, only 2 
corporations need to  be privatized and experience such an increase. 

There hzs been some discussicn i n  both the pub1 i c  and private sectors 
regarding the overvaluat7on of the asse ts  of the public corporations. This i s  
probably more t rue fo r  the nonperformi ng assets.  Nevertheless, overval uation 
of the public corporation asse ts  can not be dismissed easi ly .  How much can 
the GOP reduce the value of the to ta l  asse ts  of the 86 COI-porations, assuming 
a higher ra te  of return on assets ,  and s t i l l  j u s t i fy  the econonic cost  of the 
privatization component? Given the required m i  n i m u m  annual benefits,  the 
required increase i n  net income of the 86 corporations i s  P33.516 mill ion. I f  
the new r a t e  o f  return on asse ts  i s  10 percent (versus an old unchanging ra te  
of 4.34 percent),  the to ta l  asse ts  of t h ,  86 corpordti ons  can be raval ued t o  
P603 mil 1 ion representing a decl ine in to ta l  asse t  value of 98 percent. 

C. A1 ternat ivo Economic Rate of PI- t u r n  Analysis: 
Reaul red Speed1 ng Up t f  f e c t  

According to  the GOP,  i t  needs $10 mill ion t o  complete the 
pr ivat izat ion e f f o r t  in f ive  years,  hence the need fo r  the privatization 
compcnent of t h i s  Project t o  supplement the GOP's own resources in order to  
achieve the privatization goal. Suppose, however, t h z t  the GOP i s  able to  
complete the d ives t i ture  process w i t h o u t  the additional assistance, b u t  such 
assistance would  speed up  the process. Would USAID resources of $5.99 mil 1 ion 
be jus t i f i ed  in  t e n s  of speeding up  pr ivat izat ion? A1 ternat ively,  in the 
context of the 86 corporations approved by the GOP fo r  privatf zation, w h t  
would be the required speeding up e f fec t  of the USA10 contributions,  i f  the 
GOP would otherwise by i t s e l f  complete the divest i ture  any way? 



As a simp1 ifying assumption, say the GOP without assistance would 
divest a l l  86 corporarions simultaneously a f t e r  the end of a f ive  year period 
beginning i n  1987, i . e. ,  by 1992. Assuming fur ther  tha t  as a resul t of the 
pr ivat izat ion,  the 86 corporations experience more than a doubling of return 
o n  asse ts ,  i . e . ,  from 4.34 percent to  10 percent. As mentioned above, the 
increase in annual aggregate net income of the 86 corporations would be 
(.lo-.0434) x F37,278 million - 72,110 million. Given the economic cost  of 
USAID resources of 65.99 mil 1 foc and given the future value of t h i s  amount 
a f t e r  f ive years ( u s i n g  a 15 percent annual compounding r a t e )  of 512.05 
millic!i or P253 million, the required speeding up  e f f ec t  t o  pr ivat ize the 86 
corporations woul d be only 1.4 mofiths. Or, a1 ternat ively,  the speeding e f f e c t  
would need to be only 3.4 months fo r  36 corporations or 7 months for  18 
corporations. However, the assumed ificrease i n  return on assets  and no 
revaluation may be too optimistic. The required speeding up e f f e c t  i s  
presented be1 ow f w  p rowess ivo~y  lower i n c e a s e s  i n  the return on asse ts ,  
assumi ng no reva'l uation-of assets.  

Return on Assets ( Z )  
1975-1 981 

Increase in Annual 
Net Income 

New - Average Rate (mil l ion pesos) 

percent 1. 

Reaui red S ~ e e d i  ng Uo 
t f f e c t  

The e f fec t s  of asse t  revaluation to  lower levels  i n  re lat ion to  the 
speeding up required i s  shown below a1 so assuminu a new return on  asse ts  of 10 
percent (o r  an additional 

Assets Reval ued 
a t  Vari ous Proportions 
of 1985 Levels ( % )  

5.66 percent over the 7975-1 984 average of 4.34 

Increase in Annual Net 
Income (mill ion pesos) 

1,899 ' 

1 ,688 
1,266 

844 
422 
253 

Required Speedi ng 
Up Effect (months) 



C a ~ i  t a l  Markets Oevel oment Comuonent 

The objxtive of  this component i s  t o  improve the regulatory and  
institutional environment for capital markets t o  mobilize t e n  capital 
effectively and t o  erqcourage a n  increase in the supply of securities, i .e.,  t o  
foster active and efficiently function? ng capital markets. This i s  expected 
t o  ~ e s u l  t i n several f avo rab l  e deve'i opmen t s  : 

o Increased mobilization of savings i n  the fonn of financial 
i nstruments because o f  the expected diversification of f i  nanci a1 
i nstruments and reduction of i nvestment ri sk. 

o Reduced vulnerability o f  businesses, t h r o u g h  reduction in financial 
leverage or risk t o  economic downturns. 

o Expansion of business activity and  increased corporate incomes as a 
resul t of increased financial resources flowing into the business 
sector. 

The economic analysis o f  this component considers: ( a )  the cost 
effectiveness of the selected approach, and ( b )  the 1 ikel i hood of  sufficient 
economic benefits. 

A. Cost Effectiveness of Selected Apuroach 

The proposed approach for this component consists o f  deteninins a n d  
fostering the regulatory a n d  institutional requirements for effectively 
fu~lctioning capital markets through a m i x  of  studies, advisory services, 
training and observation tours, and equipment. The approach appears t o  be 
appropriate i n  view of ( a )  the need to review the regulatory and institutional 
framework and deteni  ne the modifications necessary t o  attain the component's 
objectives; ( b )  the complexity and variety of tasks required; ( c )  the 
involvement of a 1 arge number of actors; ( d l  the adequate background and 
adaptabil i t y  of participating institutions' personnel t o  advanced state of the 
a r t  financial and other required tachnology; (el  the need to determine the 
necesszry regulatory and i nsti tutional improvements in the context of a 
developi ng country setting. Cost effectiveness of the component" s activities 
will be assured through competitive selection of a general con.tractor for the 
studies and collective specification and review of tasks planned t o  be 
undertaken. Further, the general thrusts of pl anned act ivi t ies .  were 
determined collectively through a survey of expected government and private 
sector participants and beneficiaries. Private sector contributions t o  the 
compdnent also provide added assurance t h a t  the subactivities selected and 
conducted will be cost-effecti ve. 

B. Alternative Economic Rate of Return Analysis 

The economic benefits of the capital markets component acti v i  t ies are 
diffuse. Capital markets development will resul t in an i ncreased p r o p o r t i  on 
of long term capital financing relative t o  the current predominance of 
short-term loan-financed investment. This will also rcsul t f n an expansion of 



the secur i t ies  market as we1 1 as reduced financial leverage, and therefore,  
reduced financial  r isks  fo r  f i n s  tha t  avail of equity financing. A t  the same 
time, there will  be added savings incentives and increased financing for  risky 
and long-term investments through increased diversi ty  of avail ab1 e financial 
instruments i n  the financial market. Firms as well as financial 
intermediaries would be be t t e r  able to  match the i r  investment and financing 
a1 ternatives.  The end r e su l t  would be incrcased incomes t o  society through 
higher levels  of and more e f f i c i e n t  investments. 

An analysis tracing these expected resui t s ,  however, does not lend 
eas i ly  to  quantification. For purposes o f  demonstrating the economic 
des i r ab i l i t y  o f  the capita! m r k e t s  component, an a l te rna t ive  economic rate  of 
return analysis i s  conducted. Given the economic costs of the capital  markets 
component, i t  i s  possible t o  determine 1 ikel ihood of the required minimum 
su f f i c i en t  benefits i n  re lat ion to  a )  increased savings mobil ization and 
b increased corporate incomes due t o  improved capi tal  markets conditions. 

The economic cos t  of the capi tal  markets component i s  computed as 
fo1lows: 

( $000 

Financial FX Cost 
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To d ~ t e n n i n e  the required m i n i m u m  benefits t o  j u s t i f y  the economic 
cos t  of the capital  markets component, the social discount ra te  i s  used. The 
following simplifying assumption are  a1 so used: (1 ) the funds  are  disbursed 
imed ia t e ly  upon grant signing; ( 2 )  economic return over a 20-year period will 
flow evenly for  each dol la r  invested; ( 3 )  no new returns are at t r ibuted t o  the 
component aftera i t s  completion. 

Given the social discount r a t e  of 15 percent, the capital  markets 
component must achieve an annua l  benefits stream of $3.935 million. The 
Philippine economy will have t o  gain economic benefits equal t o  a value of a t  
1 eas t  $563,637 o r  $1 1.836 mil 1 ion annually as a resu l t  of the capital  mai-kets 
component. 



1 ) Reouired Increase i n  Savi nos 

One of the major objectives of the capital  markets component i s  
t o  increase the level of savings i n  t h o  economy. The capital  markets 
component's economic v iab i l i t y  may b~~dernonstrated in terms of the required 
increase in savings levels  i n  the economy. In current pr ices ,  gross domestic 
savings levels  rose, i f  in  a f luctuat ing manner, from P77,923 mill ion i n  1981 
t o  PI1 5,613 mill ion i n  1986. The share of gross domestSc savings in GNP, 
however, dropped from 25.7 percent in 1981 t o  a low of 14.7 percent i n  1984 
before recovering t o  18.8 percent i n  1986. The average gross domestic savings 
t o  GNP r a t i o  during 1981-1986 was 19.4 percent. Given t h i s  average r a t io  and 
assuming a 12.1 percsnt increase in GNP in  current prices for  1987, the 
projected gross domestic savings level f o r  1987 i s  P133,SgZ mill ion. The 
required annual benefi ts  from the economic cost of the capi tal  markets 
component of PI 1.836 million represents l e s s  t h a n  0.01 percent of this amount. 

The required savings level increase i s  expected to  take the form 
of savings in financial assets ,  par t icu lar ly  shares of stock. In th i s  case, 
the probabili ty of achieving the required benefits may be determined in terms 
of expansion in  the volume of stock market transactions. A t  a depressed 
volume of transactions level of F4.04 b i l l  ion i n  1984, the required annual 
bensfi t s  represent only a 0.3 percent increase i n  the vol ums of transactions. 
If the 1986 volume of stock market transactions of P11.4 b i l l ion  i s  used, a 
smaller 0.1 percent '?crease i s  required. An even more ins igni f icant  
percentage increase i s  required in comparison t o  the expected 1987 volume o f  
stock market transactions. 

2 )  Required Increase in Corporate Incomes 

To d e t e n i n e  the 1 ikelihood of the capita1 markets component 
achieving the required level of economic returns,  available data fo r  the top 
1,000 corporations of the P h i  1 ippi nes compil ed by the Phi 1 ippi ne Business Day 
i s  used. The ra tes  of return on asse ts  of the t o p  1000 corporations were 
quite low . in  recent years: 0.18 percent i n  1983, 0.89 percent in  1984, and 
0.11 percent i n  1985. Thi s poor performance 1 argely ref1 ected depressed 
economic conditions and high financial  charges due t o  substantial  
foreign-denominated borrowings and re1 at ively high domestic in t e res t  rates.  
In 1985, to ta l  asse ts  of the top 1,000 corporations amounted to  Y878,080.39 
million while aggregate net income was 11,006 mill ion. Even a t  this net 
income 1 eve1 , representing a very 1 ow ra te  of return on asse ts ,  net income of 
the t o p  1000 corporations would have t o  increase by only 1 . 2  percent t o  
ju s t i fy  the economic cos t  of the capi tal  markets component. 

If under improved economic conditions, the ra te  of return on 
asse ts ,  for example, increases to  5.0 percent, and therefore net income based 
on 1985 as se t  leve ls  would be 143,904 million. Net income of the top 1000 
corporations as a r e su l t  of the capi tal  markets component would have t o  
increase fur ther  by only 0.03 percent to  ju s t i fy  the cos t  of the capi tal  
markets component. 



The debt-oqui t y  r a t i o  of tne t o p  1,000 car9ora:ions has been 
increasing in recent ye l rs :  4.64 in 1981, 4.66 in 1982, 5.03 i n  1983, 5.38 in 
1984 and 5.31 in 1985. The economic cost. of the capital  markets conponent i s  
so small in re1a:ion t o  absolute level of balance sheet items of the t o p  1000 
corporations, t ha t  i t  i s  useless t o  sitow tile required impact of the economic 
cost  of the component on corporate incom~s as a r e su l t  of changes i n  the 
capi tal  s t ructure of these f i  ms. However, a hypothetical example for a 
sSngle firm i s  presented below t o  h i g h 1  ight  the e f f ec t  of capital  s t ructure 
changes on f i n  v iab i l i ty .  The example assumes a n  average in teres t  ra te  on 
debt of  15 percent per annun. 

Net inccrne 
Debt/Equi t y  Total Assets Net Incme Before in te res t  ( Loss 

Ratio ( s  1 Interest  ( $ 1  Ex~enses ( $ 1  After I3terest  - ( S )  

The example shows the e f fec t  of debt-financing on net income. 
Higher debt-equity ra t ios  rdsul t in higher financial charges or in te res t  - expense, and lower net income a f t ~ r  deduct;ng i n t e e s t  expense. l o  the oxtent 
that  a firm can a t t a i n  high levels  of net income and therefore increased 
re turns to stockhol ders, i t  i s  worthwhi 1 e t o  u t i l  i ze debt f i nancing. However, 
capacity to  contract debt decreases as  the debt-equi ty r a t io  increases. In 
addi tio,:, the f i rm's  f i  nanci a1 viabil i ty and/or longevity i s  endangered i f  net 
income perfomance remains low and in t e res t  ra tes  a re  high over long periods 
because of the h i g h  downside risk. Moreover, i f  maturity periods of loans .a re  
short ,  the firm i s  likewise subjected to  serious cash f l o w  problems. In a 
s i tuat ion where debt i s  the predominant mode of financing, there i s  less  
incentive f o r  f i n s  t o  improve operating efficiency because debtors enphasize 
cash flow and/or i n t e r e s t  r a t e  coverage. On the other hand, investors in 
equity waul d p u t  thea r f u n d s  i n corporate secur i t ies  w i  t h  consistently 
profi table  performance and/or growth potenti a1 . Thi r creates  competition 
among outstanding shares of companies and motivates these companies t o  be 
productive. 



ANNEX H 

FINANCIAL ANALYSIS 

The most important financial consideration fo r  t h i s  component i s  t o  achieve 
maximum effectiveness of the GOP's privatization program i n  oraer t o  help 
a1 1 eviate  the GOP's enormous and continuing f iscal  burden. However, the 
pr ivat izat ion component may be analyzed also as a purely financial  proposition 
f o r  the GOP. 

The GOP has s e t  aside $4 million t o  finance the five-year divest i ture  
program. I t  will a1 so receive an A. I.D. grant of  55.287 m i 7  l ion t h r o u g h  th i s  
project.  The total  amount o f  59.287 million theoret ical ly  may be used by the 
GO? f o r  some other program, i .e . ,  i t s  opportunity cost  i s  not zero. 

First t o  be considered i s  the case where there are  no nst flows between the 
corporations and the government, i .e.,  the government neither subsidizes n o r  
receives revenues f r n m  the corporations. In t h i s  case, fo r  the privatization 
component t o  be f inancial ly  desirable,  the GCP must be able t o  real ize  
financial  proceeds from pri vat i rat ion a t  1 eas t  equivalent t o  the financial 
cost  of the investment plus earnings tha t  the GOP may derive i f  the cost  of 
the component were i nvested i n some i nterest-beari ng f i  nanci a1 i nstrumenx. I f  
the GOP i s  able to  place the $9.287 mill ion in a time deposit or in Philippine 
treasury b i l l s  a t  15 percent ra te  of in t e re s t  fo r  f ive  years, th;n the future 
value of the investment would be $18.7 million or Y392 million in f ive years. 
Total assets value of the 86 GOCCs  approved f o r  pri . /atization amounted t o  
?37,278 mil 1 ion as of 1985. Hence, to  break even, the GaP would need to and 
should be easi ly  able to  se l l  the GOCCs for  one percent o f  the i r  asset  book 
values, o r  se l l  one average GOCC f o r  90 percent of the book value of i t s  
assets. 

I n  the case where the government i s  receiving net revenues from the GOCCs, the 
received sales  proceeds m u s t  cover both privatization costs  and the discounted 
capi tal izat ion value of future earnings m i  nus outstanding 1 iabi l  i t i es .  
However, as a who1 e t h i  s case does not apply to  the GOCCs i n  the Phil i p p i  nes, 
a1 though a few individual firms are  net earners,  a f t e r  allowing f o r  a l l  costs. 

I n  the l a s t  case where the government i s  a net provider of resources t o  the 
GOCCs, such as the s i tua t ion  i n  the Philippines, the government will gain 
financial l y  i f  the resul t ing reduction in the outflow to the f i n s  exceeds the 
privatization costs. To break even under present circumstances, divest i ture  
would need only to  r e su l t  in  a one time 2.3  percent reduction in the 1987 
budgetary support level fo r  government corporations of 816.7 b i l l ion  or  a 0.47 
percent annual reduction over 10 years (a1 so assurni ng a 1 % discount r a t e ) .  
In this case, any proceeds from dives t i ture  and/or savings in GOP budgetary 
support t o  government corporations beyond privat izat ion costs  represents pure 
financial gain f o r  the GOP. 



ANNEX I 

SOCIAL SOUNDNESS ANALYSIS 

A Gver the past few years s tudies  and evaluation of  growth of capital  markets in 
developing countries have been conducted. Examples of these a re  the Asian 
Development Bank's "Capital Varkets Study" completed i n  1985, which assesses . 
capi tal  markets in s ix  developing countries;  the Terrence Reilly report ,  
"Report and Recommendation on Developing the Capital Markets of the 
Philippines". In addition, there are unpublished reports on  the subject 
excerpts of which appear in the Philippine :4edia. Because these reports 
assess growth of capital  markets, they invariably ident i fy a number of 
constraints  to  i t s  growth. For instance, the AD0 study l i s t s  the following 
factors  affecting g rowth  of the secur i t i e s  market. These are: ( i  1 the s i ze ,  
level of developmenx, and degree of s t a t e  ownership of the individual 
developing country's economy; ( i  i ) the 1 imi ted need for  pr ivate  sector 
companies to  r a i se  secur i t ies  financing; ( i i i )  the a t t i t ude  of private owners 
to sharing ownership and control ; ( i v )  the h i g h  financial c o s t  of raising 
secur i t ies  market f u n d s ;  ( v )  the cumbersome l i s t i  ng requirements and 
procedures; ( v i )  the added disclosure requirements of a 1 i s t e ?  company; 2nd 
( v i  i )  the lack o f  inducements to  go pub1 ic .  Other s tudies  C I  t e  simila 
factors  explaining the underdeveloped character of capital  markets. 

Responding t o  these constraints  the 9roject  plans to implement a number of  
a c t i v i t i e s  which essent ial ly  lay down the foundations or the appropriate 
conditions fo r  growth  o f  the capi tal  market. For  instance, the project will 
a s s i s t  in the review of laws, regulations,  and procedures affect ing capi tal  
markets; i t  will a s s i s t  i n  establ ishing necessary ins t i tu t ions  to promote 
capital  market development; i t  will  support necessvy s t ructural  changes in 
the Philipine stock exchanges, among others. All these innovations are  
designed to lessen the impact of ident i f ied  constraints  to  growth. 

Among these constraints ,  however, one appears not to f a l l  w i t h i n  the purview 
of proposed innovations. A recurrent observation found i n  the studies ear l  i e r  
c i ted  i s  the observation tha t  existence of. a strong t rad i t ion  of family 
controlled and run companies s igni f icant ly  impedes growth of capi tal  markets. 
T h a t  i s ,  where family firms a re  the mode, i t  may be d i f f i c u l t  fo r  capital  
markets t o  function inasmuch as there i s  a bui l t - in  reluctance among potential 
beneficiaries t o  par t ic ipate .  

. This section focusses on t h i s  question. I t  will attempt to  describe the 
family firm, concerns and a t t i t udes  of owners, and the i r  goals and 
objecti  ves--as i t  a f fec ts  growth of capi tal  markets. 

The Family F i  m 

What i s  a family firm? Which of i t s  charac ter i s t ics  predispose owners to-shun 
participation i n  secur i t ies  markets? Drawing fro:n a 1965 study of Filipino 
Marketing Entrepreneur prepared by John Carrol, we can characterize a family 



firm as having the following t r a i t s :  a )  major share of the original capi tal  
fo r  the enterprise i s  provided i n  most cases by e i ther  the entrepreneur 
himself or his family; b )  the e n t r e p r e n e ~ r  or his  re la t ives  1101 d the of f ice  of 
chief executive a t  the beginning and perfom key management function in most 
cases; and c )  financial  control and the o f f i ce  o f  chief executive tend to 
remain in  the family of the entrepreneur. Pared to  i t s  hare essent ia l s ,  the 
family f i n ,  as found in the Philippines, fs charact2rized by the preniun 
p1 aced on control of the fin. 

Carrol proceeds, " i t  seemed c l ea r  tha t  control of the major pol icies  o f  the 
enterprise was desired by pract ical ly  a11 entrepreneurs--as a means of 
protecting the investment of both e f f o r t  and money which they had p u t  in to i t ,  
and probably also as one of the psychological rewards of  entrepreneurship 
i t s e l f .  The great majority of entrepreneurs attempted t o  control pol icy by 
means o f  majority ownership i n  the enterprise--ei ther in t h e i r  own names or as 
representatives of unified family groups." 

From the perspective of owners, what then are  the perceived disadvantages when 
one loses control of a family firm. Carrol c i t e s  a number of  cases indicating 
the importance entrepreneurs ascribe to  control.  

"Thus one entrepreneur began w i t h  a partner,  and'chen spent several years 
f i g h t i n g  h i m  f o r  financial control of the enterprise;  he achieved hi :  goal 
while the enterprise  was expanding by buying up  new stock issues,  in the name 
of his family, more rapidly t h a n  his  partner could a f f o r d  t o  do .  He rmarked 
tha t  i n  the Philippines the family corporation i s  the best  arrangement, 
because outside stockholders tend to in t e r f e re  in nanagement, attempt to 
obtain jobs f o r  t h e i r  re la t ives ,  and are  constantly demanding dividends rather  
than allowing p ro f i t s  to  be reinvested." 

" A  number of s imilar  struggles f o r  control were noted in the h i  s to r i e s  of 
other firms, and even family enterprises  were not en t i re ly  proof against  
them: there a re  cases in  which the entrepreneur himself, a minority 
stockholder in  a nonfamily enterprise ,  was l a t e r  ousted from the f i rm by his 
former associates; and there i s  one case in  which three brothers, formerly 
partners, are  now operati n~ three competi ng enterpri  ses. Control which 
consists of majority ownership i s  not only the most secure form of control b u t  
has additional important advantages in t h a t  i t  permits the entrepreneur and 
his family t o  enjoy a greater  share in the prof i t s  and allows h i m  to  leave to 
his family "a business" rather  than a minority stockholding. " 

Other 'examples abound i n the hi s to r i e s  of Phi 1 i ppi ne corporations which 
apparently val idate  t h i  s perception. The most cel ebrated in recent hi story i s 
the struggle w i t h i n  the biggest Phil ippine mu1 t ina t ional ,  San Miguel 
Corporation, wherein because of the f igh t  fo r  control over management of the 
firm between the cousins Soriano and Zobel, the family ended-up losing overall 
control of the corporation. A1 though t h i s  i s  a h i g h l y  simplified and  
shortened version of the complex a f f a i r ,  suf f ice  i t  to  say tha t  from 
perspective of outsiders the event reenforced expectations of the dangers when 
corporate management does not own a majority of shares. 



Nonetheless, there are also examples of family f i n s  which realize t o o  l a t e  
the inherent danger of maintaining absolu+,e control of  firms. For instance, 
recent media reports show that the Palanca family which controlled the La 
Tondena, Inc., a f i n  engaged i n  production and distribution of local and 
imported liquor, realized a lbei t  t o o  l a te  the disadvantages of absolute 
control. I n  th is  case, loss of  control o f  the fin resul ted from executive 
irresponsibility whicb led t o  inadequate checks on aanagernent decisfons. 

The Problen of D i  sclosore 

Related t o  the problem of  control i s  that of disclosurer. Studies show that  
one o f  the many reasons why owners o f  family f i n s  prefer n o t  to open 
ownership t o  the public i s  the requirement of  disclcsure of substantial 
information on the company's operational and financial procedures. To do so 
would open the company t o  a variety of  perceived disadvantages. 

Without going into the deta i ls  of  these perceived disadvantages, we can posit  
some of the reasons why businessmen r e s i s t  disc1 osing infomation about thei r  
ac t iv i t ies .  A central reason appears to be that businessmen harbor d is t rus t  
of government and i t s  agencies. This may come from their  perception that 
government i s  not a partner in development of  business b u t  rather act  more as 
a n  obstacle t o  i t s  growth. For  instance, government i s  perceived as primarily 
interested in getting what ! t can from the private sector b u t  n o t  provide the 
necessary support f o r  i t s  growth. The private sector p r o b a b l y  uoubts the 
capacity of government t o  c~ns i s t en t ly  a p p l y  business related policies. Their 
experiences over the past twenty years under the Yarcos regime, probably 
reenforce dis t rus t  o f  governnent. Marcos' penchant for applying uneven 
treatment of  cronies and noncronies i s  hard t o  forget, especially i f  
perceptions of  the current government have not erased previous be1 iefs .  

I .  

Social Soundness Statement 

The preceding discussion appears t o  offer a gloomy prospect for development of 
capital markets in the Philippines, for i f  i t  i s  a fact  that control of 
companies i s  the only cri  terion entrepreneurs use in a1 1 aspects of their 
businesses, then, i t  i s  f ru i t l ess  to expect them to open up their  enterprises 
to external stockhol ders. The description, however, i s 1 imi ted. F i r s t ,  i t  
takes a narrow and s t a t i c  view of the individual goals of entrepreneurs. 
Second, i t  does not take cognizance of the reactive nature of entrepreneurs. 
Third, i t  does n o t  allow for the changing demands on  f i n s  as economies grow. 

The primary goal of every business enterprise i s  t o  make profi ts ,  or i f  the 
conditions are not right,  t o  minimize losses. To do so the successful 
entrepreneur must be attuned t o  a myriad concerns. Decision to expand a firm, 
to diversify, to retain i t s  s ize ,  o r  to contract operations are not made in a 
vacuum. Company owners must assess potential impact of pol i t ical events, 
government pol icies,  behavior of markets, inter  a1 ia .  They recognize, 
however, that regardless o f  access to informatton, i t i s  impossible to arrive 
a t  a perfect assessment which could lead to a perfect decision. This i s  where 
the ri  sk-taki ng nature of entrepreneurs come in. G i  ven avai 1 able information, 
i f  they perceive the times and conditions are appropriate for expansion, then, 
a decision t o  expand will be made. 



This appears to be the area wherein the project n i l ;  be of  g rea tss t  benefi t ,  
Ey laying the foundations f o r  a functioning capi tal  inarket, t ne  project 

-, provides entrepreneurs w i t h  adCi t ional means to mike be t t e r  decisions. i ne 
project will not cause radical changes i n  behavior and a t t i tudes ,  i t  will not * cininish desire f o r  control of ccnpanies, b u t  i t  will provide foundations f o r  
arr iving a t  Se t te r  decisions. If i n the process, e n t r e ~ r e n e u r s  discover tha t  
t o  increase prof i t s  expans'on o f  business and the conccni t an t  di lut ion o f  
control i s  timely a n d  necessary, then, appropriate decisions will be made. 



ADMINISTRATIVE ANALYSIS 

I n  order t o  conform to the Government of  the P h i ? i p ~ i n e ~  administrative 
structure, i t  will be necessary f o r  the project t o  have - two principal 
ivplementing agencies, o,Ie for the privatization and  one for the capital 
markets component. Further, PA1 i C O  would receive assi stance directly frcm 
USAID, as would a number of other private ent i t ies  involved in capital markd 
development. 

1 .  Privatization 

The recipients of  AID assistance i n  the privatization area would be the 
asset disposal units. As many as eight such units may be established t o  
privatize a total of 107 Government Owned or  Controlled Corporation (GOCCs). 
These are comprised of 5 parent corporations, 75 subsidiaries and 27 
sub-subsidi ari es. Five government departntlnts, NEDA and the Office of the 
President control the GOCCs. A 1 i s t  of GiJCCs giving thei r  sectoral 
distribution (28 of the 107 corporations are agricul ture-based) and a 1 i s t  
givi ng their government departments are attached as annexes. 

The asset disposal units would be established within the parent 
departments o f  the en t i t i es  t o  be privatized and  would be inde~endent of the 
rranagement o f  the enti t i e s  t o  be orivatized. This i s  important i n  t n a t  i t  - 
would forestal 1 interference w i  t h  tne privatization prxess  by those i n  
management who have a vested interest  i n  a continuation of the present 
management. 

In addition t o  the asset disposal units established to privatize the 
GOCCs, the APT, which will a1 so receive AID assistance, has already begun i t s  
primary task of p r i v a t i z i n g  the acquired assets. 

Because of the large number of en t i t i es  involved, i t  i s  essential t h a t  
imp1 ementation of the privatization component be' the respond bil i ty of a 
single agency t o  coordinate project ac t iv i t i es ,  t o  serve as a central monitor, 
and t o  serve as a point of contact for USAID. This would include serving as 
the authorizing enti ty for AID contracting and procurement actions. Such an 
arrangeient would make possible the procurement of a variety of services for  
the different asset  disposal units under a general, "umbrella" contract. 

a. Department of Finance 

The logical choice f o r  implementing agency i s  the Department of 
Finance, specifically the Office of the Undersecretary responsible for  
privatization. T h i ;  selection i s  based on the fact  that,  i n  accordance with 
Presidential Proclamation No. 50, executed in December 1986, a1 1 privati.zation 
actions ultimately fa1  1 within the purview of the Committee on Privatization 
( C O P )  which i s  responsible n o t  only f o r  approving the sale of government-he1 d 



asse ts ,  b u t  fo r  guiding, monitoring and reviewing the ent i  re pr ivat izat ion 
procram; and the COP. Chairman i s  the Minister of Finance. Furthermore, the 
Undersecretary of Finance chairs  the C O P ' S  Technical Ccnmittee, whose other 
members are the Undersecretary of Trade and Industry, Dewty D i  rector-General 
of NEDA,  and a Ofrector of the Zepartnent of Budget and Management ( D B M ) .  DBM 
has assumed the functions (and acauired the analytical s t a f f )  o f  the now 
defunct Presiaenti a1 Col.miission fo r  Government Reorganization ( P C G R )  as 
regards privatization. PCGR was resuonsible fo r  identifying the GOCCs t o  be 
privatized and recomrnendi ng t h e i r  pr ivat izat ion to  the President. Th? 
Technical Ccmmi t t e e ' s  m i  s s i  on i s t o  review a1 1 proposed pri vatszati  on 
transacticns and  t o  recommend approval or disapproval to  the C3P. The 
Technical Committee provides essenti  a1 coordi nation among the parent 
departments controll  ing GOCCs to  be privatized, and would thus be a key en t i ty  
in the imp1 ementation of the project. The concerned undersecretary's of f ice  
has been functioning as a sec re t a r i a t  f o r  the COP Technical Committee. I t  
includes a s t a f f  of 4 professionals and one secretary concerned on a full-time 
basis w i t h  pr ivat izat ion,  a1 though future year s ta f f ing  of 12 professional s 
and 4 c le r ica l  s t a f f  i s  expected t o  be approved. 

b. Asset Disuosal Units 

The asse t  disposal units t o  be established will need assistance, and 
such technical assistance would cons t i tu te  a major element of the project. 
However, in recognition of the d i f f i cu l ty  involved i n  obtaining timely 
budgetary allocations f o r  newly crerted e n t i t i s s ,  the project may a1 so be 
required t o  orovide fo r  cer ta in  equipment and i n i t i a l  operating costs ( w i t h .  a  
decl ining AID and increasing GO? contribution over the 1 i i s  of the pro jec t )  
f o r  the asset  disposal units. Not a l l  of these uni ts  have been established as 
the time of wri ti ng. However, the National Development Company ( N D C )  di sposal 
uni t wi 11 serve as an example of a large a s se t  disposal u n i t .  (The 1 arge 
units are  expected to be those of NDC,  Philippine National Oil Ccmpany ( P N O C ) ,  
and the Presidential Management Staff ) .  The NDC disposal u n i t ' s  1987 costs  
are  500,000 pesos f o r  personnel cos ts  t o  top off  the sa l a r i e s  of 32 people 
seconded from NDC's other operations, and 21 million pesos for  advisory 
services,  fo r  a to ta l  of 21.5 mil 1 ion pesos per year. Less typical ,  because 
i t i s  a much 1 arger e n t i t y  charged wi th a task of f a r  greater  magnitude, i s 
the APT. APT has a s t a f f  of 50. I t s  operating budget of 38.7 mill ion pesos 
per year includes s t a f f  s a l a r i e s  (6.9 million pesos),  ren t ,  insurance, e tc .  
I t  a1 so has a budget of 4.1 mill i o n  pesos for  capi tal  expenses, i .e . ,  purchase 
of vehicles, o f f ice  furn i ture  and computer equipment. 

2. C a ~ i  t a l  Market Devel ooment 

As in the case of pr ivat izat ion,  a great  many players are involved. 
However, the ins t i tu t iona l  picture i s  fur ther  compl icated by the involvement 
of a number of key pr ivate  sector  e n t i t i e s ,  and  by the fac t  t ha t ,  unlike in 
pr ivat izat ion,  the DOF will not be in the role of lead GOP en t i ty ,  
necessitating a separate lead implementing agency f o r  t h i s  component. 

a. Capital Market Development Worki ng Group 

The Working Group was established in  February 1987 t. examine ways in 
which promotion of the capi tal  markets as mobilizers of term capital  and 



enhancement of the i r  capabi l i t ies  could be supported a t  t h i s  time. Among i t s  
tasks has been the p r io r i t i za t ion  and tine-phasing of recommendations in t h i s  
area made i n  an AID-financed study. The working group i s  composed of a1 1 
re1 evant publ i c  and private sector  ent i  t i e s  involved i n the capital  markets, 
b u t  a sma?ler, core working group of regular par t ic ipants  has evolved. They 
are  representatives of the Department of Trade and industry (DT!) , a t  whose 
in i  t i a t i ~ e  the group was formed; the Securi t ies  and Exchange Ccmmission ( S E C )  , 
an independent agency; the Bureau of Internal Revenue (of the Ministry of 
Finance); and the two stock exchanges (Manila and Makati 1. A consultant to 
DTI serves as chairman, and the s t a f f  of the Undersecretary of Trade and 
Industry responsible f o r  Capital Market Development serves as i t s  sec-etariat .  

b. Capital Market Development Commission - 
A recommendation of the USAID-funded study t h a t  the working group has 

elevated t o  a recommendation f o r  a Presidential Executive Order, the issuance 
of which i s  possible in 1987, c a l l s  fo r  the creation of a Capital Market 
Development Commission. The Commission would be a public and private sector 
cabinet 1 eve1 body accountabl e to  the Presi dent, tasked wi t h  ?rovi di ng pol i cy 
guidance t o  promote the development of the capital  markets ana w i t h  
interfacing w i t h  Congress toward t h a t  objective. The Commission would monitor 
and evaluate the on-going development of the capital  markets and recommend the 
appropri a t e  1 egal measures to  enhance thei r devel opment. Members of the 
Commission would be the Secretaries of Trade and Industry ( cha i r )  and Finance, 
the NEDA Director General, the SEC Conaission Chainan, the Central Bank 
Governor, and four reoresentatives from the private sector: one from tce 
stock exchanges, one t o  represent other financial intermediaries, and two 
other unspecified private sector  representatives. The commission would have a 
technical s t a f f  and secretar i  a t ,  headed by an executive director.  The 
recommended f i r s t  y e a r ' s  operating budget of the Commission would be 5 mill ion 
pesos. 

Given i t s  wide publ i c  and private representation, responsibil i t i e s  f o r  
capital  market development pol icy formulation, and i t s  task of recommendi ng 
legis lat ion,  i t  i s  reasonable t h a t  the Capital Market Development Commission, 
i f  approved by Congress, be the 1 ead implementing en t i ty  for the capital  
market component of a project  which places substantial  emphasis on the 
examination and draf t ing of legis lat ion.  I t  i s  also appropriate tha t  i t s  
sec re t a r i a t  serve as day-to-day contact point fo r  USAID, and that ,  in the 
interim unt i l  the Commission i s  fu l ly  operational, USAID's ?rimary point of 
contact fo r  t h i s  component be the of f ice  of the concerned Undersecretary of  
Trade and Industry. The o f f i ce  has two professionals fu l ly  devoted to  capital  
market development, i ncl uding the consul t an t  serving as working group 
chainnan. The project may be required to  shoulder some i n i t i a l  operating 
costs  to  insure effect ive start-up of the Capital Market Development 
Comnission's secre tar ia t  o r  of the DTI group acting as the working group's 
s ec re t a r i a t  i n  the interim period before the Commission i s  ful ly operational. 



c. Governmental E n t i  t ies  t o  Benefit from Project Assf stance 

The Securi-~ies and Exchanoo Comnission 

The Securities and Exchange Commission ( S E C )  , a quasi -j udi ci a l  body, 
supervises the securities market. The SEC was created originally by the 
Securities Act of 1936 and i t  i s  a1 so charged w i t h  the implementation of the 
Corporation Code as an administrative agency. Administrative tasks rrl ated t o  
the regi s t rat i  on of securi t ies  and approval  of  art icles of  incorporation 
occupy as much or more of the SEC's time as supervision of the securities 
market. This has led t o  somewhat loose enforcement by SEC of the regulatory 
rules in the market. Operational weaknesses i ncl ude deficiencies in 
recordkeeping and i n  compilation of a necessary data base. These and 
reorganization issues are expected to be addressed by the project. 

d. Pri nci pal Pri vate Sector Pl ayers 

An AID-fi nanced study has identified numerous constraints t o  the 
efficiency and  effectiveness of the capital markets that l i e  within the realm 
of the i nvol ved pri vate sector enti t ies ,  and has recommended interventions t o  
assist  these enti ties. Hence, the project would a1 so provide assistance t o  a 
number of private sector enti t ies,  and i t  i s  expected that AID would channel 
i t s  assistance directly t o  these enti ties. They include the groups 
represented on the capital markets working group,  on the one hand, and-PAIICO 
on  the other. 

( 1  1 Stock Exchanaes 

The Philippines has two stock exchanges, the Manila Stock 
Exchange, established in 1927 and the Makati Stock Exchange, established in 
1965. A presidential decree issued i n  1973 provided that a share 1 isted on 
one stock exchange should automatically be listed on the other. 130 issues 
are listed. 

To l i s t  a stock on  the exchanges, a company has t o  submit an 
appl ication, together w i t h  the following. documents: . 

Articles of i ncorporation and amendments thereto and by-1 aws and 
amendments thereto 

Audited balance sheets and profit and loss statements 

Certi f icate of regi s t ra t i  on and penni t to sell Securities i ssued 
by the Securities and Exchange Commission 

Certi ficate of the corporate secretary stating the number of 
shares fully p a i d ,  f ssued and subscribed and a lf s t  of - 
stockhol ders 

Names of directors, officers, auditors and bankers 

Requirements necessary for l ist ing are very lax. The only above 
requirement related t o  the financial condi tion of the company i s  the number of 



shareholders. Normally about 300 stockhol ders are  required. Even a company 
without any previous operating record may be 1 is ted.  This i s  a par t icular ly 
common practice among mi n i  ng expl oration ventures, and makes these shares 
inevitably speculative. 

In order t o  d i  st ingui sh these specul a t i  ve, venture undertakings 
from established companies, the stock exchanges c l a s s i fy  shares into the two 
groups, the g i g  Board, and the Small Board. Shares 1 i s ted  on the Big Board 
are  those of companfes which are  i n  comerciai  operation and regularly paying 
dividends. In contrast ,  the Small Board l i s t s  companies which have not 
s ta r ted  commerci a1 operations. They a re  typical ly  mining exploration ventures. 

Trading Practices 

The stock exchanges are  open f ive  days a week from Monday through 
Friday. Over-the-counter transactions may be done outside of trading hours. 
All transactions are done by members of each stock exchange. Membership i n  
each of the exchange can be obtained through the purchase of a sea t  and 
subsequent e lect ion t o  membership by the Board of Governors. There a re  two 
types of trading accounts fo r  investors i n  the stock market- ca.c!r and rnargin 
accounts. In ,cash accounts, no c red i t  has been pre-arrar!pn :lid the customer 
i s  obliged to pay f o r  his purchase w i t h i n  the settlement period which is  no 
more than four trading days. In margin accounts, pre-arranged c red i t  i s  
extended to customers i n  accordance with a sui table  margin agreement. The 
customer purchasers secur i t i e s  e i t h e r  by paying only f i f t y  percent of the 
to ta l  purchase price,  o r  by depositing w i t h  tbe broker 1 is ted and acceptable 
secur i t ies  w i t h  a market value of two hundred percent of his debit  balance. 

Commission ra tes  fo r  common stocks are  1 percent of the amount, 
regardless of pr ice,  f o r  amounts above P2,000. For amounts below 12,000, a 
f l a t  commission of P20 i s  charged. 

Foreign nationals may purchase shares of most of the companies. 
The companies issue two classes  of shares. Class A shares may be purchased 
only by Philippine nationals,  while c l a s s  B shares may be purchased by 
forei gners. 

In order t o  strengthen the efficiency of the stock exchanges, 
consol idation of the two stock exchanges i s  under consideration. Both 1 i s t  
the same secur i t ies ,  hence the benefits of having two separate exchanges no 
longer exis t .  Consol idation of the two exchanges would increase the volume of 
tradSng on one floor. 

Stock exchange of f ic ia l  s have demonstrated deficiencies tha t  
project-funded training woul d address. Stock exchange of f ic i  a1 s may be 
trained in such sel  f-regulatory methods u t i  1 ized el  sewhere as  "stock watch 
opera ti ons. " 



( 2 )  Stockbrokers 

The ~ a n i l a  Stock Exchange has 58 members, of  which 37 are active; 
the Makati Stock Exchange also has 58 members, of which 34 are currently 
active, Securi t ies  brokers/deal ers are in general ma1 1 enterpri ses; many o f  
them are individual proprietorships. Nevertheless, the few 1 arger brokers 
account for most of the trading. On the Pdnila exchange, 6 percent of the 
brokers account for 55 percent of the trading; 20 percent of the brokers 
account for  90 percent of the trading. On the Makati Stock Exchange, 5 
percent of the brokers account for 55.6 percent of the transactions, 10 
percent of the brokers account f o r  84.4 percent and 20 pertent of the brokers 
accourt f o r  95 percent of the tra~sactions.  Even though there are a number of 
corporate members a t  the exchanges, professional brokers and dealers are few. 
In particular, their research capabilities are limited. They are not fully 

formation t o  the general public. This does not 
i p among individual investors. Selected brokers 

capable of supplyf ng enough i n  
help enlarge the stock ownersh 
may be provided project-funded 
and proper recordkeepi ng. 

( 3)  Investment Houses 

The crrowth of the 

training in such subjects as financial analysis 

i nvestment houses accel era ted after the 
enactment of the investment House Law i n  1973. The law prescribed a greater 
role for investment houses in long-ten financing. I t  removed from 
stockbroking firms and gave t o  the investment houses the right t o  act as 
underwriters. Consequently, activit ies of investment houses grew rapidly in 
the 1970's. Their total assets expanded a t  an average 14.4 percent annual ly  
dun' ng 1974-80. However, their activit ies were mostly concentrated in 
short-ten financing, done t h r o u g h  the trading of commercial papers and other 
money market f nstruments under quasi -banki ng 1 icenses. The introduction of an 
expanded commercial banking system i n  1980 undenni ned their activities. The 
money market crl s i s  i n  1981 further weakened the positions of many of them. 
This accelerated the reorganization of the sector, and many investment houses 
were consol i dated w i t h  or placed under the control of commercial banks. 

There are 12 operating investment houses. They account for less 
than 3 percent of total financial sector assets. Investment houses depend 
mostly on short-tern borrowi ngs for fhei r funds, mainly t h r o u g h  thei r 
quasi-banking functions. The funds are utilized f b r  loans and securities 
investments. 

The Investment Houses Association of the Philippines ( I H A P )  i s  
rephsented on the capital markets working group and may also benefit from 
project funded seminars and  training activities. , 

(4 )  Unfversal Banks 

Commerc: a1 banks that have obtained "expanded commercial banking" 
licenses under the 1981 universal banking law amendments are authorized t o  act 
also as merchant banks and engage i n  underwrfting. The objective of universal 

'4. Sanki ng was t o  encourage term trans* onnatidn, whereby banks waul d provide 
4 



longer tern financing to  companies. In 1973 brokers were e7iminated from 
acting as underwriters when underwriting authority was given t o  investment 
companies. In 1987, the r i g h t  to engage i n  underwriting was given a7 so t o  
commercial banks which qua1 i f y  as universal banks. (Brokers were n o t  
reinstated as underwriters) . 

Investment banks and merchant banks may be considered as the 
"engines" that make the new-issue securities markets function. They make "new 
business calls* on potential cl ient companies t o  persuade them t o  use their 
services to raise finance t h r o u g h  publ i c  offerings of securities, compared t o  
direct loans from banks. They compete t o  create new types of financing 
approaches and instruments, and t o  get companies t o  use these t o  raise finance. 

Universal banking has not brought any appreciable increase i n  
merchant banking activit ies or tern transformation. I t  has not increased the 
number of underwri tings and publ i c  offerings. 

For merchant/investment banking t o  flourish, several elements are 
required: 

( a )  Relative ease by f i n s  t o  engage i n  a full range o i  
services, including ~rnderwri t i n g ,  and freedom of activity. 

( b )  Ease of companies to issue securities of a l l  types. 

( c )  A clear legal framework. 

These are among the concerns project-funded technical 
assistance woul d address. 

( 5 )  PAIICO 

Assistance t o  PAIICO would also be channeled directly from AID t o  
PAIICO. Th i s  would ensure that business decisions are made i n  response to the 
market place w i t h  a minimum of pol i t ical  f nterference. Operations of PAIICO 
would be outside the purview of the capttal markets working group. However, a 
purely private i nvestors' promotf on group will provide fo r  the i n i  ti a1 equity 
investment and prospectus devel opment. 



ANNEX K 

TECHNICAL ANALYSIS 

This analysis will focus on the technical rationale for selecting each of the 
project's components and their elements. I t  will discuss why the appproacnes 
discussed i n  Section 11 of this PP were undertaken relative t o  the present 
situation i n  the Philippines. 

A. Privatization 

Section I of the PP provides the setting f o r  this component o f  the project 
and section 1.0. discusses the roles of other donors. B u t  to summarize, the 
Medium Term Phil ippine Devei opment Pl an (MTPDP) del i neates ttie GOP' s economic 
growth objectives and strategies for achieving those objectives. The GOP's 
objectives are directed principally towards the: 

- a1 leviation of poverty - generation of more productive employment - promotion of equity and social justice; and - attainment of sustainable economic growth. 

The MTPDP envisions a strong private sector as the engine of growth w i t h  
private investment expected t o  outpace t h a t  o f  government and for government 
t o  play i t s  proper role in tJe economy of providing pub1 ic services only,  and 
n o t  t o  compete w i t h  the private sector. 

To achieve these objectives the GOP must achieve the following goals: 

- Reduce i t s  budget deficit burden caused by public corporations and the 
acquired assets o f  government financial institutions; and 

- Maximize the production and net added values from the: revitalization of 
exf s t i  ng companies, and the employment of stocks of assets a1 ready 
installed in the Philippine economy which, a t  present, are 
underuti 1 i zed or id1 e. 

As discussed in Section I.B.3., the GOP has formulated public corporate sector 
rational ization and p r i v a t i z a t i o n  programs as strategies to reach i t s  goal s ,  
and ultimately i t s  objectives. Elements of the pub1 ic corporate sector 
rati onal ization program include rational iring the GFIs (e.g. PNB/DBP), and 
increasing the operating ef.ficiency of selected GOCCs through pl a n n i  ng and 
performance evaluations, and cons01 idationshergers. The GOP's privatization 
program fnvolves the partial or total divestiture of GOCCs, the dissolution or 
liauidatlon b f  GOCCs, and the t o t a l  divestiture of the acquired assets of 
GFIs. The GOP has not expressed an interest i n  the "contracting o u t "  or 
"partial privatizati on" techniques. 



The GOP has  demonstrated i t s  p o l i t i c a l  w i l l  t o  execu te  i ts  r a t i o n a l i z a t i o n  and 
p r i v a t i z a t i o n  programs. Under i t s  r a t i o n a l  i z a t i o n  program, t h e  f i n a n c i a l  
r e s t r u c t u r i n g  and r e h a b i l i t a t i o n  o f  t h e  major  DFI 's ,  i n c l u d i n g  PNB and DBP, 
a r e  underway and a s p e c i a l  un i t - - the  Government Corpora te  Monitor ing and 
Coord ina t ing  Committee--has been o rgan ized  t o  des ign  and implement a system o f  
pub1 ic c o r p o r a t e  pl anning,  and performance mon i to r ing  and eva l  ua t i on .  Under 
i t s  p r i v a t i z a t i o n  program ( a l s o  d i s c u s s e d  i n  S e c t i o n  1.0.3) the COP and APT 
have been e s t a b l i s h e d  and s t a f f e d ;  o p e r a t i n g  guide1 i n e s  f o r  both have been 
developed and execu ted ;  a s s e t s  have been t r a n s f e r r e d  from PNB and DBP t o  the 
APT, w i t h  some having a l r e a d y  Seen bidded o u t  and s o l d ;  the p a r e n t  companies 
o f  s e l e c t e d  GOCCs have themsel ves  e s t a b l  i shed  Asset Di sposa l  Uni t s  ( ADUs ) ; and 
t h e  P r e s i d e n t  of the P h i l i p p i n e s  has  approved a p a r t i a l  l i s t  o f  GOCCs' t o  be 
p r i v a t i z e d .  

In  d e l i b e r a t i n g  on how AID cou ld  best be o f  a s s i s t a n c e  t o  t h e  GOP i n  ach i ev ing  
i t s  very l audab le  o b j e c t i v e s  and g o a l s ,  a number o f  a l t e r n a t i v e s  were 
cons ide red ,  i n c l u d i n g  p rov id ing  : 

- working c a p i t a l  c r e d i t  t o  compl iment  t h e  term c red i t  requi rements  o f  
i n v e s t o r s ;  

- t e n  c r e d i t  f a c i l i t i e s  f o r  the p r i v a t e  s e c t o r  purchase of a s s e t s ;  

- c a p i t a l  f o r  d i r e c t  inves tment  on a quasi-equi  t y  o r  subo rd ina t ed  d e b t  
b a s i s  i n  s e l e c t e d  acqu i r ed  a s s e t s  and/or  GOUs t o  be p r i v a t i z e d ;  

- t e chn ica l  a s s i s t a n c e  t o  the GOP i n  the execu t ion  o f  i t s  
"Rat ional  i z a t i o n  Program" ; and 

- t e c h n i c a l  a s s i s t a n c e  t o  t h e  GOP i n  the execu t ion  of ,  i t s  " P r i v a t i z a t i o n  
Program". 

The p rov i s ion  of working and/or  term c a p i t a l  f a c i l  i ties, o r  inves tment  c a p i t a l  
a r e  n o t  v i a b l e  o p t i o n s  f o r  A. I.D. The commercial banking system i n  t h e  
P h i l i p p i n e s  is  p r e s e n t l y  h igh ly  l i q u i d  and s h o r t  term working c a p i t a l  
r e sou rces  a r e  a v a i l a b l e .  The p a s t  ea sy  p r o v i s i o n  and use o f  term d e b t  
r e sou rces  from GFI's fs one  o f  the reasons  why t h e r e  f s  a need f o r  a 

. " P r f v a t f t a t i o n  Program" now. Accordingly,  t h i s  a1 t e r n a t i v e  i s  o u t  of t h e  
quest ion.  As f o r  inves tment  c a p i t a l ,  t h e r e  i s  no need f o r  A.I.D. o r  any o t h e r  
donor t o  p lay  a c a t a l y t i c  r o l e  here.  Equi ty  investment  capf t a l  i s  r e a d i l y  
a v a i l a b l e  from both domest ic  and f o r e i g n  sou rces  t o  t a k e  advantage of t h e  q 
GOP's * P r i v a t i z a t i o n  Program. This  i s  t h e  p r i n c i p a l  reason  why the s t o c k  
market i s  on a b u l l  run. I n v e s t o r s  a r e  looking  f o r  investment  g rade  
securf  ties, b u t  they  a r e  n o t  a v a i l a b l e  f n t h e  c u r r e n t  envf romnent. A number 
o f  p r i v a t e  f o r e i g n  and domestfc  inves tment  funds  have a1 ready appeared  on t h e  
horf t o n  ( i .e. , F i r s t  Phi l  f ppi  ne Capf t a l  Fund) ,  and t h e  GOP' s DebtKquf t y  .Swap 
and Phi 1 i ppi ne Investment  Notes Programs provide  f u r t h e r  e q u i t y  i nvestment 
i ncen t ives .  In addl  t i o n ,  cons i  derf ng' the l e v e l  of r e sou rces  requf red  t o  
purchase p r i v a t i  t a b l e  a s s e t s  - e s t i m a t e d  t o  be  f n t h e  neighborhood of  $1 -2 
bf l l f  on, the Miss ion ' s  c u r r e n t  OYB o f  $13 mf 11 f on waul d n o t  p u t  a n  apprecf a b l e  
d e n t  i n  t h i s  requf rement. In s h o r t ,  t o  provide  t h e  funding necessary  t o  
adequate ly  f fnance  t h e  s h o r t  t o  long-term f fnanc fng  needs o f  i n v e s t o r s ,  even 
i f  i t were needed, would be beyond t h e  capacf t y  o f  this M f  s s fon .  



I t  is A.1.-D.'s policy n o t  t o  undertake activit ies which would strengthen the 
efficiency of GOCCs, particularly where they are i n  competition w i t h  the 
private sector. As such, AID i s  not in a position t o  provide technical 
assistance for the GOP's "Rationalization Program". The WB has under 
consideration technical assistance to the GOP f o r  this effort under i t s  
proposed Government Corporat ion Rational ization Loan, now i n  the appraisal 
stage. 

However, as discussed i n  Section 11.8.1, ther2 i s  a tremendous need t o  assist  
b o t h  the APT and ADUs of  selected GOCCs execute their partial /compiete 
divestiture plans w i t h i n  the five ( 5 )  year 1 i i e  span of the program, 
particularly i n  l ight o f  the inadequate resources t o  carry o u t  their 
respective privatization programs, b u t  a1 so, and understandably so, their 1 ack 
of experience in this area. This identified need i s  the basis o f  the 
M i  ssion's P r i v a t i z a t i o n  Plan (See Annex K1). 

As presented i n  the AID-financed First Boston Memorandum on Privatization, the 
work programs or actual operating stages involved i n  the privatization process 
are extremely important t o  achieving privatization targets and goals. The GOP 
has taken the recommendations o f  First Boston and provided for the fo11owSng 
in i t s  privatization program through  Troclamation No. 50: 

- A clear legal framework; - Centralized decision making power; a n d  - An overall p r i v a t i z a t i o n  unit w i t h  detai 1 ed operating guide1 ines. 

With  this accompl ished, a n d  a1 though the APT and 
the p r i v a t i z a t i o n  process, the services t h a t  can 
local consultant and t o  be funded by the project 
completion of  their tasks. 

selected GOCCs have i ni t i  ated 
be provided by expatriate and 
are critical t o  the timely 

The nature of any privatization program requires the application of diverse 
and specialized disciplines. The objectives of  the Philippine Privatization 
Program, the degree of sophistication of the Philippine market and the 
structural layout o f  the sectors t o  be privatized, and the desire not t o  
"reinvent the wheel", make i t  advisable to contract the services of various 
specialty firms. Since the ultimate price t h a t  investors m i g h t  be willing t o  
pay for any enterprise i s  normally a function of the accuracy of ava i l ab t  e 
information, ensuring the quality of information i s  a t o p  priority. To this 
end, firms w i t h  specialty backgrounds in the preparation of information, in 
the appraisal of assets, in the conduct of sectoral strategic studies and in 
the execution of divestiture programs, must be looked upon as providers of 
needed services. 

Auditors: The supply o f  accurate and updated financfal fnfonnation i s  a key 
requf rement i n  any type of divestiture process. To this end, the 
participation of an outsfde accounting firm f n  the audit of historical as well 
as current financial performance i s  needed. Similarly, in cases where 
f i  nancf a1 restructuring f s being considered, accounting firms are best - 

t qua1 ffied t o  perform the task. If attracting foreign fnvestors f s one of the 
objectives, having financial statements be endorsed by one of the "Big Efght"  
U.S. accounting firms, and  their associates here in the Phi lf ppf nes would 
become a priorf t y  . 



Technical Advi sors/Soeci a1 t y  Engineering F i n s  : f n order t o  o b t a i n  a thorouah 
understanding about the real value of a company, alternative valuation . - -  
methodologies should be utilized. Among these, replacement cost and 
1 i q u i d a t i o n  value are parameters that only experts in the specific field would 
be able t o  provide. Thus, the i nvol vement of  technical /speci a1 t y  engineering 
firms i s  necessary. 

Investment Banks: The participation of an investnent bank has a two-fold 
objective: ( 1  ) as financial advisor t o  the government, i n  working together 
w i t h  the p r i v a t i z a t i o n  u n i t  ( i n  this case the APT and/or ADUs o f  GOCCs in the 
sale of smaller enterprises; and ( 2 )  as financial intermediary f o r  the sale o f  
larger enterprises. The investment bank i s  able t o  provide the technical 
assistance normally associated w i t h  the sale, merger and acqusition of 
companies and can t h u s  define and execute inarketing strategies tailored t o  the 
specific characteristics of each enterprise. 

Legal Advisors: The assistance of lawyers i s  important for solving numerous 
issues prior to the sale such as labor contracts, and contingent and hidden 
1 iabi l i t ies ,  and ultimately for executing on behalf o f  the seller the actual 
disposal o f  assets t o  a new owner. 

Management Consultants: Strategic studies on the sectors to be privatized 
should be conducted by management consulting firms. The objective of their 
work i s  normally gcared t o  identifying entry barriers i n  Government-control 1 ed 
sectors with a view t o  designing policy measures t o  encourage private 
investment. The scope o f  these measures will a1 so involve, b u t  n o t  be 1 imi ted 
to, specific pricing recommendations, 1 abor and mnacjement issues, etc.  

Other governments, i ncl uding Great Bri tain, Spain, Costa Ri ca and Jamaica have 
recognized the effectiveness of utilizing outside advisors t o  provide 
professional assistance in the expeditious privatization of assets and have 
used them quite effectively in executing their privatization efforts. The 
experience gained by advisors t o  those governments i s  certainly applicable 
here in the Philippines. 

The project's privatization component corresponds to these requirements and 
will provide these services t o  the APT and AOUs of GOCCs and provide for the 
professional , timely and efficient d i  sposaF of GOCCs and acquired assets. 

The momentum provided by the 1986 PHOENIX Conference kicking-off the GOP's 
Privatization Program i s  beginning t o  fa1 ter. I t  was t h o u g h t  that the p a r t i a l  
divestiture o f  the Philippine National Oil Company (PNOC) marketing subsidiary 0 

would be the success story paving the way for  privatization that the First  
Boston report identified as being crucial t o  reversing the criticism and 
skeptism that i s  inevitable due to the special interests and ideologies . 
involved. Instead, the President has deferred making a decision on the 
privatization of PNOC, yielding to political pressure, and has approved f o r  
privatization only  86 of the originally 1 isted 121 GOCCs. Those companies on 
which action has been deferred yield 64% of the gross revenues of the entire 
1 i s t  of  companies originally proposed fo r  privatization. 



I t  i s  now more important than  ever t o  have these specialized services placed 
as quickly as possible t o  keep the privatization process moving and a1 ive. 
The technical assistance and equiement in support of the APT'S and selected 
GOCC's infonation and data management needs will p u t  into m lace f i l e  and 
retrieval systems t h a t  will allow their s ta f fs  t o  be more efficient and, i n  
turn, more productive. Sy using donor  financed outside consulting assistance 
in their legal, valuation and marketing efforts,  the APT and AOUs of GOCC's 
can more effectively uti l ize their scarce resources and lean staffs t o  manage 
the privatization process. Gecause this assistance i s  experienced in the 
privatization process, as mentioned above, the wheel i s  not  reinvented and the 
GOP will certainly real ize a greater return on the assets being sold than i f  
these services were not i n  place. 

The technical assistance t o  the GOCC's in the establishment of inde7endent 
AOUs, the refinement o f  their privatization objectives, the identification of 
impediments t o  privatization and the development of privatization strategies 

' 

will provide order t o  what i s  now a chaotic state of privatization 
implementation; keep privatization objectives focused, and on track w i t h  the 
government-wi de privatization objectives; and insure against the special 
interests, turf protectors, and hidden agendas always evident in the 
p r i v a t i z a t i o n  process. 

The approach taken in the project's privatization component will assist  the 
GOP achieve i t s  privatization goal s. 

13. Caoi t a l  Market Developnent 

The ,devel opment of the securi t ies  ( stocks, bonds ) component of  the capital 
market has suffered fo r  two basic reasons: 

- The past GOP administration promoted macro-economic and financial 
policies that fostered the non-securities market (short- t o  
medi um-ten comnercial and development bank 1 oans 1, and retarded 
growth in the securities market f o r  equity and tenn debt. (Please See 
Section I ) ;  and 

- Corresponding t o  the lack of a policy for capital market development 
i s the legislative/statutory , regulating, procedural and operational 
impediments/deficiencies that have directly stunted the growth i n  the 
supply of and demand for securi ties. 

Since coming t o  power in February 1986, the Aquino Government has accomplished 
major achievements in macro-economic management and policy refonns. 
Notwithstanding a severely depressed economy, a heavy external debt burden, 
and pol i tical challenges, the Aquino Government achieved significant progress 
in undoing the cumulative damage wrough t  by the previous administration's 
pol icies as we1 1 as the pol icies themselves. Major accompl i shments include: 

o Economic recovery and stabil i ty ,  including 

- Price Stability, and - Reduction i n  interest rates; 



o Development planning, including: 

- Completion of a new Philippine Medium ierm Development Plan, a n d  - Ccmpletion of a new Pub1 i c  Investment Program; 

o Alleviation of the foreign debt service burden, including: 

- Agreement w i t h  the iNF on  a new stand-by arrangement and  a 
Compensatory Financing =aci 1 i t y  purchase, 

- Agreement w i t h  donors on off icial  debt restrgcturing, and 

- Completion of negotiations on commercial bank debt restructuring; 

o Fiscal expenditure and tax pol icy r e f o n ,  including: 

- Implementation of  eighteen tax measures t o  improve incentives and 
efficiency, 

- Budget realignment in favor of basic services and maintenance and 
operati ng expenditures, and 

- Constraining the pub1 ic  sector def ic i t ;  

o Privatization, including: 

- Creation o f  the COP and APT, 

- Transfer of a substantial number of acquired assets t o  the APT, 

- Compl eted guide1 ines f o r  di sposal of acquired- assets, and 

- Approval by the President of the Philippines of 86 non-financial 
government corporations for privati zation; 

o Public Corporate Sector Rationalization, including: 

- Creation of a Government Corporate Moni tori  ng and Coordinating 
Commi t tee,  and 

- Implementation of the plan t o  financially restructure and rehabilitate 
PNB and DBP, as we1 1 as, drastically change their  operating policies 
and procedures w i t h  a view t o  the GOP eventually divesting these 
enti t i e s ;  

o Trade Liberalization, including: 

- 1000 additional import i tems 1 iberal i zed, a n d  - Abolition of t a r i f f  exemptions; 

o Simp1 i fication/clarification of investment rules, f ncludi ng: 

- establ i shment of "one-stop-shop" f o r  exports; and 



o Rural f i  nance devel opment , i ncl udi  ng : 

- Abol i t i o n  of selective credit pol icy and credit subsidies, and - Central Bank adopt ion  of uniform and market-aligned rediscount rates. 

The above achievements provide ample evidence t h a t  the GGP i s  moving ahead on 
the macro-economic and financial policy front. However, much more needs t o  be 
done t o  speed up the implementation of announced pol icy reforms. For  example, 

a 
interest rates have declined and the CB has eased monetary restraint allowing 
reserve money t o  expznd. However, interest rates remain h i g h  in real terms. 
T h i s  means t h a t  investors continue to ciamor for  short term as opposed to 
longer term instruments. With yields on short t e n  instruments a t  current 
1 eve1 s (even though  they are historically low), i t  i s  difficult  t o  develop a 
longer term, fixed rate market. The GOP must take further overt actfon t o  
establish t h a t  i t s  policy i s  t o  bring about  a longer term market. 

The major donors t o  the Philippines, including the U.S., WB, AD8 and IMF, have 
been coordinating their pol icy dialogue efforts t o  assist  the GOP achieve i t s  
economic growth and development t a q e t s  and objectives. 

The continuing pursuit of pol icy reforms by the GOP, i t s  stated policy of  
encouraging Capital Market development and the considerable pool o f  investment 
funds w i t h  few investment grade securities available has a1 ready fueled a 
stock market boom. However, this stock market boom will certainly go bust and 
confidence in the markets will again turn sour unless the GOP operational izes 
i t s  policy pronouncegents through statutory, organizational, regulatory and 
operational changes t h a t  affect the supply of  and demand f a r  term securities. 
Assisting the GOP operationalize i t s  policy pronouncements i s  critical a t  this 
juncture. This capital market component of this project will assist  the GOP 
do this. 

To achieve this objective, there i s  no alternative to  the following 
operational actions being taken: 

- Conduct thorough review/l egal audi t of 1 aws, regulations, rules, 
procedures, etc. t o  identify the impediments t o  increasing the supply of 
and demand for term securities, and the drafting and adoptation of new 
legislation, regualations, rules, and procedures by the Congress, OOF, SEC 
and other pertinent GOP entities. 

Project funds will be used t o  finance the TA required t o  conduct the 1 egal 
reviews/audi ti s. The subtasks will be performed simul taneously t o  
formulate and coordinate a singular legislative thrust on the subject. 
Draft legislation, pol icies, ~ g u l  ations and rules/procedures will be the 
primary o u t p u t  and will be utilized by the GOP Departments/Agencies 
f nvol ved in a coordinated presentation to Congress for del i beration and 
action. For those regulations, rules and procedures not subject t o  the 
legislative process, an  Action Plan wi 11 del ineate responsi bil i t ies and 
timeframe 1 imitations for making the changes. 

- 



- Develop a  c a p i t a l  market development caoaci ty  i n  the  SE2 o r  o t h e r  
government e n t i t y  w i t h  i t s  pr imary Durpcse the  promotion o f  t he  cao j t31  
markets wi t h i  n  an economic devel opment cont2xt .  A1 so reorgani  ze and 
enhance the  s r a f f  c a p a b i l i t i e s  o f  t he  SEC t o  n o t  on l y  reduce i t s  over 
bear ing  secu r i  t i e s  i n d u s t r y  r e g u l a t o r y  func t ion ,  b u t  a1 so t o  s t r e n g t k n  
se lec ted r e g u l a t o r y  func t i ons  t o  p rov ide  and i n s t i l l  conf idence i n  the  
c a p i t a l  market, p r o t e c t  t he  p u b l i c  i n t e r e s t  and be more responsive t o  the 
needs o f  i nves to rs ,  t h e  s e c u r i t i e s  i n d u s t r y  and the  c.  ..r,porate sector .  

A11 concerned GOP e n t i  t i e s ,  i n c l u d i n g  the  SEC, acceot the  f a c t  t h a t  the 
SEC needs t o  be reor ien ted,  reorganized,  i t s  s t a f f  capac i t y  enhanced and 
i t s  capac i t y  t o  accumulate, r e t r i e v e ,  analyze and dessiminate data i n  an 
accurate and exped i t ious  manner neeas upgrading if i t  i s  t o  p l a y  i t s  
appropr ia te  r o l e  i n  the  development of the  c a p i t a l  market. 

The p r o j e c t  w i l l  fund techn ica l  ass i  stance f o r  an organi  r a t i o n a l  
assessment o f  t h e  SEC t o  achieve these ob jec t i ves ,  b u t  w i l l  a l so  do more. 
I t  w i  11 determine i f  the  SEC i s  the  approp r ia te  agency t o  promote c a p i t a l  
market development. And i f  not ,  p rov ide  the GOP w i t h  an o rgan iza t i ona l  
framework t o  achieve t h a t  goal. 

- Pro fess iona l ize ,  reorganize and upgrade the  capac i t y  o f  t he  stock 
exchanges t o  prov ide  an e f f i c i e n t ,  s t a b l e  and re1 i a b l  e  secondary market 
environment t h a t  w i l l  a1 so i n s t i l l  i n v e s t o r  conf idence and reduce t h e i r  
percept ions  o f  r i s k .  A major o b j e c t i v e  i s  t o  merge the  stock excnanges. 

I t  i s  impor tan t  t h a t  the stock exchanges no t  be viewed as gambling dens. 
The stock excnanges have a l ready reccgnized t h e  need f o r  t h i s  change i n  
percept ion.  Using the  A I D  f inanced c a p i t a l  market study as t h e i r  basis, 
they have a1 ready opened t h e  d i scuss ion  on professional  i z i  ng the  
management o f  t he  exchanges and organized a  " u n i f i c a t i o n  committee" w i t h  
D T I  and t h e  SEC on merging t h e  two stock exchanges. 

The p r o j e c t  w i l l  fund TA t h a t  w i l l  make an o rgan iza t i ona l  assessment o f  
t h e  stock exchanges, and p rov ide  reconmendations on t h e i r  management, 
governorance and operat ions. Based on an assessment o f  t h e i r  equipment 
needs by t h e  TA con t rac to r ,  commodities w i l l  be provided t h a t  w i l l  
s i g n i f i c a n t l y  increase t h e i r  e f f i c i e n c y  and p r o d u c t i v i t y  i n  the management 
o f  i nformati  on needed t o  conduct t h e i  r overs igh t  and procedures/ru l  es rn 

enforcement r e s p o n s i b i l i t i e s  o f  t h e  management o f  t he  stock exchanges and 
t o  respond t o  t h e  s e c u r i t i e s  i nfonnat iona l  needs o f  i t s  c l i e n t s .  The 
stock exchanges should have no problem absorbing the  new technology t h a t  v 
comes w i t h  t h e  commodities as t h e i r  i s  an ample supply o f  qua1 i f i e d  
techn ica l  t a l e n t  i n  the P h i l i p p i n e s  t o  respond t o  the  techn ica l  needs of 
t he  stock exchanges. 

- Enhance p ro fess iona l  ism and . the managerial  c a p a c i t i e s  o f  t h e  s e c u r i t i e s  
i n d u s t r y  i t s e l f  so t h a t  i t  can be more responsive t o  the  investment needs 
o f  i t s  c l i e n t s .  The p r o j e c t  w i l l  fund t r a i n i n g ,  seminars and observat ion  
t o u r s  t o  achieve t h i s  o b j e c t i v e  based on an opera t iona l  assessment o f  
se lec ted stock brokerage, investment  houses; etc.  i n  assoc ia t i on  w i t h  t h e  
stock exchange o rgan iza t i ona l  assessment. 



- Standardize financial reporting through the appl  ication of un i fo rm 
accounting and aud i t ing  principles and standards as a means of imp-oving 
the re1 iabil i t y  of  the financial statements and disclosing this 
information on a uniform basis, so that investors cafi make informed 
judgements on the placement of  their investible funds. 

To assist  the accounting profession achieve this goal, the project will 
fund TA i n  the establishment of generally accepted account and a u d i t i n g  
principles. 

The accounting and aud i t ing  profession i n  the Philippines i s  very well 
developed w i t h  Asia's premier accounti ng/audi t f  ng/management consul ti ng 
f i n  headquartered i n  the P h i  1 ippines and others associated w i t h  the U.S. 
"Big E i g h t u  accounting firms. 

- Conduct a public media campaign t h a t  will educate the corporate sector and 
the public on the economic development need for capital markets, the 
corporate personal benefits, and how t o  achieve their respective capital 
and investment objectives as a means of disspelling distrust of the market 
and creating a more sophisticated market for securi ties. 

The capital markets in the h i 1  ippines have been dormant for so 1 ong and 
the growing sophistication of the world capital markets has l e f t  much of  
the small to medium scale corporate sector and the genera1 populace 
basically uninfomed on the types o f  avaiiable securities, and the 
benefits and mechanics of  investing i n  securities. To address this 
problem, the project will fund the production costs o f  films, TV and radio 
spots, and written material s from the perspective o f  both the GOP and 
securities industry. This information wi l l  be designed in such a manner 
t h a t  i t  can be util ired throughout the country irrespective of the 
sophi stication of the audience. 

- As was done for the GOP's Privatization Program, publicly announce the 
GOP's pol icy for  capital market development and p u t  the 1 egal /regulatory/ 
operational impediments to increasing the supply of and demand for 
securities on the table in an open forym such as a Capital Markets 
Conference. The project will partially fund a capital markets conference 
i n  and f o r  the Philippines. I t  i s  envisioned that this will be a sharply 
focussed one or two day conference that w i l l  be used as a forum for 
formally and publicly announcing the GOP's policy on capital market 
development i n  much the same manner as was done for the GOP's 
"Pr iva t i  ration Program". Selected peso operational costs including the 
conference organizer, will be funded, as will the support costs f o r  3 or 4 
U. S. capital market experts to participate. 

The i nsti t u t i  onal devel opment/technical assistance component of this 
project has a number of established GOP Departments/Agencies and private 
sector enti t ies  involved. This effort wi l l  be coordinated t h r o u g h  the 
Capital Market Development Working Group (CMOWG) organized a t  the - 
insti gation of DTI t o  promote the activit ies presented i n  this paper. 
CMOWG i s  supported by a Secretariat funded and housed f n  DTI. 



A "General Contractor" will be procured and will have a consortium of 
subcontractors with specialized expertise in the various elements o f  the 
project. The General Contractor will have the extremely imortant  task of  
coordinating the accompl ishment of the various elements of the project, 
a l l  of whicb will be implemented simultaneously because of the very close 
interrelationships among the elements. The General Contractor, whi 1s 
responsible to USAID under AID-Direct contract, will 1 iaison very closely 
w i t h  the CMD'UIG on the implementatSon o f  th i s  component of  the project. 


