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Phiilippines
B - - — hasic Data - -
Population (1981) "< 49.5 willlonm
Population growth per annum (1981) 2.5 per cent
Real GNP growth per annum (1971-81) 5.9 per cent
GNP per capita (1981) . Us4§783
1978 1979 1980 1981 1/

Selected aggregates as per cent of GNP
Gross domestic investment 28.9 29.9 30.5 3o.1
Gross domestic savings 22.9 25,0 24.9 24.6
Agricultural prcduction 26.4 25.4 23.3 22.5
Manufacturing producticen 25.4 25.1 25.8 26.4
National Govermment revenue 13.5 13.5 13.1 11.7
National Government expenditure 143.7 13.7 14.4 15.6
Overall budget surplus/deficit {-) -1.2 -0.1 -1.3 -3.9
Total liquidity 2/ 3/ 29.1 26.3 25.7 25.7
Quasi-money 2/ 37 19.6 17.6 17.1 18.0
Narrow money 2/ 9.5 8.6 8.5 7.6
Exports of goods and services 17.7 19.0 20.5 19.3
Imports of goods and services 23.2 24.3 26.0 24.8
Current account deficit 4.9 5.3 5.8 6.2
Total disbursed external debt 2/ &/ 25.6 24.0 24.1 26-0
External debt service 5/ 3.3 3.8 3.6 4.3
Annual percentage changes in selected

econonmic indicators
Gross national product (1972 prices) 6.5 5.9 5.4 2.5
Gross national product (current prices) 15.6 23.2 21.1 15.8
Consumer price index 7.6 18.8 -17.8 11.8
National Government revenue 20.0 22.9 17.6 2.9
National Goverment expenditure 14.9 13.7 27.9 24.9
Quasi-money 20.3 10.4 17.5 22.0
Narrow money 13.4 11.2 19.6 3.5
Merchandiese exports, f.o.b. 8.7 34.3 25.8 2.1
erthiae imports, f.o.b. 20.9 29.8 25.8 8.7

(In millions of U.S. dollars)

International reserves 2/
Gross official reserves 1,883 2,423 3,155 2,697

(In months of imports) (4.8) (&.7) (4.9) -{3.9)
Net international reserves of the

banking system 153 -426 -778 -1,265

1/ "Actual or latest estimate.
2/ End—of-year.
3/ 1Includes deposit substitutes.

%/ Excludes loans of maturitiee of one year or less but includes IMF.

E] On debts with maturities of over one year and including IMF.
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1. Introduction

The Philippine economy was subjected to iaportant internal and
external disturbinces in 1280-81. The economy, which is highly dependent
on imported oil, suffered a sharp deterioration in the terms of trade
during the second round of oil price increases. This deterioration was
aggravated by a substantial decline in the prices of the major commodity
exports due largely to vecessionary trends in the world economy. Com=-
pounding the effects of the depressed terms of trade, a finuncial crisis
in early 1981 disrupted private sector activity and generated severe
liquidity problems for a number of enterprises dependent upon these insti-
tutions for credit.

Reflecting these adverse developments, the current account deficit
of the balance of payments rose substantial.y in 1980 and 1981, both in
terms of absolute levels and as a percentage of GNP, while the rate of
growth in real GNP decelerated. The rate of inflation increased sharply
during 1979 and the first half of 1980, before declining significantly
in the second half of 1980 and in 1981.

Policies during 1980-81 were directed at coping with the difficul-
ties confronting the economy, while continuing to provide for an anbi-
tious development program and for structural adjustments to improve
expo.t competitiveness and the efficiency of resource allocation.

Fiscal policy, which was mildly =xpansionary during 1980, became more
stimulative in 1981 as capital expenditures were ad justed to respond to
the sluggishness of the economy and to the financial disruption. Govern-
ment revenues in 1981, however, did not keep pace and, as a consequence,
the overall budget deficit, in absolute terms and as a percentage of GNP,
Widened considerably. Monetary policy in 1981 was primarily designed to
restore confidence in the financial system while preserving the downward
trend in inflation. The rate of growth in total liquidity decelerated in
1981, even though large-scale emergency assistance was extended by the
Central Bank to nonbank financial institutions affected by the confidence
crisis. Structural measures adopted during the period to improve export
competitiveness and the efficiency of resource allocation included:
implementation of substantial tariff reform, elimination of all remaining
interest rate ceilings on depcsits, development of multipurpose banks,
and measures to promote energy conservation and development.

ITI. Output, Employment, and Prices

1. Economic growth in recent years

Real economic growth during 1977-79 was remarkably stable, averaging
6 per cent increase per annum in real GNP (Appendix Table I and Chart 1).
During the period, private consumption expenditure increased at a faster
pace rthan government consumption; total consumption grew by over 5 per
cent on average in real terms. Following an investment boom in 1975 led
by an increase in private and government construction of more than 50 per
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cent in real terms, the rate of growth in fixed investment moderated to
an average growth of about 7 per cent in the following four years.
During this period, the growth in construction activity was primarily
led by govermment expenditures. Export performance during 1977-79 was
subject to substantial variation, with volume rising quite sharply in
1977 but declining in 1978; the average rate of growth in exports of
goods and services during the period was about 9 per cent in real terms.
Gross domestic savings during 1977-79 was equivalent to about 25 per
cent of GNP cn average, compared to an average for gross investment
expenditures of about 29 per cent of GNP (Appendix Table II). During
the period, the incremental capital output ratio rose moderately from a
level of 3.9 in 1977 to about 4.1 in 1979.

Although the rate of growth decelerated in 1980, real GNP expanded
by 5.4 per cent. This growth reflected a steady increase in real con-
sumption, a relatively strong export performance, and substantial private
sector investment, particularly in construction. Gross domestic savings
during 1980 continued to be about 25 per cent of GNP and financed about ,
80 per cent of total investment.

According to preliminary official estimates released in January 1982,
real GNP grew by 4.9 per cent in 198l. Most sectors registered moderate
growth, with the exception of mining and quarrying, which was somewhat
depressed. The extremely limited availability of primary data on domestiec
production and exnenditure at the time the estimate was prepared, however,
implied that the 4.9 per cent real growth was highly tentative.l/ The
preliminary official estimate was difficult to reconcile with more reli-
able official data on exports, imports, and the fiscal accounts as well
as survey data of the labor market.2/ The tentative staff estimate is

in the range of 2 to 3 per cent, with 2.5 per cent being the midpoint
estimate.

1/4'There are a variety of problems affecting the national accounts data
that indicate that estimates of real growth in 1981 may be subject to wide
margins of error. The latest data from industrial surveys are several
years behind and the reliability of the data collected by such surveys
suffers from poor response rates. In the agricultural sector, production
figures for several major crops were unavaflable for 1981 at the time of
the mission.

2/ The staff has estimated an equation for real imports as a standard
1og-11near function of real GNP and the relative price of imports. In
the regression equation, which exhibited good statistical properties
(e.g., R2 = 0.88, Durbin Watson statistic = 1.79), the income elasticity
of imports was estimated to be about unity and the relative price elasti-
city to be about -0.4. Both estimated elasticities were highly signifi-
cant, having relatively narrow confidence intervals. Given the official
estidates of a 3 per cent decline in the volume of merchandise !uports
and an increase in the relative import prices of over 4 per cent, the
estimated income and price elasticities suggest that real output may have
actually declined in 198l.
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The discussion of economic developments in 1981 in Sections II.2 and
II.3 below is conducted in terms of the preliminary official sstimates of
national income accounts made in January 1982. However, new official data
that are currently becoming available will be studied by the staff and
discussed in a supplement to SM/82/55 that will be issued shortly.

2. Aggregate demand in 1980 and 1981

In apite of the second 0il shock, real GNP continued to expand at a
rate in excess of 5 per cent in 1980. Fixed capital formation grew by
almost 9 per cent in real terms, largely on the strength of private
sector investment activity; investment in machinery and equipment expanded
by 8 per cent and private construction increased by 13 per cent. The
growth of gross domestic investment, however, decelerated somewhat during
1980 due to a slowdown in the growth of inventories in real terms. Private
consumption remained on its stable growth path, buoyed by a substantial
increase in wages and the deceleration in inflation during the second half

of the year. Exports of goods and services increased by almost 16 per cent
in real terms.

The rate of growth of aggregate demand decelerated in 1981, mainly
reflecting a slowdown in investment and weak export demand. Real gross
domestic capital formation, which had increased by 6 per ceant in 1980,
expanded by only about 2 per cent in 1981. There was a further decelera-
tion in the growth of real inventories, and there was a sharp deceleration
in the growth of private investment in machinery and equipment and in con-
struction as a result of overexpansion in previous years, a deterioration
of export prospects, and a decline in profits. Business confidence was also

2/ (cont'd from p. 2)

The weak tax revanue performance for 1981 was also difficult to
explain with the official growth estimate. Domestic based tax revenues
are estimated to have increased by about 9.5 per cent in 1981 which indi-
cates a sharp drop in the elasticity of domestic based tax revenues with
respect to nominal income. While some of the declinme in the tax elasti-
city was probably due to problemg in tax administration, it is also likely
that real growth during 1981 might have been lower than the official
growth estimate.

A survey of major manufacturing enterpriges conducted by the
National Economic and Development Authority for the firet semester of 1981
showed a decline in employment in the following manufacturing sectors:
micro-circuits, electric wires and wiring devices, electrical machinery,
textile, milled and refined sugar, paper and paper products, basic indus-
trial chemicals, nonmetallic mineral products, and basic mineral trans-
port equipment.



"impaired by liquidity problems for a number of enterprises following a

major disturbance in the financiel markets in January 1981. Public
expenditures, notably in infrastructure, followed a countercyclical path
to offset weak private sector investment in the second semester of 1981.
Exporte of goods and services declined by 3.4 per cent in real terms in
1981, due mainly to increased protectionism, the recessionary conditions
in the industrial coun:ries, and some administrative decisions restriting
commodity exports. The volume of imports of goods and services declined
by 6 per cent in 1981, according to official data, Real private consump-
tion expenditures, by contrast, grew at about the game rate as in 1980,
as inflation continued to decelerate throughout the year.l/ .
Gross domestic savings as a ratio of GNP was about 25 per cent in
1980-81, or about the same as in 1979. Gross domestic savings financed
about 80 per cent of total investment in 1980-81. Net domestic savings
accounted for about 60 per cent of total domestic savings during the

period, with just under two thirds of net savings being generated by the
private sector.

3. Aggregate supply in 1980 and 1981

In 1980, real GDF increased by about 5.8 per cent, about the same
rate as in the previous three years (Appendix Table III and Chart 1).
Output in the agriculture, fishing, and forestry sector increased by
about 5 per cent in 1980, which 1s also in line with previous growth per-
formance. Manufacturing output expanded by almost 6 per cent, with the
highest growth rates reported in the machinery and furniture and fixture
sectors. Mining and quarrying production, which grew by almoat 18 per
cent in 1979 in response to higher prices in world markets, increased by
a further 5 per cent in 1980. In 1981, most sectors registered somewhat
lower growth rates.

a. Agricultural production e#nd policies -

The Philippine agricultural sector, which accounted for about 23 per
cent of GDP in 1980, compared with about 28 per cent u decade ago, con-
tinued its steady growth in 1980 (Appendix Table IV). Output in the
agricultural sector is largely based on coconut products, rice, corn,
and sugar.

An important priority of agricultural policies in recent years has
been the production of staple foodgrains. To promote the output of
grains and other crops, the Govermment has implemented specific programs
in recent years to provide technical assistance, improved seeds,

1/ According to official GNP data, total private consumption expendi-
tures rose by 4.7 per cent; thie development iu somewhat difficult to
reconcile with official balance of payments data that indicate a 3.5 per
cent decline in non-oil consumer imports. :




fertilizer, and credit at preferential interest rates. In addition,
considerable progress has also been made in the construction of infra-
structure (e.g., irrigation, rural electrification, and secondary roads).
In 1978, the Agricultural Investments Priority Plan was introduced to
provide fiscal incentives to priority agricultural activities such aas
the production of livestock, poultry, foodgrains, hybrid seeds, and
citrus foods. The National Grain Authority and other agencies provide
support prices to farmers for commodities such as rice, corn, and sugar.
In 1981 the Ministry of Agriculture also intensified its Kabaska progranm,
a apecial project intended to promote multiple cropping technology in
the Iloilo province. A similar project is being developed for Mindanao,
where most of the country's nonirrigated areas are farmed.

As a result of such policies, the Philippines has been a net exporter
of rice since 1978. In 1980, the production of rice expanded by almost
6 per cent, with about two thirds of the increase due to higher yields
per acre under cultivation (Appendix Table V). Self-sufficiency in corn
was attained in 1979, although corn had to be imported in 1980, due to a
decline in production. A new corn production program was launched in late
1981 with a goal of making the country a corn exporter within three years.

Preliminary data for 1981 indicate that corn, sugar, and pineapple
production registered gains. Rice production declined, however, due to a
reduction in rice acreage under cultivation and lower yields per acre.

The decline in rice ylelds was mainly attributed to insufficient rainfall
in the regions of Mindanao and Visayas, and crop damage caused by a severe
typhoon during the latter part of the year.

The growth performance of the coconut industry has had an important
influence on the overall level of economic activity. In 1980, 26 per
cent of cropland was deveted to coconut production, which in turn repre-
sented 25 per cent of agricultural output value; about one third of the
population depended on the coconut industry for at least part of its
income. After a generally favorable period in the 1970s, the coconut
industry faced two difficult years in 1987 and 1981. Whereas the value
of coconut exports increased at an average annual rate of 19 per cent
betwcen 1970 and 1979, it decreased by 20 per cent in 1980 and rose by
ounly 2 per cent in 1981. Further, while average export prices of coconut
products registered a steady increase during the periods 1970-74 and
1976-79, interrupted by a serious decline in 1975, the unit value index
of the Philippines' exports of coconut products fell by 29 per cent in
1980 and by 12 per cent in 198l. These developments are the result of
several factors: excess supplies of copra and coconut oil and soybeans
and other vegetable oils; high interest rates and carrying charges on
forward purchases; and the recession in the industrialized countries.

The determination of domestic prices of coconut products, in parti-
cular the role of a levy on copra, was a controversial issue in 1981.
The levy, which was P 76 per 100 kilograms, had been criticized as a
burden on the farmers. It was temporarily suspended in September but was
Teinstated later in that month at # 50 per 100 kilograms, with a view to
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sustaining the major projects of the Philippine Coconut Authority, namely,
the coconut replanting programs and othsr projects that bensfit farmers.
In January 1982, the flat coconut levy was changed to a flcating levy
wvhich wuld range from 11 per cent to 23 per cent. Moreover, if interna-
tional coconut prices £211 below 20 cents per pound, the levy would not

" be collected. -

Forestry production has been declining in recent years, bacause the
Government has placed limits on exports of logs to conserve forests.
"Forastry production recovered in 1981, however, mainly due to the rela-
tively higher average prices in world markets and a provision that
allowed log exporters to apply the unused portion of their 1980 log
export quotas in 1981.

A dairy production program was introduced in 1981 to increase milk
production, cattle fattening, and the upgrading of local livastock.
During the year, the Philippine Dairy Corporation (PDC) was organized
under the Ministry of igriculture. This corporation was set up to
accelerate dairy production, increase eaployment and income asong small
farzers, and promote proper nutrition.

b. Mining and quarrying

Copper is the most important mineral produced in the Philippines.
In 1980, there was an increase in copper output as additional mines were
openad. However, as copper prices fell by almost 20 per cent in 1981,
there was a sharp decline in the total value of copper output. Gold is
mined separately and is also found in copper ores; following a decline
in 1979, gold output increased both in 1980 and 1981. However, the
value of gold production fell in 1981 on account of lower prices. Nickel,
chromite and other metals recorded volume and value declines in 1981.

Co Manufacturing production and policies

The Philippine manufacturing sector contributed about 26 per cent to
GDP in 1980. Food processing is the country's largest industry. Other
important industries .nclude chemical products, petroleum products, tex-
tiles, footwear, basic metals nommetallic mineral products, and a wide
variety of machinery manufacturing.

In 1980-81, the rate of growth of manufacturing output remained
somewhet depressed in comparison to recent years (Appendix Table V). In
1980, most of the sectors showed relatively low growth rates, with wood
and paper products, including printing, registering negative growth rates.
The petroleum and coal subsectors registered negative growth rates in
both 1980 and 1981, reflecting the sharp increases in oil prices. The
textile industry, vhich has registered very impressive growth rates in
recent years, experienced sluggish growth in 1980-81.



The principal elements of the Governaent's industrial strategy are
the eleven major induetrial projects, promotion of small- and medium-
scale industries, and regional dispersal of industry. A reform of
overall industrial promoticn policies is being implemented to encourage
more efficiency and competition in the ind' trial sector and, ultimately,
more rapid export growth and employment expansion. The first phase of
the industrial policy reform consisted of trade liberaliszation (tariff
reform and removal of quantitative import ccntrols) and strengthening of
export incentives. The tariff refora is taking effect over a four-year
period from 1981 to 1985; the first stage of the refora, which concen-
trated on reducing tariff rates in excess of 50 per cent, was implemented
on schedule in January 1981 and in Januarvy 1982. Quantitative import
contrcls are also being removed in stages over the same period. Export
incentives have also been strengthened to place exporters on a free trade
basis (Annex I).

A second phuse of industrial policy reform is now under preparation,
and 1t will center around the reform of fiscal incentives for investment.
The existing incentives system, which 1is blased toward capitai-intensive
production, will be replaced. The new system will compensate for market
imperfections, and be more directly related o the Government's eaploy-
ment, export, and regional dispersal objectives.

The eleven major industrial projects are intended to deepen the
industrial structure of the economy.l/ Construction of the copper smelter
project gtarted in 1980 and is expected to be completed in 1983, with an
egtimated cost of $373 million; the project is being financed by Japanese
export credits, equity contributions by a private foreign contractor and
by the International Finance Corporation, and cash loans. Plant con-
struction for the phosphate fertilizer project started in 1981 and will
be completed in 1984. The main plant will cost approximately $300 mil-
lion, and 18 being supported by soft loans from Belgium and Spain and
commercial loans. Progress has also been made in the construction of
the cement expansion project and the diesel engine manufacturing plant.

The consolidated cost for the eleven major industrial projects is
estimated at $4 billion, with the heaviest expenditures during 1982-85.
The Government's financing strategy is to seek foreign equity investment
and long-term suppliers' credits in order to minimize demand on domestic
resources. The finan ng requirements will be met from foreign debt
financing of $2.8 bil.ion, foreign equity financing of $427 millionm,
domestic equity of $495 million, and govermment funds of $300 million.

lji These are: copper smelter project, phosphate fertilizer project,
integrated steel mill project, heavy engineeriisg industries project,
cement expansion project, diesel engine manufacturing project, aluminum
smelter project, integrated pulp and paper project, petrochcuical complex
program, alcogas project, and the coconut industry rationalization
project.




4. Price developments

The rate of increase in consumer prices, which had averaged about
7 per cent annually during 1976~78, accelerated shurply during 1979
(Table 1). Consumer prices rose by 19 per cent in 1979, on average, as
a result of higher energy costs, the abolition of price controls, and a
substantial increase in minimum wages and allowances. The wholesale
price index also recorded a 19 per cent increase in 1979.

The acceleration of inflation in 1979 continued into the first
quarter of 1980, aggravated by further large increases in oil prices and
subsequent hikes in utility rates as the Government continued its policy
of fully passing on increases in oil import costs to consumeras; the con-
sumer price index for fuel, light, and water increased by 35 per cent in
1980. In February, the Government announced a three month freeze on
prices of nine basic food items. A system of price controls, which
allowed for periodic adjustments, was subsequently adopted and the list
of controlled items was expanded to include three school supply items.l/
The Government also re-established the Price Stabilization Council. The
Price Stabilization Council is the office for price regulation and its
major functions are to recommend to the President the setting of price
ceilings and to enlist the assistance of ministries and agencies in the
enforcement of these ceilings.

From a peak of 25 per cent in the 12 months ending March 1980, the
rate of inflation declined steadily through 1980; by December, the rate
of inflation on a year—earlier basis had declined to 14 per cent.

Inflation continued to decelerate somewhat in 1981; for the year as
a whole, the consumer price index rose by about 12 per cent on average
and by 13 per cent on a December to December basis. This inflation rate
includes the effects of upward adjustments in the prices of utilities
and other price-controlled items; on average, the prices of controlled
items increased at about the same rate as the prices of uncontrolled
items in 1981. Food prices, which represent the largest item in the
CPI, increased by 13 per cent in 1981. Fuel, light, and water prices
increased by 15 per cent.

The rates and chargesa of public utilities--transportation, communica-
tion, power, and water services--have been adjusted upward in recent
years, mainly to take account of higher costs. 1In 1981, the rates charged
by the National Power Corporation were raised by an average of 13 per
cent, and the rates charged by the Metropolitan Waterworks and Sewerage
Authority were raised oy 23 per cent. Bus rates were increased by an
average of 12 per cent. Domestic air fares were increased by an average
of 6 per cent, while international air fares were raised by 15 per cent.
Telephone service charges were also increased, particularly those for
international service which were increased by an average of 185 per cent.

l] The 13 categories of food items and school supplies are: rice,
corn, sugar, poultry, eggs, pork cuts, edible coconut oil, canned fish,
canned milk, school pads, notebooks, pencils, and ballpens.
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5. Euployment and wages

Employment growth appears to have declined in 1980-81 as indicated
by increased layoffs and the retrenchments and closures of businesses
that have resulted from the increased cost of production and the effect
of worldwide recession. The available survey data of the labor market,
according tc the Ministry of Labor and Employment, indicate the uneaploy-
ment rate in Metro Manila was 14.6 per cent in 1980=-a sharp increase
from the 6.5 per cent unemployment in 1979. Although unemployment data
for 1981 was incomplete, there is evidence that unemployment in Metro
Manila rose further in 198l1. Data on workers laid off due to shutdowns
and retrenchments in 1981 disaggregated into industries indicate that
textile and wearing apparel sector accounted for about 32 per cent of
total layoffs, followed by the fabricated metal sector, wood and furni-
ture, basic metals, and paper and printing. The manufacturing sector,
as a whole, accounted for 82 per cent of total layoffs.

A moderation in wage increases accompanied the increase in unemploy-
ment in 1980. The index of average monthly earnings of wage earners in
the Philippines increased by 21 per cent in 1980, compared to 25 per cent
in 1979, implying a 2 per cent increase in real wages. Wages increased
more rapidly in the manufacturing sector than in the agricultural sector.
In line with its policy of maintaining the purchasing power of wages, the
Govermment increased minimum wage rates and cost of living allowances in
1980-81. In August 1980, the minimum daily wage was raised by # 1 and
additional increases in the cost of living allowances for workers were
granted. In January 1981, the mandatory living allowances were integrated
into the basic pay of all covered workers, thereby increasing the statu~
tory daily minimum wage by P 6. Minimum wages were increased in March
1981 when the mandatory emergency living allowance of all workers earning
less than 2 1,500 per month was increased by ® 2,00, # 1.50, and ® 1.00
per day for nonagricultural, agricultural plantation workers, and agri-
cultural nonplantation workers, respectively. As of March 1981, the
effective usinimum daily wage was P 31.82 for the nonagricultural sector
and £ 26.1% for the agricultural sector. However, to protect the
competitiveness of labor-intensive enterprises in depressed areas and
export firms from the increased cost of production, the law provides for
exemptions due to temporary financial distress and dislocations. The
authorities received 1,630 petitions from employers for miniaum wage
exemptions during 1979-8l1, of which only 430 were accepted. These exemp—
tions affected about 11,000 workers in total.

Measures were implemented during 1981 to improve employment opportu-
nities domestically and overseas. These included the implementation of
the Kilusang sa Kabuhayan at Kaunlaran (KKK) Program (the National Live-
lihood Movement). The aim of the KKK program is to promote economic and
social development by transforming the country's 42,000 barangays (dis-
tricts) into self-reliant productive units through the establishment of
various livelihood projects and enterprises to be owned and managed by
the community residents themselves. The program places primary emphasis
on private enterprise and is expected to generate 750,000 jobs per year.



Measures were aleo taken to promote ovarseas employment, including the
creatfon of a welfare fund for overseas workers and improvements in
recruitaent. As of end-September 1981, the program had placed a total
of 204,709 vorkers overseas, compared with a total of 161,611 workers
as of end-Septembar 1980. i

6. Emergy

The major source of energy supply in the Philippines is petroleum,

which provided 83 per cent of total energy consumption in 1981 {(Table 2).
The other sources of energy are hydroelectricity (8.1 per cent), geo~

theraal (6.1 per cent) and coal (1.6 per cent). Domestic petroleuam pro-
duction is limited, accounting for only about 3 per cent of petroleuam
requirements in 1981.

Table 2. Philippines: Energy Supply, 1979-81

(In millions of barrels or equivalent)

1979 1980 1981 1/
Total supply of energy 89.32 88.51 87.53
011 imports 74.89 73.72 71.20
Domestic sources of energy 14.43 14.79 16.33
011 7.72 3.77 1.88
Non-oil
Of which: Coal 0.80 0.97 1.36
Hydro 4.80 6.19 7.10
Geothermal 1.10 3.84 5.34
Other 0.01 0.02 0.65
Memorandum item:
Total domestic energy output 14.43 14.79 16.33
(As per cent of total energy) (16.2) (16.7) (18.7)
Index of energy intensity 2/ 1.07 1.00 N

Source: Data supplied by Philippine authorities.

1/ Estiamate.

2] Defined as ratio of total energy consumption in millions of barrels
of o0il equivalent to GK? in billions of pesos at 1972 prices.



The Goveroment is pursuing an active energy policy to reduce the
country's dependence on imported petroleum through expanded explocation
and development of domestic energy resources as wWell as through energy
conservation. The primary goal of the Five-Year Energy Program for
1981-86 is the substitution of imported petroleum with non-oil alterna-
tive energy sources and indigenous oil. The share of oil-based energy
is projected to be reduced to below 50 per cent by 1986 as a result of
0il substitution programs that emphasize increased reliance on coal and
further development of the country's regenerative fuel capsbilities in
hydroelectric, geothermal, and diffused solar energy. This prograa
enbodies a reduction of the share of 0il used in power generation,
heating, and industrial operations. The share of o0il used in power
generation is expected to fall from about 70 per cent in 1980 to about
30 per cent in 1986, as the share of coal, hydro, geothermal, and nuclear
power generation each expand by approximately 10 percentage points.
Large-scale industrial energy users, such as the mining, steel, and
fertilizer industries, are being encouraged to convert from oil to coal
for their energy needs.

"o meet these targets, coal requirements will increase from 0.3 mil-
lion metric tons in 1981 to about 7 million me~ric tons in 1986. It is
p.ojected that the increased coal requirement in 1986 will be satisfied
by about 4 million metric tons from local sources and about 3 million
metric tons of imports. Geothermal development will focus on the
drilling activities on Tiwi, Makiling-Banahaw, Tongonau, and Paslimpinan
steamfield areas which are in advanced stages of development. By 1986,
it is projected that eight fields will be developed with a total of
615 wells. The hydroelectric resource potential will be developed with
the installation of 1,315 megawatts of additional capacity, raising the
total capacity to 2,258 megawatts——about two and a half times the
existing capacity in 1980.

Nonconventional energy sources, such as cocodiesel and alcogas, are
projected to grow over the next five years as technology transfer, mass
production, and lower costs will make them more competitive compared to
traditional fuels. By 1986, contributions from these sources will be
equivalent to about 3 million barrels of oil, or over 2 per cent of total
primary energy consumption. Under the alcogas program, alcohol produc-
tion for 1981 is estimated at 9 million liters, displacing about 0.58 per
cent or 57,000 barrels of oil equivalent of gasoline demand. Given the
programmed construction of additional distilleries, there will be nine
alcohol distilleries in 1986 producing 180 million liters, or over 1l r ..-
lion barrels of oil equivalent, displacing the total gasoline requirce =i
by 14 per cent.

Energy conservation has been identified as a primary objective. A
key element of energy conservation is the official policy of adjusting
domestic retail prices of o0il products to reflect changes in import prices
of oil. Retail prices of regular gasoline increased by 70 per cent during
1980 and by a further 6 per cent in 1981. The price of gasoline is set
higher than diesel in order to promote the public tramsport sector. A
number of other conservation measures have been introduced in recent



years to curtail cnergy usage in the public and private sectors. These
measures entailed: (a) the national dessemination of information on
energy conservation through the media, schools, seminars, etc.; (b) the
auditing and monitoring of energy consumption by industrial, commercial,
public sector and transport enterprises; (c) legislation regulating

the standards of energy efficiency for electrical power machines, the
operating hourg of business and entertainment establishments, and the
use of neon lights, air conditioning, etc.; and (d) fiscal measures to
discourage the residential consumption of electricity in excess of a
certain limir.

7. Development planning

The basic objectives of the Five-Year Development Plan (1978-82) are:
to sustain increases in agricultural output and maintain self-sufficiency
in rice; to promote industrial growth and create eaployment opportunities;
to reduce dependence on imported oil; and to remove income disparities
and develop lagging areas, especially rural areas. Special emphasis has
been placed on labor-intensive and export-oriented industrialization.

The implementation of the Plan has been advergely affected by the economic
slowdown in the induatrial countries and the rapid increase in the prices
of oil products. Real GNP growth has been less than the Plan targets and
the rate of inflation has exceeded the 7 per cent guideline. Nonetheless,
progress was made in the expansion of infrastructure support such as in
transportation, electrification, and irrigation; in reduced dependence on
imported oil; and in agrarian reform through land transfer and extension
of leasehold contracts.

The Development Plan for 19#3-87 was submitted to the Batasang
Pambansa, the country's legislature, for approval in December 1981. The
new Plan also aims at balanced development of the various sectors of
the economy and an equitable distribution of the gains from development.
The key elements of the macroeconomic strategy to be pursued are the
following: efficient exploitation of agricultural potentials for food,
agro—energy, and export crops; industrial development along the lines of
comparative advantage; expansion of necessary infrastructure to support
the agricultural and industrial growth; import-substituting investments
and effective demand management in the energy sector. (The major quanti-
tative macroeconomic targets of the Plan are presented in Annex II.)

In industry, the Plan aims at the promotion of labor-intensive industries,
although capital-intensive industries based on domestic raw materials

will also be emphasized. Since the average capital/labor ratio in small-
and medium~scale industries 1s only about half of that in large—scale
enterprises, the Government will expand 1ts program of industrial exten-
sion which includes technical assistance for project feasibility studies,
marketing assistance and preferential credit. To reduce the country's
dependence on oil imports, the development of hydroelectric and geothermal
energy will be promoted. The Government will continue to give high
priority to petroleum exploration and development.
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I1I. Public Finance

The general govermment sector in the Philippines consists of the
National Government and a large nuamber of local government unite,
covering 88 proviunces, 62 cities, 1,557 municipalities, and some 42,000
villages. The Social Security Systea (5SS) and the Government Service
Insurance System (GSIS), which have their own budgets, are also part of
the general government gector. There are 37 nonfinancial public enter-
prises, consisting of public utilities and enterprises engaged in
industrial and commercial activities. 1/2/

1. National government budget

National govermment budgetary operations are effected through the
General Fund, which covers the current and capital budgets. The budget
shows revenue on an accrual basis and expenditure on an obligational
basis, but the budget documents also give estimates of major aggregates
on a cash basis. On the basis of expenditure obligations, cash disburse-
ment ceilings (CDCs) are established, which specify the maximum amount
of cash which an agency can withdraw from the Treasury during the year
for payments of current obligations and prior years' accounts, broken
down into quarters. The cash budget eatimates of expenditure include a
"reserve” (a percentage of budgeted expenditure) which can be withheld
if revenue developments fall short of expectations. This "reserve”
mechanism provides a flexible instrument for controlling government
expenditure and for achieving overall stabilization objectives.

A sunmary statement of the cash budgetary operations of the National
Govermment for the period 1977-81 is presented in Table 3, which also
provides the official budgetary estimates for 1982 on a cash basia. The
actual data are obtained from the Cash Operations Statement (COS) of the
Treasury, which is issued monthly with a lag in the availability of data
of about two months. While data from the COS have the virtue of being
relatively current, in some areas the available data do not permit a
disaggregated analysis of govermment finan.es. 1In particular, no func~
tional analysis of expenditure can be made from the data as recorded in
the COS, and only a limited analysis of expenditure by economic category.
Revenue can be classified by major tax categories, but a breakdown within
these categories is usually not possible, e.g., of import duties and
excise duties by commodity groups.

Treasury cash balances, except for minor amounts of cash in vaults,
are held as deposits with the Central Bank and with deposit money banks.
In addition, in recent years, the Treasury has built up considerable
balances with the Development Bank of the Philippines (DBP) and the Land

1/ A review of the structure of the public sector is provided in
SM/80/183, page l4.

gj For a list of these enterprises, see Government Finance Statistics
Yearbook, Vol. V, 1981, page 497.




Table 3. Philippinas:. National GCovernment Cash Budget, 1977-82

(In billions of Philippine pesos)

1981 1982

1977 1978 1979 1980 ‘Yatest est. Estimates

Revenus 20.0 24.0 29.5 .7 35.7 40.7
Tax revenue 1700 20.5 25.9 30.5 3.7 i 3600
Nontax revenua 1/ 3.0 3.5 3.6 4.2 4.0 4.7

Bmu’.tuﬂ 22.7 26.2 29.8 38.1 &7 .6 51.2
Current expenditure 17.7 19.2 20.6 24.5 26.5 30.%
Capital expenditure 2/ 5.0 7.0 9.2 13.6 21.1 20.8

Overall surplus/deficit (=) =2.7 =2.2 =0.3 =3.4 -11.9 =10.5

Financing L 2.2 0.3 30‘5 11.9 10-5
Foreign borrowing (net) 0.2 1.9 3.2 2.0 5.9 5.3

Gross borrowing (0.8) (2.3) (3.7) (2.9) (7.0) (6.3)
Amortization (~0.6) (-0.4) (~0.5) (~0.9) (-1.1) (~1.0)
Domestic borrowing (net) 2.5 0.3 =2.9 1.4 6.0 5.2
Banking system (1.2) (-=) (-0.2) (1.2) (5.5) (4.5)
DBP and LBP 3/ (0.7) (~1.0) (~1.0) (=1.4) (-2.0) (aae)
Other i’ (006) (103) (-1-7) (106) (2-5) (uc -)
Memorandum item:
Overall surplus/deficit (-)
as a percentage of GNP -1.7 -1.2 =0.1 =1.3 -3.9 =-3.0

Source: Data provided by the Ministry of Finance and the Central Bank of the
Philippines.

1/ 1Includes minor esmounts of grants.

2/ 1Includes government equity contribution and net lending.

3/ The DBP and the LBP are not part of the consolidated banking system, as
presented in the monetary survey.

4/ 1Includes trust funds.
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Bank of the Philippinea (LBP) which are not deposit money banks and,
therefore, are not part of the banking system as defined in the monetary
survey. Treasury cash balances include the balances of various trust
funds such as the Depository Fund (Corporations) and the 0il Price Equali-
gation Pund. Changes in the latter bdalances, vhich represent government
liabilities, are treated as budgetary financing from the domestic nonbank
sector and included in the item "Other" in Table 3.

a. Budgetary developments, 1977-80

During the period 1977-80, budgetary policy was mildly expansionary,
with the overall deficit averaging slightly more than 7 per cent of
expenditure, or 1.1 per cent of GNP (Table 3). Approximately 85 per cent
of the cumulative deficit of P 8.6 billion was financed from external
sources. Net borrowing from the domestic banking system amounted to
P 2.2 billion, or less than 7 per cent of the expansion in total liquidity
over the four-year periocd, while net indebtedness to the domestic nonbank
sector declined by P 0.9 billion, reflecting a sharp build-up in govern-
ment deposits with the DBP and the LBP. These placements were made
partially in lieu of equity contributions, and were used to support
investment and production of small and medium industries and export-

oriented industries, as well as to promote the agrarian reform program
in line with the Government's development strategy. 1/

Revenue grew at a compound annual rate of 17.7 per cent, averaging
13.3 per cent of GNP during 1977-80 (Table 4). Tax revenue increased at
a faster rate than nontax revenue, and its share in total revenue rose
from 85.0 per cent in 1977 to 87.9 per cent in 1980 (Appendix Table VI).
Import duties continued to constitute the largeat source of revenue
(32.3 per cent), followed by taxes on income and profits (25.1 per cent),
excigse duties (16.1 per cent), and sales and business tax (10.7 per
cent). During the period under review, the authorities introduced a
number of measures aimed at enhancing the responsiveness of the tax
system to domestic activity and reducing the dependence on taxes on
international trade. However, among domestic-based taxes, only taxes on
income and profits exhibited buoyancy greater than unity, and the share
of revenue from domestic-based taxes in total tax revenue declined margi-
nally from 1977 to 1980. While the available information on the impact
of discretionary measures on tax revenue does not permit a precise
calculation, staff estimates indicate that the built-in elasticity of

1/ To the extent that government deposits with the DBP and the LBP
are made for purposes of economic policy rather than for management of
government liquidity or for earning a return, changes in such balances
should, according to the GFS Draft Manual (page 130), be treated as
government lending (above the line) rather than as negative financing
(below the line). The authorities regard these deposits as available
for budgetary disbursement, although in practice there is a limit on
their availability. About 90 per cent of all deposits at the LBP and
about 50 per cent of all deposits at the DBP were from the Natiomal
Govermment at the end of 198l1.
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Table 4. Philippines: MNational Covarnmsnt Budgetary Revenue
and Expenditure=-Growth Rates and Ratios to GNP, 1977-82

1977-80 1981 1982
1977 1978 1979 1980 Average 1/ Latest Est. Estinmate

(Annunl;;;owth rates in per cent)

Revenue 10.5 20.0 22.9 17.6 17.7 2.9 14.0
Tax revenue 11.1 20.6 26.3 17.8 18.8 3.9 13.6
Nontax revenue 7.1 16.7 2.9 16.7 10.7 -4.8 17.5

Expenditure 12.3 15.4 13.7 27.9 17.0 24.9 7.6
Current expenditure 12.0 8.5 7.3 18.9 11.6 8.2 14.7
Clpital exp.nditutl 13.3 40.0 31.4 47.8 31.8 55.1 =l.4

(Ratios as a percentage of GNP)

Revenue 13.0 13.5 13.5 13.1 13.3 11.7 11.5
Tax revenue 11.0 11.5 11.9 11.5 11.5 10.4 10.2
Nontax revenue 2.0 2.0 1.6 1.6 1.8 1.3 1.3

Expenditure 14.7 14 o7 1306 14.4 14-3 15.6 14-5
Current expendﬂ:ure 11.5 10-8 9-4 903 10.2 8.7 8.6
Capital prﬁMiture 3.2 3.9 4.2 5.1 4.1 6.9 5.9

Sources: Data provided by the Ministry of Finance; and staff estimate and
projection of GNP for 1981 and 1982, respectively.

1/ Average growth rates are compound annual growth rates for 1977-80 and average
ratios to GNP are arithmetic averages for 1977-80.
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total tax revenus averaged around 0.85 for the period 1977-80, implying
that efforts to restructure the tax system and improve its administrgtion
met with limited success.

Expenditure (including equity contribution and net lending) increased
at a compound annual rate of i7.0 per cent, averaging lé.3 per cent of
GNP. However, current expenditure rose at a auch slower rate (11.6 per
cent) than capital expenditure (31.8 per cent), and the ratio of current
expendi ture to total expenditure declined sharply from 76.0 per cent in
1977 to 64.3 per cent in 1980 (Appendix Table VII). The relatively slow
growth in current expenditure reflected strict expenditure controls,
espacially on maintenance and subsidy outlays. Anong capital expenditure,
infrastructure showed the highest growth rate in line with the authorities’
decision to step up sharply the infrastructure investment program; its
share in total expenditure rose from 10.1 per cent in 1977 to 19.2 per
cent in 1980.

b. Budgetary performance in 1981

The budgetary position deteriorated rapidly during 1981, reflecting
both the operation of built—in stabilizers on the revenuz side and a
pronounced expansionary shift in expenditure. The latest estimates,
based on outturns for the first 11 monthe of the year, show an overall
deficit of # 11.9 billion (3.9 per cent of GNP), compared with an
original estimate of P 4.2 billion (1.3 per cent cf GNP).l/ Foreign
financing at P 5.9 billion, including P 1.5 biliion from the first
structural adjustment loan, covered about half the deficit.2/ To meet
the financing requirement, the Govermment relied heavily on . the domestic
banking system, which provided # 5.5 billion in net credit, or about half
of the expansion in total liquidity. The Govermment continued its policy
of building up deposits with the DBP and LBP, with net claims on these
institutions increasing by 2 2.0 billion and, to a large extent, off-
setting the financing obtained from other nonbank sources.

Revenue developments in 1981 were adversely affected by the slowdown
in activity in most domestic sectors and sharp declines in import and
export growth. Tax revenue rose by only 4 per cent and ncntax revenue
declined marginally. While problems of tax administration contributed to
the weak performance, discretionary measures did not, on balance, lead to
a loss of revenue.3/ Receipts from taxes on income and profits increased
by 9.5 per cent, compared with an estimated growth rate of 15.8 per cent
in nominal GNP.l/ In January 1981, the Government granted a tax relief
(increased personal exemption), which meant that revenue of about
P 300 million was foregonme. However, the loss from this action was more
than compensated for by a revenue gain of P 400 million from a tax amnesty
in September 1981, providing for payment of taxes on undeclared income

1/ Estimates of GNP for 198l are staff estimates.
2/ The onlending of the first structural adjustment loan from the IBRD
18 budgeted for 1982.

3/ Estimates of the impact of discretionary measures are official
estimates.
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and/or wealth during 1974-80. The relatively slow growth in taxes on
income and profits can in part be attributed to a squeeze in profits,
especially of major firms engaged in exports of primary products, and in
part to deficiencies in tax collection. Excise duties, which are levied
at specific rates, showed the highest rate of growth (12.5 per cent) of
any major tax category, mainly due to increases in duties on cigarettes
and liquor in September 1280 and again on cigarettes in April 1981,
vhich contributed P 400 million to revenue. Receipts from salss and
business tax increased by only 2.8 per cent. This poor performance
vhich occurred despite higher tax rates on forest products that provided
P 200 million in revenue, may be attributed to problems with the tax
collection mechanism. The decline in import duties (4.5 per cent)
occurred as a result of a sharp fall in the growth of imports and reduc-
tions in tariff rates in January and August 1981, with a loss in revenue
estimated at P 400 million. 1In addition, about P 500 million in import
duties owed by the Philippine National 0il Company was not collected.

Expenditure policies in 1981 were influenced by the disruption of
financial markets in the early part of the year and the sluggishness of
the economy. While strict economy meas:ures were imposed on current
expenditure, the Govermment stepped up sharply its equity contribution
and lending to financially digtressed enterprises, and, in an effort to
compensate for depressed private investment, accelerated the implementa-
tion of the infrastructure program. Total expenditure increased by
24.9 per cent, about 10.5 per cent in real terms. With current expendi-
ture Increasing by only 8.2 per cent and capital expenditure by 55.1 per
cent, the share of current expenditure in total expenditure declined
sharply to 55.7 per cent. Among current expenditure, personal services
increased by 7.5 per cent, reflecting a moratorium on recruitment and
tight wage restraint. The increase in maintenance and other operating
expenditure was limited to 5.3 per cent by postponement of maintenance
expenditure, cutbacks in fertilizer subsidy payments, arni reductions in
aid to local govermments. In the capital budget, infrastructural invest-
ment expenditure rose by 29.0 per cent, facilitated by the extension of
the expiration date for CDC releases on infrastructure projects in 1980
to mid~1981. Other capital outlays increased sharply by 154.5 per cent,
mainly on account of disbursements for housing and energy projects as
well as for the KKK. Equity contribution to government corporations rose
by 2 3.3 billion, or 73.6 per cent, of which P 0.5 billion represented a
budgetary contribution to the Industrial Rehabilitation Fund. Net
lending for servicing of debt of public sector entities and for housing
increased by 60.9 per cent.

C. The 1982 budget

The 1982 budget provides for an overall deficit of # 10.5 billion,
equivalent to 3.0 per cent of projected GNP, resulting from an estimated
growth in revenue of 14.0 per cent and in expenditure of 7.6 per cent. 1/

1/ The budget estimates for 1982 In this report are official estimates
as of January 1982, and contain substantial revisions to the cash budget
. estimates in the 1982 budget documents published in August 1981.
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Current expenditure is estimated to increase by 14.7 per cent, while
capital expenditure is estimated to be 1.4 per cent lower than inm 198].
External financing is projected at P 5.3 biliion, consisting of project
loans (P 3.0 billion), bond issuas (P 1.7 billion), the second structural
adjustmant loan (P 1.6 billion), and amortisation paymants (# 1.0 billien).
Net credit from the domestic banking system is estimated at # 4.5 billion,
equivalent to 5.7 per cent of total liquidity at the end of 1981. The
authorities plan to make further deposits with the DBP and the LBP, but
expact a saaller increase in such deposits than in 1981.

The revenue estimates are based on the following economic assump~
tions: real GNP growth of 5.1 per cent; an inflation rate of 10 per
cent; and nominal import and export growth rates of 7 per cent and 10 per
vent, respectively. No discretionary measures have yet been implemented
that are expected to provide additional revenue in 1982. Among the major
tax categories, revenue from sales and businees tax is estimated to show
the largest increase (16.6 per cent), followed by taxes on income and
profits (14.9 per cent), excise duties (13.7 per cent), and iamport duties
(11.2 per cent). Overall, the revenue estimates for 1982 imply an elas-
ticity of total tax revenue with respect to GNP close to unity, compared
with an elasticity of only 0.3 for 198l. While the delayed implementation
of tax increases on liquors, scheduled for April 1982, is expected to
provide P 90 million in additional revenue, this gain will be offset by
an egtimated loes in import duties of P 180 million €from the reductions
in tariff rates in January 1982.

The 1982 budget message contained a number of tax proposals including:
the adoption of a "modified gross income taxation acheme;” the imposition
of a value~added tax on the second sale of articles; standardization of
franchige utility rates; and restrictions on the use of the tax credit
method for the calculation of sales tax. Of these measures, which were
estimated to generate additional revenue of P 900 million, only the first
one has been implemented so far, and it {s not expected to have any
significant impact on revenue in 1982. The other proposals have been
either deferred or shelved, partly because the system of indirect taxa-
tion and the schemes of fiscal incentives are currently under review.
Under the "modified gross income taxation scheme,” employment income will
be taxed on a "gross basis,” after allowance for personal exemption,
while business income/income of professionals will remain taxable on a

“net basis,"” i.e., after legitimate deductione.l/ The new system Beeks

to simplify tax administration by reducing discretion in the determina-
tion and sllowance of deductions on the part of the taxpayer/tax examiner,
and through wider enforcement of the withholding tax on employment

1/ Since the rates applicable to employment income were reduced (from
a range of O per cent to 70 per cent to a range of 0 per cent to 35 per
cent), relative to the rates applied to business income/income of pro-
fessionals, the new system resulted in schedular taxation. The rates
imposed on business income/income of profeseionals were scaled down from
37 brackets ranging from 3 per cent to 70 per cent to 5 brackets ranging
from 5 per cent to 60 per cent.
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income. Tha authorities expect that the nevw system will release manpower
resources for concentration on other taxes, especially the corporate
income tax, and, over tims, will result in a significant improvement in
tax administration and revenue collection. The 1982 budget nessage &lso
announced increases in various administrative fees and charges, estimatad
to provide additional nontax revenue of P 300 million. However, none

of these increases has yet been implemented.

The expenditure estimates will oring the ratio of total expenditure
to GNP back to the 1980 level of 14.5 per cent and reverse tha downvard
trend in the share of current expenditure in total expenditure in recent
years. With current expenditure budgeted to increase by 14.7 per cent
and capital expenditure to decline by 1.4 per cent, the share of current
expenditure will increase from 55.7 per cent in 1981 to 59.4 per cent in
1982, However, as a ratio to GNP, current expenditure will decline
marginally. The strict control on current expenditure, as evidenced by
the steady decline in the ratio to GNP from 10.8 per cent in 1978 to
8.7 per cent in 1981, has resulted in inadequate maintenance of roads and
irrigation systems and civil service compensation levels whic! generate
problems in retaining sufficient numbers of capable professional and
managerial staff.l/ About one fourth of the budgeted increase in curreant
expenditure represents higher provisions for allotments to local govern-
ments and for interest payments. Personal services, maintenance and other
operating expenditures are estimated to increase by l4 per cent and
12.5 per cent, respectively. Among capital expenditure, infrastructural
investment is estimated to decline by 11.6 per cent, with emphasis being
placed on the implementation of ongoing projects, particularly those
scheduled for completion in 1982. Other capital outlays, however, are
projected to increase by 33.6 per cent, mainly on account of disbursements
for housing and local govermment comstruction projecta. Equity contribu-
tion to corporations will be cut back by 10.7 per cent. The bulk of
corporate equity investment will finance counterpart fund provisions for
foreign-agsisted projects implemented by corporations and the budgetary
requirements of the 11 major industrial projects. Net lending, on the
other hand, is budgeted to more than double, mainly because of the
expected onlending from the first structural adjustment loan, and
advances to govermment entities.

2. LocalAgpvernments

A prominent feature of Philippine local govermment finance is a
relative lack of fiscal autonomy for local government units. Their
taxing powers are closely regulated by the National Govermment, and
national government transfers are a key support of local government
finance. Because of their gr:ater taxing powers, larger tax base, and
greater ease of administration, cities are more fiscally autonomous than
provinces and municipalities. During the 19708, several measures were

1/ In IBRD Report No. 2674-PH, November 12, 1979, it was recommended

that the Government ailm to stem the relative deciine in current expendi-
ture.
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taken to expand the financial resources of local governments, mainly by
increasing tax receipts from local sources and allotments from the
National Government.l/ In addition, subject to certain limitations,

local govermments were authorized to borrow domestically for the financing
of specific projects. Loana from foreign sources, however, have to be
negotiated and secured by the National Govermment, which then may relend
the funds to local governments. According ft.o recent instructions for the
investment of govermment funds, local govermments are not permitted to
lend to any private individual or company; any surplus funds are to be
deposited with govermment financial institutions.

The aggregate size of local government budgets relative to the
national govermment budget is modest; total revenue and expenditure of
local governments, in recent years, have averaged about 14 per cent and
12 per cent of national govermment budgetary revenue and expenditure,
respectively. The local governments have received about one third of
their total revenue from the National Government, mainly the proceeds
from revenue sharing; revenue from local sources consists of real prop-
erty taxes, business taxes, administrative fees and charxges, and property
income. Current expenditure has accounted for nearly 90 per cent of
total expenditure, mainly on general administration and public welfare.

During 1977-80, budgetary operations of the local governments
resulted in a cumulative overall surplus of about P 625 million, most of
which was reflected in an increase in net claims on the banking system
(Table S5). Revenue grew at a compound annual rate of 17 per cent, repre-
senting a fairly consiitent 1.8 per cent of GNP. More than half of the
increase in revenue was derived from higher receipts from local sources,
with property taxes showing the largest increase, while allotments from
the National Govermment accounted for 45 per cent of the increase.
Expenditure rose at a compound annual rate of 14 per cent, with its share
in GNP declining from 1.8 per cent in 1977 to 1.6 per cent in 1980.

Budgetary operations of the local governments are estimated to have
resulted in an overall surplus of P 404 million in 1981, with an increase
of P 304 million in net claims on the banking system. Revenue is esti-
mated to have grown by some 13 per cent, and expenditure by about 15 per
cent. About 70 per cent of the increase in revenue is estimated to have
derived from local sources, and most of the remainder from allotments
from the National Government. Budgetary projections for 1982 show a
150 per cent increase in the overall surplus to P 1,015 million,
resulting from a 24 per cent rise in revenue and a 13 per cent rige in
expenditure. Reflecting a charp increase in administrative fees and
charges, nontax revenue is estimated to grow by 36 per cent, accounting

for more than 60 per ceut of the projected growth in revenue from local
sources.

1/ TFor a summary review of these measures, see SM/80/183, page 19.
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(In millions of Philippine pasos)

Local Government Budgetary Operations, 1977-82

__1980 __1981 1982
1977 1978 1979 Prel. Act. Estimate Projection
Revenue and grants 2,989 3,278 3,880 4,729 5,359 6,628
Local source revenue 1,980 2,230 2,406 2,875 3,331 4,117
Property taxes {586) (674) (799) (915) (1,098) {1,281)
Business taxes (504) (615) (738) (822) (962) (1,102)
Nontax revenue (890) (941) (869) (1,138) (1,271) (1,734)
Internal revenue
allotments from
National Govermment 771 774 1,186 1,554 1,710 2,175
Special aids from
National Government 238 274 288 300 18 336
Expenditure 2,914 3,237 3,781 4,321 4,955 5,613
Current expenditure 2,528 2,847 3,322 3,729 5,326 4,922
Capital expenditure 386 390 449 592 629 691
Overall surplus/deficit (=) 75 41 99 408 404 1,015
Financing =75 -41 -99 -408 =404 -1,015
External - - - - - -
Domestic ~75 =41 -929 =408 ~404 -1,015
Banking system (-189) (=63) (=217) (-104) (=304) (e00)
Other (114) (22) (118) (-304) (~100) (eed)

Source: Data provided by the Ministry of Finance, and the Central Bank of the

Philippines.
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3. Socizl security institutions

The two govermment social security funds, the GSIS and the SSS, play
a significant role in public sector resource mobilization and as financial
investors. The GSIS, established in 1936, is for govermment employees,
while the SSS was created in 1954 to provide social security benefits for
nongovernment employees. The combined investment portfolio of the GSIS
and the $SS at the end of 1980 amounted to P 14.5 billion, or about 20 per
cent of total assets of nonbank financial intermediaries.

During the period 1977-80, the cumulative overall surplus of the
GSIS and the SSS (after net lending to members) amounted to 2 5.3 billion
(Table 6). Revenue rose at a compound annual rate of 18 per cent,
slightly lower than the growth in GNP. Approximately two thirds of the
increase in revenue derived from higher contributions, with most of the
remainder coming from increased investment earnings. Benefit payments
and net lending to members, mainly housing and educational loans at gub-
sldized rates of interest, averaged 41 per cent and 29 per cent, respec-
tively, of contributions.

The SSS has been investing primarily in public sector securities,
especially in PNB/DBP notes and in goverment securities, whose portfolio
share at end-1980 amounted to 50 per cent and 25 per cent, respectively.l/
Most of the remaining 25 per cent represented service loans to members.
The portfolio of the GSIS shows a similar trend in recent years toward
government securities with lower risk and an attractive rate of return.

Operations of the social security funds are estimated to have resulted
in a surplus (after net lending to members) of # 2.1 billion in 1981.
Revenue grew by 23 per cent, reflecting a sharp increase in investment
and other earnings, while expenditure rose by 25 per cent, largely due to
higher net lending. Projections for 1982 show a marked slowdown in the
growth of both revenue (13 per cent) and expenditure (12 per cent), with
a surplus of ® 2.3 billion.

4. Government corporations

Investment by goveroment corporations rose from a level less than
3 per cent of GNP in 1978 to an estimated 5 per cent of GNP in 1981
(Table 7). 2/ About 60 per cent of the capital accumulation took place

1/ The available data from the monetary accounts do not permit a
calculation of the net position of the social security funds with the
banking system. 1In particular, deposits by the GSIS and the SSS are
lumped together with deposits by other putlic sector entities, and
holdings of PNB notes by social security institutions are not shown
separately in the monetary accounts. In the accounts of the social
security funds, holdings of PNB notes are grouped together with holdings
of DBP securities.

3/ The 12 corporations in Table 7 .iccount for more than 90 per cent
of total capital investment by government corporations.
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Table 6. Philippines: Operations of Social Security Institutions, 1977-82 1/

(In millions of Philippine pesos)

1981 __ 1982
1977 1978 1979 1980 Latest est. Estimates
Revenues 2,405 2,832 3,486 3,946 4,868 35,3506
Contributions 1,753 2,058 2,431 2,823 3,358 3,765
Employers (982) (1,171) (1,395) (1,613) (1,892) {2,149)
Employees (771) (887) (1,036) (1,210) (1,466) (1,616)
Investment and
other earnings 652 774 1,055 1,123 1,520 1,741
Expenditures 1,323 1,950 1,859 2,244 2,812 3,167
Benefit payments 652 939 998 1,170 1,395 1,541
Other expenditures 172 212 270 328 347 381
Net lending 2/ 499 779 591 757 1,070 1,245
Overall surplus/deficit (=) 1,082 882 1,627 1,702 2,056 2,339
Financing -1,082 -882 -1,627 -1,702 -2,056 -2,339
External - - - - - -
Domestic -1,082 -882 -1,627 -1,702 -2,056 -2,339
Banking system (o) (essd) (aes) (eee) (ass) (eoe)
Other .3-/ ('..) (...) (.0') (..-.) (..I) (...)
Memorandum item:
Government employer
contributions to GSIS 582 687 757 895 1,092 1,281

Sources: Data provided by the Ministry of Fimance.

1/ Consists of the SSS and the GSIS.

2/ Consists of net lending to members.

3/ Consists primarily of change in net claims on the National Goverument and
other public sector entities.



Table 7. Philippines: Major Government Corporations~—
Level and Pinancing of Capital Investment, 1978-81 1/

1978 1979 1980 1981 2/

{(In millions of Philippine pesos)

Capital investment 4,960 8,759 12,562 15,268
Financed by:
Internal cash generation 369 495 883 1,453
Government equity contributions 1,616 2,629 4,165 5,867
Borrowings and use of cash
balances 2,975 5,635 7,514 7,948

(In per cent of GNP)

Capital investment 2.8 4.0 4.7 5.0
Financed by: -
Internal cash generation 0.2 0.2 0.3 0.5
Government equity contributions 0.9 1.2 1.6 1.9
Borrowings and use of cash
balances 1.7 2.6 2.8 2.6

(In per cent of total)

Capital investment 100 100 100 100
Financed by:
Internal cash generation 7 6 7 9
Government equity contributions 33 30 33 38
Borrowings and use of cash
balances 60 64 60 53

Sources: Data pruovided by the IBRD, except for data on govermment equity
contributions provided by the Ministry of Finance.

l/ Includes the following 12 major government corporations: Philippine
National 0il Company, National Power Corporation, National Electrification
Administration, Metropol]itan Waterworks and Sewerage System, Local Water
Utilities Administration, Philippines Porte Authority, Philippine National
Railway, Metro Manila Transit Corporation, National Irrigation Administra-

tion, National Housing Authority, National Development Company, and Export
Processing Zone Authority.
2/ Estimates.




in the rapidly expanding energy sector, especially the National Power
Corporation. While most govermment corporations have becen generating
operating surpluses, they have depended heavily on equity contributions
from the National Government and on goverment—guaranteed borrowings
(mostly foreign) for the financing of their investment projects.

internal cash generation for the 12 major corporations in Table 7
financed only about 8 per cent of the accumulated investment expenditures
during 1978-81. During the same period, government equity contributions
amounted to P 14.3 billion, or about one third of the financing require-
ments. At the average interest rate prevailing in 1981 of 15.8 per cent,
this would represent an implicit budgetary subsidy of P 2.3 billion in
1982.1/

Tariff rates of most of the major corporations have been adjusted
upward in recent years, mainly to take account of cost inflation. In
1981, for example, the rates charged by the National Power Corporation
and by the Metropolitan Waterworks and Sewerage Authority were raised by
an average of 13 per cent and 23 per cent, respectively. Further
increases in water rates are expected by July 1982, while any upward
ad justment in power rates will only reflect cost increases.

IV. Monetary Developments and Policies

1. Institutional developments

The Philippine authorities are in the midst of a major reform of
the finanecial sector designed to enhance the efficiency of financial
intermedjaries and improve the maturity transformation undertaken by the
firancial system. This reform entails removing certain functional die-
tinctions between commercial banks and specialized financial institutions
(e.g., mortgage banks, development banks, and investment houses). Multi-
purpose financial institutious, or “universal” banks, would be able to
take greater advantage of econcmles of scale in financial intermediation
arising from portfolio diversification, information gathering and
analysis, and lower transactions costs, while conserving scarce financial
management skills and other resources such as computers and trained
manpower. In addition, the reduction in legal impediments for firancial
innovation afforded by the new regulations is expected to improve the
financial services offered lenders and borrowers and to foster increased
competition among financial institutions. Due to greater deposit
stability associated with larger size, multipurpose financial institu-
tions would be able to engage in a higher proportion of medium— and long-
term lending without weakening their liquidity position. The objective
is for the domestic financial system to become a more significant source
of medium- and long-term savings. This reform, which was initiated in
mid-1980, is being undertaken in connection with technical assistance
from the World Bank and the Fund.

1/ Some of the issues related to the financing of the corporate
investment program and the pricing policies of govermment corporations,
especially in the energy sector, are being diacussed by the Philippine
authorities and the World Bank in the context of SAL II negotiations.
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Under the new regulationg, universal banks have assumed functions
previously limited to nonbank financial institutions such as investment
hcuses, while thrift banke (savinge and loan associati_.ns, msortgage banks,
and private development banks) have been parmitted to engage in many
commercial bank functiona, excluding acceptance of demand deposits and
foreign exchange transactions. Rural banxs have also been granted broader
banking powers.

Univergal banks were empowered to make equity investments, subject
to certain restrictions, in nonfinancial enterprises. In addition, their
required net worth/risk assets ratio was reduced and limitations on loan
maturities were lifted to promote increased medium-term lending. While
only one bank (the Philippine National Bank) was able to increase its
capitalization in 1980 to the minimum of # 500 million required to qualify
as a universal bank, five other commercial banks became universal banks
in 1981 by merging with their investme..t house subsidiaries or by merger
and acquisition.

2. Monetary developments in 1981 1/

a. Mergers into the banking system

Financial developments in 1981 were dominated by the repercussions
of the confidence crisis in the nonbank financial sector. This confidence
crisis led to large withdrawals from nonbank financial institutions and
subgsequent inflow of deposits to the banking system. Furthermore, several
nonbank financial institutions in weak condition were merged with stronger
institutions in the banking system. These developments resulted in
greater increases in domestic assets and liquidity in the monetary survey,
which has traditionally been limited to deposit money banks.

The monetary survey for end-1981, both with and without the effects
of mergers, is presented in Table 8. The column labeled "excluding
mergers" provides the data on an institutional basis consistent with
December 1980; however, these data have not been adjusted for the shift
of funds into the banking system from nonbank financial institutions
stemming from the confidence crisis.2/ As shown in the table, mergers
give the appearance that total liquidity growth accelerated in 1981;
whereas 1f the accounts are adjusted for mergers, total liquidity growth
decelerated. In particular, total liquidity growth was 21.1 per cent

1/ The presentation of the monetary accounts used in this and previous
reports is under review on the basis of a study (Bureau of Statistics
Central Bank Bulletin Project) made in mid-1980 by the Fund. The Philip-
pine authorities are still evaluating the implications of the recommenda-
tions containea in that report. Classification changes were recommended
for the treatment of foreign liabilities including medium— and long-term
foreign liabilities of the Centrai Bank and those of foreign currency
deposit units. (For a description of the forelgn currency deposit
system, see Annex 1II.)

2/ Data on funds transferred by individuals and corporations from one
part to another of the financlal system were not available.



Table 8. Philippines: Monetary Survey, 1980-81

Dec. 1981
Dec. 1980 Including mergers Excluding mergers

(In millions of Philippine pesos)

Net foreign asseis -10,536 -14,876 -14,876
Net domestic assets 78,339 96,967 93,415
Public sector 10,573 15999 18,152
Private sector 84,696 99,406 94,996
Other items, net -16,930 -18,838 -17,733
Total liquidity 67,803 82,091 78,20

(Percentage change)

Total liquidity 18.2 21.1 15.8

Source: Data provided by the Central Bank of the Philippines.

using the data including mergers, but only 15.8 per cent based on data

excluding the effects of mergers (compared to an expansion of 18.2 per

cent in 1980). To avoid analysis based on the pure accounting effects

of the mergers, the discussion in this report is based on the monetary

survey adjusted to exclude mergers. However, the effects of the shifts
in funds from nonbank financial institutioms into deposit money banks,

and hence into the monetary survey, remain and are discussed below.

b. Ligquidity expansion

Notwithstanding the flows into the banking system stemming from the
financial crisis and from the effects of higher interest rates on deposits
and deposit substitutes, the rate of growth (December-December) of total
liquidity decelerated from 18.2 per cent in 1980 to 15.8 per cent in 1981
as nominal GNP growth slowed from 21.1 per cent in 1980 to 15.8 per cent
in 1981 (Table 9). These developments contributed to changing the compo-
sition of total liquidity. Time and savings deposits, which accounted for
48.5 per cent of total liquidity in 1980, rose to 50.0 per cent in 1981,
while the share of deposit substitutes increased from 18.2 per cent of
total liquidity in 1980 to 20.3 per cent in 1981. The increase of
28.7 per cent in deposit substitutes in 1981 marked the first time since
1976 that deposit substitutes of the banking system expanded faster than



Table 9.

{(In millions of

Philippines:
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Philippine pesos)

Monetary Survey, 1977-81

1977 1978 1979 1980 1981
Dec. Dec. Dec. Dec. Dec ol’
Net foreign assets =1,093 =2,090 =7,164 =10,536 =14,876
Of which: PFCDU deposits -8 589) (-13, 833) (-18,505) (=23, 387) (-25 000)
Net domestic assets 45,024 53,927 64,524 78,339 93,415
Total domestic credit 51,464 65.075 79,551 95,269 111,148
Net credit to public sector 2/ 7,241 8,206 8,637 10,573 16,152
0f which: National Govern-

ment, net (3,302) (3,272) (3,098) (4,336) (9,613)
Credit to private sector 44,223 54,869 70,914 84,696 94,996
0f which: FCDU loans 3/ (3,064) (5,588) (8,150) (10,652) (12,067)
Other items, net -6,440 -9,148 -15,027 -16,930 -17,733
Total liquidity 43,931 51,837 57,360 67,803 78,539

Of which: public sector
deposits 4/ (1,859) (2,265) (2,671) (3,224) (3,600)
Narrow money 14,938 16,945 18,844 22,537 23,332
Time and savings deposits 17,593 23,398 26,565 32,894 39,284
Deposit substitutes 11,400 11,494 11,951 12,372 15,923

(Annual percentage changes) 5/

Net domestic assets 19.5 20.3 20.4 24.1 22.2
Net credit to public sector 2/ 2.9 2.2 8.3 3.4 8.2
Credit to private sector 18.0 24.2 31.0 24.0 15.2
Total liquidity 23.4 18.0 10.7 18.2 15.8

Source:

Data provided by the Central Bank of the Philippines.

1/ Effects of mergers of nonbank financial institutions into banking system were

excluded.

2/ Defined as net credit of National Govermment plus gross credit extended to

selected public sector entities.

3/ Net of consolidated foreign borrowing program.
4/ Excludes National Government deposits.
5/

In relation to liquidity stock at beginning of the period.



the inflation rate. The main factor behind this reversal in the trend
for real deposit substitutes was the confidence crisis and accompanying
shift of resources. On the other hand, narrow money rose by only 3.5 per
cent in 1981, compared with 19.6 per cent in 1980, reflecting the impact
of higher real interest rates on time and savings deposits and deposit
substitutes. Within narrow money there was a marked movement away from
demand deposits as currency in circulation rose by 15.1 per cent, or
roughly in line with the growth of nominal GNP, and demand deposits
declined by 6.0 per cent. These developments can be attributed to the
relatively more limited use of demand deposits to settle transactions,
especially in rural areas, which would thus make demand deposits more
sensitive than currency holdings to interest rate movements on savings
and time deposits and on deposit substitutes.

C» Interest rates and velocity

During 1981, the weighted average interest rate on money market
ingtruments rose to an average level of 15.8 per cent from 13.3 per cent
in 1980; nearly all of the increase occurred in the first half of the
year (Apperidix Table X and Chart 2). This increase primnarily reflected
higher interest rates in the interbank call market for commercial paper
issued by nonfinancial entities, promissory notes, and Central Bank
Certificates of Indebtedness (CBCIs); available data suggest that there
was also a relative shift toward these instruments. Nevertheless,
nominal interest rates in the Philippines remained below foreign interest
rates for U.S. dollar depogsits during most of 1981 as they had in 1980.
The interest rate differential in favor of borrowing domestically would
be even greater in 1981 than in 1980 i{if the effect of the more rapid
depreciation of the Philippine peso against the U.S. dollar in 1981 wvere
incorporated. With the upward movement in market interest rates and the
lower inflation rate, real interest rates in 1981 moved to positive
3 to 4 per cent in 1981 from negative 3 to 4 per cent in 1980 (Chart 3).
This marked a return to positive market interest rates that had prevailed
during the period 1975-77.

In August 1980, the ceiling on interest rates for time deposits with
an original maturity over two years was eliminated, while the ceilings on
deposits of lesser maturities were raised to a uniform 14 per cent from a
range of 10.5 to 14 per cent, and the interest rate ceiling on savings
deposits was raised to 9 per cent. Moreover, in mid-198l1, the ceiling on
deposits with a maturity of two years or less was abolished. As a result,
the modal interest rate on large savings deposits rose one percentage
point above the previous ceiling to 10 per cent, although the range of
interest rates offered extended to 14 per cent., Modal interest rates on
large time deposits also remained close to the previous ceiling but the
range of interest rates increased to 18 per cent at the upper end for
360-day depogits. The impact of lifting the ceilings on these deposit
rates was weakened by efforts by the Bankers' Association to hold these
rates at the prevailing 9 per cent level, perhaps because of reluctance
on their part to compete for deposits in the face of the continuing
interest rate ceiling on loans of one year or less.



Income velocity of total liquidity (based on the average liquidity
level during the year) in 1981 declined by 3.2 par cent after an increase
of 7.3 per cent in 1980 and 8.2 per cent in 1979 (Table 10 and Chart 4&).
The reduction in income velocity was confined to interest earning
accounts; the income velocity of time and saviangs deposits and deposit
substitutes declined by 6.4 per cent {n 1981, compared with an increase
of 8.8 per cent in 1979 and 7.2 per cent in 1980, vhile the income velo-
city for narrow money, continuved its upward trend, rising by 4.1 per
cent. The reversal in income velocity for interest earning accounts was
associated with the upward movement in real intereat rates that occurred
in 1981, stemning from both the lower inflation rate and higher nominal
interest rates, as well as higher deposit inflows due to the shift of
funds from the nonbank financial sector.

Philippines: Table 10. Velocity Developments, 1978-81

1978 1979 1980 1981 1/
(Percentage change)

Narrow money -0.8 9,5 6.1 4.1
Currency in circulation -2.9 5.9 8.4 3.4
Demand deposits 0.7 12.7 4,2 5.2

Interest earning accounts 2/ -3.6 7.2 8.8 -6.4

Liquidity -2 08 8.2 7.8 -302

Sources: Philippine Financial Statistics; data provided by the Central
Bank of the Philippines; and staff calculations.

1/ Based on staff estimates of nominal GNP.
2/ Time and savings deposits and deposit substitutes.

d. Sources of liquidity expansion

In 1981 as in 1980, about 60 per cent of the expansion in total
liquidity was due to the growth of reserve money. The year-end increase
in reserve money for 1981 at 9.2 per cent was below the 10.7 per cent
expaneion recorded in 1980. The major factors affecting reserve money
developments were Central Bank advances to financial institutions mainly
for the rescue operation, the net credit needs of the National Government
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CHART 2
PHILIPPINES

DOMESTIC AND FOREIGN INTEREST RATES, 1977-81'
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funded by the Ceutral Bank and the sharp deterioration in the net foreign
asset position of the Central Bank. On the expansionary side, the credit
needs of the National Govermmenit and the financial sector rescue opera-
tion were equally important in absolute terms. Net claims on the National
Government by the Central Bank rose by P 4,238 million, or nearly 92 per
cent (compared with # 605 million in 1980, or an increase of 15 per cent),
as recourse to the Central Bank in 1981 accounted for over three quarters
of the increase in the banking system's net claims on the National Govern-
ment (Appendix Table XI). Central Bank claims on the financial sector
(commercial banks and other financial institutions) rose by P 4,316 mil-
lion in 1981, or by 28.6 per cent (compared with P 4,192 million in 1980,
or an increase of 38.6 per cent). The expansionary impact of these two
items--totalling # 8,554 million--on reserve money wag partially offset

by the contractionary influence of a decline in net foreign assets of

£ 5,719 million.

The grie4th in Central Bank claims on the financial sector primarily
reflected emergency advances extended to alleviate the liquidity effects
on certain financial institutions confronted with large withdrawals of
deposits during the confidence crisis. Over three quarters of the
expansion in claims on the financial sector arose due to emergency
advances (Appendix Table XI). As a consequence of these emergency opera-
tions, the traditional allocative priorities underlying rediscounting and
repurchase policies were less strictly adhered to in 1981. By end 1981,
loans extended to commercial banks by the Central Bank, other than for
emergency credits, were virtually unchanged from their December 1980 level.
This contrasts sharply with the 67 per cent increase in rediscounts and
repurchases that occurred in 1980. With the curtailment of rediscounts,
other than for emergency or special credits, the propcrtion of outstanding
rediscounts allocated to exports declined from 70 per cent in 1980 ro
51 per cent in 1981, while the agricultural share was reduced from 17 per
cent in 1980 to 13 per cent in 1981.

During 1981, the liquidity multiplier experienced different
seasonality which complicated the conduct of monetary policy (Appendix
Teble XII). In the first quarter of 1981, the liquidity nmultiplier
recorded an unusually large increase stemming primarily from the reserve
deposits rario which had its greatest first quarter decline in four
years; the movement in the currency-deposits ratio followed past seasonal
patterns. The sharp decline in the reserves deposits ratio was asso-
cliated with the banking system's working—off an exceptionally high level
of excess reserves-—8.3 per cent--at end-1980 (Appendix Table XIII). By
the middle of 1981, the liquidity multiplier had returned to historical
levels. However, at end-1981, the liquidity multiplier did not experience
a seasonal decline of the same magnitude as in the prior two years but
declined by 10 per cent rather than by the average reduction of 15 per
cent experfenced during 1979-80. This milder seasonal pattern derived
from the xescrve depnszits ratio and not from the currency deposits ratio.
Ar &nd-198i, the reserve deposits ratio fell by 13 per cent rather than
risirg by 7 per cent as it had on average during 1979-80. The sharp
departure from past seasonal patterns was caused by a reserve deficiency




of commercial banks esquivalent to 5 per cent of required reserves at
end-1981. On January 1, 1982, the preannounced reduction in reserye
requirements from 20 per cent to 19 per cent occurred-—a 5 per cen
lowering in the level of required reserves (Appendix Table XIV). Thus,
it appears that the banking system may have anticipated the change in the
reserve requirement ratio. In any case, the 6.0 per cent increase in the
liquidity multiplier from December 1980 to December 1981 was a major
factor in explaining the 15.8 per cent growth in liquidity over that
period.

e. Monetarz aggregates

The expansion of net domestic assets of the banking system outpaced
the growth in total liquidity in 1981 as it had in the previous three
yearg. Net domestic assets increased by 22.2 per cent, in relation to
the liquidity stock at the beginning of the period, while liquidity
growth was 15.8 per cent. Thus, the rate of increase in net domestic
asgsets exceeded that of total liquidity by 6.4 percentage points in
1981, or by slightly more than the 5.9 percentage point difference
experienced in 1980. Corresponding to these developments was & greater
deterioration in the net foreign asset position of the banking system in
1981. Net foreign assets were P 4,340 million lower at end-1981, at
minus P 14,876 million, than at the outset of the year and compared
with a deterioration of P 3,372 million in 1980. The decline in net
foreign assets in 1981 amounted to cver a quarter of the increase in net
domestic assets.

With the sharp widening of tle fiscal deficit in 1981, National
Government recourse to the banking system greatly expanded--rising by
326 per cent——to P 5,277 million from P 1,238 million in 1980 and compared
with declines recorded in 1979 and 1978. The net credit requirements of
the National Govermment from the banking system almost totally explain the
increase in net credit to the public sector of 53 per cent from P 10,573
£t end-1980 to P 16,152 milliion at end-198l. About 20 per cent of the
increase in net credir to the pub’ic sector in 1981 was extended by
commercial banks compared with arproximately half in 1980.

In contrast to the period 1978-80, expansion in credit to the private
sector in relation to the end-1980 liquidity stock, did not ourstrip the
grouth in total liquidity. Moreover, the growth rate for credit to the
private sector dacelerated further in 1981 to 12.2 per cenr from 19.4 per
cent ir 1980 and 1rom 29.2 per cent in 1979. The sluggishk economic growth
experienced in 1981 was a major factor accounting for the slower growth
in credit to the private sectir; althonugh higher interest rates on bank
loans may also have contributed. Furthermore, commercial banks, which
were Inundated with deposits from nonbank financial institutions, used
thelr increased liquidity to improve their net foreign assets position
rather than extend credit to enterprises experiencing financial dietress
or to *he public sector. Net foreign assets of commercial banks rose
from mi.is P 13,925 million at end-1980 to minus P 12,546 million at
2nd-1981.
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The outatanding stock of commercial bank credit to all sectors rose
by 8.5 per cent in 198l1--a 3.9 per cent real decline. 1In absolute terms,
the greatest increase, as has typically been the case, was recorded by
the manufacturing sector. Credit to the manufacturing sector rose by
13 per cent and represented 54 per cent of the total increase, or about
the same proportion as in 1980; however, this was a major change from the
period 1977-79 when only about a third of the increase in credit went to
the manufacturing sector. The manufacturing sector had the largest share
of outstanding bank credit accounting for nearly 36.5 per cent (Appendix
Table XV).

f£f. Nonbank financial institutions

Financial institutions other than commercial banks (reflecting
mainly the operations of the rural banks) traditionally have been the
major source of lending to the agricultural sector but since end-1980,
the banking system has loaned more than these other financial institutions
(Appendix Tables XV and XVI). The relative rise in commercial bank
lending to the agricultural sector is partially explained by the regula-
tion requiring banking institutionms to extend at least 25 per cent of
their loanable funds in the form of agricultural credit.l/ Under certain
conditions, the allocation target is satisfied by deposits with the
Philippine Nutional Bank and the Development Bank of the Philippines,
purchases o: "loan participation cer ificates™ from other banks that have
exceeded the target, and purchases of governmment securities, including
CBClIs, whose proceeds are earmarked for agricultural credit. These
exemptions are the principal reasor that the allocative target has not
been achieved; for example, during 1980-81, only 15 per cent of lending
by commercial banks was to the agricultural sector. Nonbank financial
ingtitutions have retained their relatively greater orientation to the
agricultural market as reflected in the higher proportion of agricultural
credits in total nonbank lending than in total commercial bank lending.

Complete data on developments among nonbank financial institutions
for 2981 were not available. Data through June 1981 indicate that for
the consolidated nonbank financial system liabilities rose by 18.6 per
cent, or about 5 percentage points less than the growth in liabilities of
the banking system during the same period, whereas for the whole of 1980,
the growth of nonbank financial liabilities was 21.3 per cent, or over
3 percentage points higher than the expansion in total liquidity of the
banking system. This sharp change in the relative growth of bank and
nonbank financial institutions in 1981 was attributable to the slower
expansion of private rnonbank financial institutions, which grew by only
7.7 per cent from June 1980 to June 1981, as compared with a 26.8 per
cent increase in 1980 (December—-December). Private nonbank financial
institutions were the segment of the financial system most severely
affected by the confidence crisis. Approximately # 2.1 billion in
deposit substitutes was withdrawn from December 1980 to June 1981--a
19.2 per cent decline (Appendix Table XVII). This outflow was a major

1/ This agricultural credit allocation regquirement was promulgated in
CBC No. 408 dated May 31, 1974.
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factor in the increase in deposit substitutes of P 2.8 billic~ recorded
by the banking system during the same period which was in sharp contrast
to the decline in deposit substitutes of the banking system of # 1.5 bil-
lion that occurred during the same period a year earlier. Central Bank
intervention in the form of emergency advances of P 1.7 billion helped
avert insolvency for private nonbank financial institutions by largely
replacing the withdrawn deposit substitutes.

3. Monetary policies

In 1981, monetary policy was affected by the need to contain the
effects of the confidence crisis and finance the deficit cf the National
Govermment. Nevertheless, the monetary authorities continued reforms by
liberalizing interest rate ceilings, revamping rediscount policy, and
undertaking measures to enhance the effectiveness of monetary policy.

In the face of massive shifts of funds from quasi-banks to commercial
banks the Central Bank, in coordination with the Govermment, embarked on
a major rescue operation. Initially, the Central Bank provided # 1.6 bil-
lion directly to affected nonbank financial institutions through a
special rediscounting facility that carried a penalty interest rate of
24 per cent for the first 60 days and increased by 2 per cent for each
rollover of the outstanding ndvance. These advances were to be repaid
from loans drawn against the newly created Industrial Rehabilitation Fund,
which was capitalized at P 1.5 billion with B 1.0 billion subscribed by
the Central Bank and P 0.5 billion by the Govermment. The Fund was to
provide medium-term loans or acquire equity in viable enterprises which
were heavily indebted to nonbank financial institutfions. These funds were
intended then to reflow to nonbank financial finstitutions and in turn to
be used to retire Central Bank advances. However, by end-1981, releases
against the Industrial Rehabilitation Fund totalled only P 450 million--

substantially below the targzt of P 1.5 billion-~while Central Bank
emergency advances had riszn to P 2.7 billion instead of having been

eliminated as originally intended. The greater-than—-envisaged increase

in Central Bank advances was in response to continuing deposit withdrawals
from nonbank financial institutions, but also from the need to strengthen
the balance sheets of certain nonbank financial institutions in order to
encourage mergers with stronger banke .8 well as enable them to continue
providing credit to their industrial customers. During the second half

of 1981, it was found that many of f-balance sheet obligations (notes
without recourse issued by nonbanks) had to be honored by the Central Bank
to prevent a further loss of confidence in financial institutions and
shore up the financial position of these entities. In addition to the
Industrial Rehabilitation Fund, a further P 680 million in credits for
restructuring firms was granted by the Central Bamk to the Development
Bank of the Philippines and the Land Bank of the Philippines.

In early 1982, the Induetrial Rehabilitation Fund and the rediscount
window for the stock market were abolished and replaced by a new redis-
count window fcr medium— and long-term loans and equity investments made
by authorized universal banks. Universal banks can apply to rediscount
up to 75 per cent of a loan with the maturity of the rediscount dependent
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on the nature of the project the loan is supperting. Under this facility,
the Central Bank advances funds at an interest rate of 11 per cent for
relending by universal banks at an intereat rate of up to 16 per cent.
The resources releagsed by the elimination of the Industrial Rehabilita-
tion Fund have been earmarked for this rediscount window.

A recurrence of the overissuance of commercial paper by financial
and nonfinancial entities--a factor in the confidence crisis-~is to be
prevented by controlling the volume and quality of such instruments.

The Securities and Exchange Commission will register all commercial
paper, which will be printed at the Central Bank on serially numbered
paper. A credit information system will improve the quality of informa-
tion available on borrowers. Furthermore, the commercial paper market
will be limited to debts of prime companies by a credit evaluation mecha-
nism that requires a bank credit line to cover a portion of the total
money market issue.

In the latter part of 1981, the penalty rate on Central Bank emer-
gency advances was eliminated and a 12 per cent interest rate imposed.
In early 1982, this rate was raised to 16 per cent or the average inter=-
bank call loan rate plus three percentage points, whichever is higher.
These higher interest rates were intended to encourage borrowers to turn
to other sources of financing, Inciuding the newly established medium—
and long-term rediscount facility.

The removal of the celling ¢«n interest rates for deposits of two
years or less, on July 1, 1981, eliminated the last deposit interest rate
ceiling; the only remaining ceiling 18 on loans of one year or less
(Table 11). The ceiling on secured loans is set at 16 per cent, while
the maximum lending rate for unsecured loans is 18 per cent. Rediscount
interest rates were raised in 1981, except for nontraditional export
industries (Appendix Table XVIII). As a result, the average interest
rate on outstanding rediscounts rose from 5.6 per cent in the fourth
quarter of 1980 to 7.3 per cent in the fourth quarter of 1981.

During 1981, two new facilities were established which increased the
Central Bank's influence over short-term interest rates. An overnight
rediscount window was opened to enable commercial banks to cover their
reserve deficiencies and permit the Central Bank to dampen interest rate
movements in the interbank call market. At end-1981, P 137 million had
been rediscounted through this facility (Appendix Table XIX). Periodic
pressure on short-term interest rates has also stemmed from withdrawal
of peso funds from the money market by oil companies in order to make
foreign exchange purchases to cover oil import payments. These payments
were large relative to the domestic market and commercial banks did not
have sufficient domest'c assets eligible for rediscounting to satisfy the
peso requirements of oil companies. Therefore, foreign exchange swaps
of two-week duration were permitted to increase the peso resources of
commercial banks. This facility would, thereby, reduce the abrupt with-
drawal of peso funds from the money market by the oil companies and smooth



_ Table 11. Philippines:

Interest Rate Ceilings, 1978-81

(In par cent per annums)

Instrument Maturity (days) Ceiling
12/1/78 12/1/79 12/1/80 12/1/81
Savings deposits 1/ 7.0 9.0 9.0 No ceiling
Time deposits 1/ 90-179 8.5 10.5 14.0 No ceiling
180-359 9.0 11.0 14.0 No ceiling
360-539 10.0 12.0 14.0 No ceiling
540-730 11.0 13.0 14.0 No ceiling
Over 730 12.0 14.0 No ceiling No ceiling
Deposit substitutes 365 or less 15.0 17.0 17.0 18.0
Over 365 15.0 17.0 17.0 No ceiling
730 or less 15.0 17.0 17.0 n.a.
Over 730 No ceiling No ceiling No ceiling n.a.
Lending rates
Secured loans 2/ 730 or less 12.0 14.0 14.0 16.0 3/
Unsecured loans 2/ 730 or less 14.0 16.0 16.0 18.0 3/
Secured loans 4/ Over 730 19.0 21.0 21.0 No ceiling
Unsecured loans 4/ Over 730 19.0 21.0 21.0 No ceiling

Source: Data supplied by the Central Bank of the Philippines.

1/ For deposit money bankse.

The ceilings for institutions not authorized to
accept demand deposits have been set 0.5 percentage point higher.
g/ Excludes commissions, premiums, fees, and other charges which are not allowed
to exceed 2 percentage points for deposit money banks
other financial institutionms.
3/ Applies only to maturities of 365 days or less;
%/ Includes commigsions, premiums, fees, and other

and 3 percentage points for

otherwige, no ceiling.
charges.



out short-tern interest rate movements.l/ Notwithstanding this new
foreign currency/peso swap arrangement, the outstanding level of swaps at
end-1981 was virtually unchanged from the end-1980 level.

In past years, open market operations with CBCIs was a major instru-
ment of credit control. However, during 1981, the authorities decided to
restore primacy in open market operations to Treasury instruments and
enlarge the capacity of the financial market to finance the fiscal
deficit through Treasury debt instruments. T» support this effort, a new
system of marketing govermment securities was inatituted in 1981 which
gave underwriting responsibilities to accredited dealere. As part of
this change, maturing CBCIs of # 1.4 billion were replaced by new issuance
of Treasury instruments. However, technical probleas during the initial
stages limited the issuance of Treasury instruments to P 1.0 billion.

The Govermment proceeds from these debt instruments were not used to
finance the fiscal deficit in 1981 but were sterilized in the Central Bank
to offset the expansionary effects on reserve money of reducing CBCls.

V. External Sector

1. Summary of recent balance of payments trends

The current account deficit of the balance of payments continued to
widen in 1981 both in absolute terms and relative to GNP, as has occurred
in every year since 1977. In dollar terms, the 1981 current account
deficit reached $2.4 billion or 6.2 per cent of GNP, compared to a 1980
deficit of $2.1 billion or 5.8 per cent of GNP (Table 12). The increase
in the 1981 current account deficit was the result of an increase in the
trade deficit to $2.5 billion, compared to $1.9 billion in 1980. The
terms of trade continued to deteriorate in 1981, declining by 12 per
cent, following a 17 per cent decline in 1980. The deterioration in the
trade balance in 1981 occurred despite a sharp slowdown iu the growth of
merchandise imports to less than 9 per cent (Table 13), compared to an
increase of nearly 26 per cent in 1980, as exports grew by only 2 per
cent in value terms after a 26 per cent increase in 1980. At the same
time, the deficit on services account narrowed to $§0.4 billion in 1981,
conpared to a $0.5 billion deficit in 1980, and the net inflow of trans-
fers increased from $0.4 billion in 1980 to $0.5 billion in 1981.

The inflow of nonmmonetary capical also increased during 1981,
reaching $1.9 billion, compared to inflows of $1.7 billion in 1980 and
31.0 billion in 19/9. Despite this increase, a drawdown of net

1/ Under this facility, commercial banks swap foreign exchange to
obtain pesos which are lent to oil companies. These companies, in turn,
purchase foreign exchange from commercial banks with these pesos, which
are then used to unwind the earlier swap operation. Thus, commercial
banks can meet the peso needs of the o0il companies for a two-week period
and reduce the 01l companies' heavy reliance on withdrawals from the
money market.



Table 12. Philippines: Suamary Balance of Payments, 1977-81
Prel.
1977 - 1978 1979 1980 1981
(In aillions of U.S. dollars)
Goods, services, and transfers -827 -1,172 -1,576 =2,051 2,412
Trade balance =764 -1,307 -1,541 -1,939 -2,490
Exports, f.o.b. 3,15 3,425 4,601 5,788 - 5,910
Imports, f.o.b. -3,915 -4,732 -6,142 -7,727 -8,400
Of which: Petroleun (=984) (~-1,015) (-1,371) (=2,226) (-2,713)
Services and transfers -63 135 =35 =112 78
Investment income (net) =321 -406 527 - -938
Other services (net) 73 228 137 186 566
Transfers (net) 260 313 355 434 470
Capital movements 1/ 962 1,082 997 1,699 1,926
Long~term capital (net) 878 967 1,121 1,096 1,592
Direct invesatment (net) 216 171 99 45 392
Borrowing 662 796 1,022, 1,051 1,200
Short~-term capital, and
errors and omissions 2/ 84 83 =165 475 -66
Monetization of gold - 32 41 128 400
Changes in net international
regerves of banking system 135 =90 =579 =352 =486

Memorandum items:

ross O cilal reserves
Total external debt
Public external debt

Current account deficit
Merchandise exports
Petroleum imports
Nonpetroleum imports
Debt service

Interest

Amortization

(In millions of U.S. dollars;

end of period)

1,525
5,004
3,389

)
)

1,883
6,200
4,109

2,423
7,137
5,066

3,155
8,554
6,099

(In per cent of GNP)

5.3

5.8
16.3

6.3
15.5

3.0
{1.7)
(1.3)

2,707
10,054
7,073

Source: Data provided by the Central Bank of the Philippines.

1/ Includes errors and omissions, SDR allocations, and valustion adjustment,
here included together with short-term capital; also includes monetization of gold.
g! Includes errors and omissions, SDR allocations, and valuation ad justments.
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Table 13. Philippines: Increases in Exports by Category, 1971-81

(In millions of U.S. do!larc)

Compound Annual

Parcentage change

Growth Rate over preceding year Prelininary

1971-81 1979 1980 1981 1981

Principal primary
sxports 10.2 29.0 14.8 -8.2 2,318
Coconut products 12.5 13.1 =20.3 -1.5 =508
Sugar products 9.9 11.1 175.0 -8.5 603
Porestry products 6.7 49.4 2.0 -8.6 457
Copper concentrate 11.4 76.0 23.9 ~17.4 450
Nontraditional exports 36.1 41.4 29.0 14.2 2,510
Manufactured 36 3.8 iy @3 by 1))
Primary 1/ 42.3 39.0 13.0 =14.4 238
Other 2/ 18.9 35.3 52.6 1.6 1,082
Total 17.5 34.3 25.8 2.1 5,910

Source: Data provided by the Central Bank of the Philippines.

lj Mainly comprises coffee, rice, and iron ore agglomerates.
2/ Mainly comprises fruits and vegetables, gold, nickel, marine products,
unmanufactured tobacco, petroleum products, and abaca fibers.



international raserves of $0.35 billion was required to finance the

larger 1981 current account deficit. Therefore, the cumulative loss in
net reserves since 1977 reached $1.5 billion.l/ At end-1981, gross
official reserves stood at $2.7 bdillion, or -lightly more than four months
of imports in 1981.

2. Current account

a. EXErtl

Export earnings increased by only 2.1 per cent in 1981, compared
with 25.8 per cent in 1980 and 34.3 per cent in 1979 (Table 13). Not
only did the 1981 outturn represent sharply slower growth compared with
recent years, but it was also far below the 17.5 per cent compound annual
growth rate of the previous decade. The weak export performance in 1981
was partially a reflection of the sluggishness of external demand. Unit
value of exports declined by 1 per cent in 1981, and volume increased by
3 per cent (Appendix Table XX). Sluggishness was especially notable in
the four principal primary exports: coconut products, sugar, forestry
products, and copper concentrate. The total value of these four exports
declined by more than 2 per cent in 1981, with unit values declining by
more than 6 per cent and export volume increasing by nearly 4 per cent;
nevertheless, they still accounted for nearly 40 per cent of total exports.
Other traditional exports, which comprised more than 18 per cent of
exports in 1981, grew by less than 2 per cent. Nontraditional exports
increased by 14 per cent in 1981, compared with 29 per cent in 1980 and
41 per cent in 1979.

In the case of coconut products, the Philippines is both the largest
producer and exporter. Although prices for copra and coconut oil tend to
move broadly in line with world market prices for other vegetable oils,
during the past two yvears the world market price for coconut products has
been far weaker than for other oils and oilseeds. 1In 1981 alone, while
international prices for other vegetable oils increased by about 5 per
cent, preliminary information indicates that the unit value of exports
of coconut products fell by nearly 12 per cent, and the total value of
the Philippines exports of these products fell by more than 1 per cent
compared with the 1980 level. Apparently these changes result both from
increased production and from changes in the structure of demand, as the

price premium of coconut oil over soy o0il has disappeared in world mar-
kets.

Exports of forest products and copper concentrates also suffered from
weak external demand in 1981, with prices falling in world markets.

1/ As was noted in Section IV above, the Philippine authorities
classify FCDU deposits as international reserve liabilities. Therefore,
increases in FCDU deposits cause an increase in reserve liabiliities of the
banking system. If changes in these deposits were to be classified as
short-term capital flows, capital movements as shown in Table XXV would be
increased, and the changes in net reserves of the banking system would also
be increased by a corresponding amount.
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However, in the case of copper, a price decline of 13 per cent was exacer-
bated by more than 4 per cent decline in export volume; the total value

of exports of copper concentrates fell by more than 17 per cent from the
1980 level. 1In the case of sugar, preliminary information indicates that
the decline in export value of more than 8 per cent experienced in 1981
was a result of lower export volume, as NASUTRA (the State sugar marketing
agency) temporarily suspended exports in 1981 to increase supplies to the
donestic market. .

Nontraditional exports have been the most dynamic element of Philip-
pine export performance over the past decade, growing at a 36 per cent
compound annual growth rate. A slowdown in growth of nontraditional
primary exports (mainly coffee, rice, and iron ore agglomerates) began in
1980, with growth of these exports decelerating to 13 per cent, after a
39 per cent increase in 1979. 1In 1981, nontraditional primary exports
declined by 14 per cent. Nontraditional manufactured exports increased
by more than 18 per cent in 1981, yet this represented a substantial slow-
down from previous years. Exports of garments and electrical and elec-
tronic equipment account for more than 60 per cent of nontraditional
manufactured exports, but these exports grew by only 8 per cent in 1981,

after a 43 per cent increase in 1980, mainly because of weaker external
demand.

Exports of primary products have become relatively less important in
recent years. In 1977 these exports accounted for 58 per cent of total
exports, but by 1981, their share had declined to 39 per cent (Appendix
Table XXI). The relative decline was sharpest in the case of coconut
products, as these exports, which alone accounted for more than 24 per
cent of total exports in 1977 represented less than 14 per cent of the
total by 1981. At the same time, nontraditional exports have grown in
relative importance; nontraditional manufactured exports accounted for
less than 21 per cent of total exports in 1977, but for more than 38 per
cent by 1981. During this period, these exports have enjoyed a broad
range of subsidies and incentives, including credit subsidies, tax, and
other fiscal incentives, as well as tariff preferences.

b. Imports

Preliminary information indicates that about two thirds of the nearly
9 per cent increase in import value experienced during 1981 was due to
higher unit values, as import volume grew by only 3 per cent (Appendix
Table XXII). The slowing of import growth in 1981 was not spread uniformly
over all import categories (Table 14). The value of petroleum imports
increased by more than 22 per cent in 1981 after a 62 per cent increase
in 1980. However, preliminary information indicates that in volume terms,
imports of petroleum and petroleum products grew by 3 per cent, after
remaining roughly constant during 1980. Imports of consumer goods con~
tinued to grow at a relatively rapid pace (19 per cent) in 1981. The
compound annual growth rate of these imports during the past decade was
16 per cent. Imports of capital goods increased by only 2 per ceat in
1981 and fmports of raw materials and intermediate goods increased dy
less than 1 per cent.
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Table 14. Philippines: 1Increases in Imports by Category, 1971-81

®

- (In millious of U.8. dollars) -

Compound Annual Percentage change

Growth Rate Over Preceding Year Preliminary

1971-81 1979 1980 1981 1981

Non-o0il imports 18.7 28.9 15.3 3.4 5,666

Capital goods 16.1 27 .4 11. 2.4 2,034

Rav materials and

intermediate goods 21.2 32.1 15.6 0.6 2,871

Consumer goods 16.2 19.2 28.4 19.3 761
Petroleum and petroleum

products 34.5 33.1 62.4 21.6 2,734

Total 21.6 2908 25.8 8.7 8,600

Sources: Data provided by the Philippine authorities; and staff eatimates.

Petroleum imports continued to become relatively more important
during 1981, accounting for 32 per cent of total imports. compared to
29 per cent in 1980 (Appendix Table XXIII). At the same time, imports of
raw materials and intermediate goods as well as imports of capital goods
have become relatively less important, accounting for 34 per cemnt and
24 per cent, respectively, of total imports in 1981. Imports of raw
materials and intermediate goods had accounted for 40 per cent of total
imports, and capital goods, for about 29 per cent as recently as 1979.

Ce. Direction of trade

The geographic distribution of the Philippines' external trade has
undergone only minor changes in recent years (Appendix Table XXIV) The
United States and Japan remain the Philippines' major trading partners,
together accounting for nearly 54 per cent of exports and 43 per cent of
imports during 1980 (the latest year for which data are available). How-
ever, the share of Philippine exports going to the United States declined
from 35 per cent of total exports in 1977 to 27 per cent in 1980. At the
same time, Jepan's share has increased from 23 per cent in 1977 to nearly
27 per cent in 1980, and the share of the EEC countries has varied between
a high of 20 per cent in 1979 and 17 per cent in 1980.

On the import side, the share of the United States has grown from
20 per cent of total imports in 1977 to 23 per cent in 1980, while that
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of Japan has declined from 25 per cent in 1977 to 20 per cent in 1980.
The increase in petroleum prices has raised the relative share of Middle
Eastern oll exporting countries in imports from 18 per cent in 1977 to
21 per cent in 1980. The EEC countries accounted for less than 1l per
cent of total importse during 1980 compared to 12 per cent in 1977 and

34 per cent im 1979.

d. Services and transfers

Developments in the gervices and transfers accounts have been domi-
nated by increases in interest payments on external debt, and by growth
in remittances of Filipinoe working abroad. As a consequence of the
increase in external debt and higher interest rates in international
capital markets, interest payments abroad have increased from 0.9 per
cent of GNP in 1977 to 2.2 per cent in 1981 (Table 12). At the same
time, remittances of Filipinos working abroad have grown from approxi-
mately 0.6 per cent of GNP in 1977 to 2.1 per cent of GNP in 1981. The
growth in remittances has been, in large part, a result of the authori-
ties' program of coordinating the foreign employment of Filipinos,
especially in construction activity in Middle Eastern countriea. These
workers are required by law to remit 50 to 70 per cent of their earnings,
depending on the terms of their employment. The growth in net transfers
from $0.3 billion in 1977 to $0.5 billion in 1981 has been a result of
the growth in that portion of personal remittances which are classified
as transfers, presumably from Filipinos abroad who are not subject to the
minimum remittance requirement.

3. Capital movements

Net capital inflow in 1981 totalled $1.9 billion, compared to
$1.7 billion in 1980 and $1.0 billion in 1979 (Appendix Table XXV). Not
only did the net capital inflow increase substantially during 1979-81,
but the composition shifted as well. While net recourse to medium— and
long-term loans remained virtually unchanged during this period, net use
of exceptional financing 1/ increased from less than $0.1 billion in 1979
to $0.2 billion in 1981. Recourse to short-term capital 2/ grew from
less than $0.1 billion in 1979 to $0.8 billion in 1980, declining again
to $0.2 billion in 1981l. Direct investment grew from less than $§0.1 bil-
lion in both 1979 and 1980 to nearly $0.4 billion in 1981, reflecting
foreign equity participation in certain specific projects. Finally, the
Central Bank sharply increased the monetization of gold, from $0.04 bil-
lion in 1979 to $0.1 billion in 1980 and $0.4 billion in 1981. By law,
all primar - gold production must be sold to the Central Bank at market
prices. The Central Bank carries these gold holdings as an asset valued
at purchase price. Any subsequent sale of gold may, therefore, produce
profits (or losses) which are reflected in the balance of payments as
monetization of gold. The 1981 increase in monetization apparently

1/ 1Includes capital inflow from IMF Trust Fund and from IBRD Structural
Adjustment Loans.
g! Excluding FCDU deposits as explained in footnote 1 on page 42.



resulted not so much from increased gold production or sales as from
profits on sales of gold which had heen acquired at low prices relative
to the current market price.

The overall balance of payments deficit in 1981 of $0.5 billion was
financed through a $0.7 billion dravdown of net reserves of the Central
Bank, as the commercial banks' net resarve position strengtheted by
$0.2 billion . The gross reserves of the Central Bank declined by
$0.45 billion to $2.7 billion, while the commercial banks gained $0.3 bil-
lion in reserve assets. Therefore, at end-198l, the net international
reserves of the banking system were negative $1.3 billion, while gross
regerves (official and other) totalled $5.3 billton.

4. External debt

On the basis of preliminary data, the Philippines' medium=- and long-
term external debt continued to grow in 1981 at the pace of recent years.
Debt outstandiny (disbursed) at end-1981 stood at $10.1 bdbillion, more
than 17 per cent above the end-1980 level (Table 15). In 1980, the rate
of increase was nearly 20 per cent and in 1979, 15 per cent. Of the
total debt outstanding, some 70 per cent was public sector debt, about
the sdme proportion as in recent years. Some $2.0 billion of the public
sector debt outstanding at end-1981 was contracted under the Consolidated
Foreign Borrowing Program, by which the Central Bank contracts debt in
foreign currency under its own name for onlending to other Philippine
entities, both public and private. Total medium- and long-term debt out-
standing reached 25.9 per cent of GNP, compared to 24.1 per cent in 1980
and 24.0 per cent in 1979. The net debt (defined as debt outstanding lesas
gross official reserves) increased sharply to 19.0 per cent of GNP in
1981, due in part to the decline in gross official reserves.

Although the authorities had anticipated a sizeable increase in appli-
cations for approvals of external debz in 198) related to the major indus-
trialization projects, the total of debt approved during 1981 declined
to $2.6 billion from the 1980 total of $3.4 bdbillion. The lower—than—-
anticipated approvals were due to delays in finalizing certain major
investment projects. However, debt disbursed increased to $1.9 billion
in 1981 from $1.6 billion in 1980. In addition, the "pipeline” of
external debt, including external debt contracted but undisbursed plus
debt approved but not yet contracted, continued to grow in 1981.

The major effort undertaken during 1978-79 to ixprove the maturity
structure of the external debt wag largely responsible for the decline
in amortization payments (including prepayments) during 1980 to $§0.5 bil-
lion from $1.0 billion in both 1978 and 1979. Amortization payments
during 1981 totalled $0.7 billion. Although information is not complete
for 1981, it appears taat the average maturity of external debt at end-
1981 will be above the end-1980 level of 12.2 years, and the average grace
period will bde more than five years. The relative share of floating
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Philippines:

Debt Operations, 1977-81

Medium- and Long-Term External - -

1977 1978 1979 1980 1981
(In aillions of U.8. dollara)
Outstanding debt at end of period 1/ 5,004 6,200 7,137 8,554 10,054
Qutstanding debt at beginning of
period 3,932 5,004 6,200 7,137 8,554
Net drawings 899 832 1,114 1,053 1,210
Drawings 1,229 1,791 'f", 148 1,600 1"%'9'5,
Amortization (-)2/ 330 959 1,034 547 686
Adjustments 3/ 173 364 =177 364 290
Debt service 4/ 513 721 1,028 1,064 1,550
Amorti.ation 330 453 542 456 687
Interest 183 268 486 608 853
Prepayment - 506 492 92 4
Net debt 5/ 3,479 4,317 4,714 5,399 7,357
(In _per cent)
Debt sutstanding/GNP 24.0 25.6 24.0 24.1 25.9
Net cebt/GNP 16.7 17.9 15.9 15.2 19.0
Debt service/GNP 2.5 3.0 3.5 3.0 4.0
Debt outgtanding/exports of
goods and nonfactor services 131.2 146.5 129.9 123.5 137.7
Net debt/exports of goods and
nonfactor services 91.2 102.0 85.8 77.9 100.8
Debt service/exports of goods
and nonfactor services 13.4 17.0 18.7 15.4 21.1

Source:

1/ Excludes loans of a maturity of 1 year or less, and debt to IMF.
Includes prepayment of debt due in future years.
Includes audit adjustment and exchange rate charges.
Excluding prepayments of debt due in future years, and payments to IMF.

5/ Total medium- and long-term external debt outstanding less gross official

reserves. \

Data provided by the Philippine authorities.
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rate debt is estimated to have increased during 1981, and the average
spread on this debt is expactaed to havae declined in 1981, as it
has since 1978.

The increase in amortization payments and the increase in total
interest charges on floating rate debt due to high levels of reference
rates (LIBOR, SIBOR, etc.) resuited in an increase in debt service pay-
ments on medium— and long—-term external debt from $1.3 billion in 1980
to $1.6 billion in 1981 (including payments to IMF). Therefore, the
debt service ratio 1/ increased to 23 per cent in 1981, compared to
18 per cent in 1980, and debt service payments increased from 3.0 per
cent of GNP in 1980 to 4.0 per cent in 1981. Official debt eervice pro-
Jjections for 1982-87 based debt outstanding and/or approved as of
September 30, 1981 indicate that debt service payments will increase
sharply again in 1982 (Appendix Table XXVII).

By statute (RA 6142), the Central Bank is required to control
approvals of external debt, so that the debt service ratio (as defined
in the statute) does not exceed 20 per cent. Although the statutory
definitions are somewhat complicated, debt service includes bnth service
on medium and long-term as well as short-term external debt ‘he
denominator for the debt gervice ratio includes all external .e ats,
both capital and current, of the preceding year. As so defined, the
ratio increased to 19.0 per cent in 1981 from 18.7 per cent in 1980
(Appendix Table XXVIII), thus approaching the authorities' statutory
limit.

Although annual data on external debt classified by type of creditor
are only available through 1980, it appears that in recent years the
Philippines has become relatively more reliant on financial institutions
as a source of credit (Appendix Table XXIX). The share of financial
institutions as holders of medium- and long-term external debt (including
both public and privare debt) increased to 52 per cent by 1980 compared
with 42 per cent in 1977. At the same time, the share of debt deriving
from suppliers credits declined from 24 per cent in 1977 to less than
13 per cent in 1980.

VIi. Exchange and Trade System

The Philippinee has an exchange system under which the exchange rate
13 determined largely on the basis of demand and supply in the exchange
market. However, the authorities intervene when necessary to maintain
orderly coniitions iu the exchange market and for other policy objectives.
The U.S. dollar is the intervention currency, and at end-1981, the
exchange rate was £ 8.2 = US$l.

lj Defined as the ratio of amortization and interesit payments on
medium— znd long—term extermal debt (including payments to the IMF) to
exports of goods and nonfactor services.
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During 1975-80, the peso/U.S. dollar rate moved within a narrow band
(Appendix Table XXX). However, due to the depreciation of the dollar
against other major currencies, the pesc depreclated in real effective
terms through late 1978 (Chart 5). During 1979-80, the relatively high
rate of inflation in the Philippines brought about an appreciation of the
pesy in real effective terms of more than 18 per cent over 1978, bringing
the real effective exchange rate back to its 1975 level. During 1981,
the peso depreciated gradually by about 7.9 per cent with respect to the
dollar. Given the general strengthening of the dollar in international
markets in early 1981, the peso appreciated in trade-weighted nominal
effective terms by more than 6 per cent between December 1980 and July
1981 (Appendix Table XXX). During August-December 1981, the peso depre-
ciated by more than 6 per cent in nominal effective terus as the dollar
depreciated slightly in world markets. In real effective terms, the peso
appreciated by more than 9 per cent during December 1980-July 1981.
Although complete information is not yet available, it appears likely that
the peso depreciated in real effective terms by more than 5 per cent
during August-December. Therefore, the peso would have appreciated in
real effective terms by more than 3 per cent (December 1980-December
1981), and by nearly 2 per cent on a period average basis.

The Philippines maintains restrictions on payments and transfers for
current international transactions, including: (1) the requirement of
prior approval by the Central Bank for foreign exchange sales for speci-
fied imports; and (2) limits established by the Central Bank on foreign
exchange sales for specified invisible payments.

Import items are divided into ten categories according to type of
good and the degree to which they are determined to be essential by the
authorities. Foreign exchange sales for importation of items under three
categories--nonessential consumer goods (NEC), semi-unclassified consumer
goods (SUC), and unclassified consumer goods (UC)--require prior approval
and are generally tightly restricted or effectively banned. 1In 1980,
imports under these three categories accounted for 1.6 per cent of the
value of total imports.

Imports of items under the NEC category are restricted mainly for
balance of payments reasons, while those under the UC category are
restricted mainly for purposes of domestic protection; both categories
contain scme items restricted for other reasons such as health and
national security. As of end-May 1980, the number of tariff items in
these three categories was 1,306. As the first step in a phased
liberalization of exchange restrictions on imports to be implemented in
tandem with the tariff reform discussed in Annex I, effective January 1,
1981 agent banks were authorized to sell foreign exchange freely for
263 of these 1,306 tariff items. A further 610 items are scheduled to
be liberalized in 1982 and 87 items in 1983. Liberalization of the
remaining items subject to exchange restrictions, as well as items sub-
ject to trade restrictions, is being reviewed.



There are several other regulations governing imports, including the
following: (a) Importation cf certain items require clearance certifi~
cates from specified government agencies; foreign exchange for such
imports is automatically made available upon presentation of the appro-
priate clearance certificate to the Central Bank. These imports are
restricted wainly for protection and health reasons; the certificates
cequirement is only for monitoring purposes. (b) Payments for imports of
certain commodities (wheat, raw cotton, and leaf tobacco) are ‘permitted
when financed through certain official credit arrangements. This regula-
tion 18 intended to ensure utilization of available external commodity
assistance} 1f it can be demonstrated that such assistance is not avail-
able, impurts of the relevant commodities are allowed. (¢) Importation
of plant, machinery, equipment, and 3pare parts under deferred payments
arrangements with maturity periods longer than 360 days is subject to
prior approval by the Central Bank. If payment terms are cash or within
360 days, prior approval by the Central Bank is necessary for importation
by any single importer of nonagricultural machinery and equipment with an
aggregate value in excess of $50,000 within a calendar month, with the
exception of certified export—oriented firms, and other importers who
have obtained prescribed certification from the Board of Investment (BOI).
These regulations are geared to foreign debt management and the monitoring
of investment priorities. (d) Trade with state trading companies,
excepting Yugoslavia, must be effected through the Philippine International
Trading Corporation. (e) Certain authorized agent banks require marginal
import deposits of 50 per cent against the opening of letters of credit.

Limits established by the Central Bank for purchases of foreign
exchange for invisille payments mainly comprise the following:
(a) Exchange for traevel abroad: business travel abroad, foreign exchange
allowances depend upon whether the firm does or does not have foreign
exchange earnings, upon the rank of the employee, and upon the destina-
t? :n; these allowances vary from $35 per day to $150 per day plus repre-
scntation allowances; nonbusiness travel abroad, the allocation is
limited to $1,000 per year for travel to Africa, North Americe, South
America, Australia, Europe, Japan, the Middle East, and New Zealand; for
travel to Guam, Hong Kong, or any other neighboring country, the limit is
$600 per year. (b) Exchange for educational expenses abroad for students
undertaking degree courses at duly accredited institutions: for studles
in the United States, $250 a month for living and other out-of-school
expenses, plus the cost of tuition, books, etc.; for studies in Australia,
Europe, Japan, and New Zealand, $150 a month; any scholarship allowances
are deducted from these amounts. (c) Remittances to dependents of resi-
dents: $250 a month for each dependent living in the United States,
$200 a month if living in Australia, Europe, Japan, or New Zealand, and
$100 a month if living in other areas; allowances for dependents are
provided only for close relatives under conditions prescribed by the
Central Bank. (d) Remittances of royalties or rentals on patents, trade-
marks, and copyrights are freely permitted (net of taxes) for contracts
registered with the Central Bank, provided that the royalties do not
exceed 5 per cent of the wholesale price of the commodity that is manu-
factured locally under the royalty contract (2 per cent in the case of
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marketing service contracts), and certain other stipulations.

(e) Remittances of the producer's share of earnings made on motion
plcture films and rentals on television films are freely permitted pro-
vided that the shares or rentals do not exceed 60 per cent of net pro-
ceeds from films. (f) Profits earned and dividends declared by nonresi-
dents before January 1, 1973 may be remitted over a two-year period; the
unrenitted amounts outstanding are relatively small. Remittances of
profits and dividends (net of taxes) accruing to nonresidents out of net
profits realized since January 1, 1973 are permitted in full provided
that remittances are not financed from domestic credit. (g) Applications
for certain invisibles for which no basic allowance has been set are
considered on their merits “y the Central Bank.

The major changes in the exchange and trade system in 1981 are given
below.

March 9: Imports of citizen band radio receivers were prohipited
for purposes of national security.

April 14: Allowunces for purchases of foreign exchange for travel
abroad were increased substantially. For nonbusiness travel the per-
mitted allowance was raised from §500 to $§1,000 per annum for travel to
Africa, North and South America, Canada, New Zealand, Australia, Europe,
the Middle East, or Japan. For all other countries, the annual allowance
was raised from $200 to $600. Travelers under 12 years of age are
entitled to half of the standard allowance.

For busiress travel, a system of allowance was introduced which pro-
vides varying amounts depending upon whether the firm does or does not
have foreign exchange earnings, upon the rank of the employee, and upon
whether the destination is or is not onme of the countries or areas
enumerated above for nonbusiness travel. The higher allowances for
export-oriented firms introduced on September 8, 1980 remain in force.
Under the new regulations, senior officials of firms which have foreign
exchange earnings are entitled to $100 per day for travel to the
enumerated areas and $70 per day to all other areas; the corresponding
amounts for other employees of firms with foreign exchange earnings are
$70 and $50. Senior officials of firms which do not have foreign exchange
earnings are entitled to $70 per day for travel to the enumerated areas
and $50 per day for all other areas; the corresponding amounts for other
employees of such firms are $50 and $35. These per diem amounts may be
purchased for up to 20 days per trip; applications for travel abroad for
a fifth or subsequent time within one calendar year will be subject to
careful review by the agent banks to prevent abuse (MAAB No. 7).

June 26: All imports valued at more than $1,000 must be covered by
letters of credit and shall be subject to the release certificate require-
ment. Imports by prequalified producers and/or importers under documents
against acceptance (D/A) and open account (0/A) arrangements are exempt.
Certain imports valued at less than $1,000 are exempted from the release

certificate requirement -1f they are imported free of cost to the importer
(Circular 808).



November 10: The authentication requirement on commercial invoices
was abolished, and an import processing fee of P 250 was imposed on all
imports covered by a Formal Entry having an invoice value of # 5,000 or
WOYR.

Decemder 15: Unless specifically authorized by the Central Bank or
allowed under existing international agreements or Central Bank regula-
tions, no person shall take or transmit or attempt to take or transait
foreign exchange in any form out of the Philippines, directly, through
other persons, through the mails, or through international carriers.



- 53 - APPENDIX

Table I. Philippines: Growth Rates of Expenditure on Gross
National Product at Constant 1972 Prices, 1977-81

(In per cent per annum)

1977 1978 1979 1980 1981 1/
Consumption 7.3 4.4 4.4 4.8 4.7
Private 7.6 4-6 405 4.8 47
Government 5 0 3.3 3 8 4.8 4 n7
Gross domestic capital formation 3.9 6.3 7.4 6.0 2.4
Fixed capital formation 6.1 6.4 7.5 8.9 3.6
Construction 10.6 4.5 5.5 9.6 4.5
Government 17.2 7.8 8.5 5.0 5.1
Private 6.5 2.1 3.3 13.2 4 1
Machinery and equipment 1.6 8.4 9.5 8.3 2.8
Increase in stocks -5.0 6.2 6.9 -8.3 -5.0
Exports of goods and services 18.7 -1.3 9.9 15.5 -3.4
Imports of goods and services 6.4 12.5 11.4 6.5 -6.1
Expenditure on gross national
product 6.1 6.5 5.9 5.4 4.9
Memorandum item:
Growth rates of GNP at current
prices 16.1 15.6 23.2 21.1 18-7

Source: MNata provided by the Philippine authorities.

1/ Preliminary official estimate.
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8: Distribution of Expenditures on Gross

. National Product, 1970 and 1977~81

(At _current prices)

APPENDIX

_Pexcentage Share of GNP

1970 1977 1978 1979 1980 1981 1/
Conlunpt:lon 79.2 77.1 75.8 740‘ 75.5 74.8
Private 70.8 67.0 65.9 66.0 67 .4 66.9
Govermment 8.4 10.1 9.9 8.4 8.1 7.9
Gross domestic capital formation 21.5 28.7 28.9 29.9 30.5 30.1
Construction 6.2 12.8 12.4 13.1 13.8 13.8
Govermment: 1.0 5.3 5.3 5.8 5.8 5.8
Private 5.2 7.5 7-1 704 800 7-9
Machinery and equipment 9.8 10.8 11.3 11.6 11.8 11.5
Increase in stocks 5.5 5.1 5.2 5.2 5.0 4.8
Exports of goods and services 19.4 19.0 17.7 19.0 20.5 18.8
Imports of goods and services 19.7 22.5 23.2 24.3 26.0 24.2
Statistical discrepancy 1.3 -1.4 1.5 1.4 0.5 1.4
Gross domestic product 101.7 100.9 100.5 100.4 100.9 100.9
Net factor income from abroad =1.7 -0.9 0.5 -0.4 -0.9 -0.9
Gross national product 100.0 100.0 100.0 100.0 100.0 100.0

Source: Based on data provided by the Philippine authorities.

1/ Preliminary officlal estimate.
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- Table III.  Philippines: Growth Rates of Gross Domestic Product
by Indusetrial Origia at Constant 1972 Prices, 1977-81

{In per cent per annum)

1977 1978 1979 1980 1981 1/

Agriculture, fishery, and

forestry 5.0 4.8 5.3 4.9 4.3
Mining and quarrying 16.8 3.9 17.5 4.8 1.7
Manufacturing 7.5 6.8 5.4 5.9 5.1
Construction 6.0 6.9 7.0 9.7 5.8
Electricity, gas, and water 4.9 5.2 16.2 8.5 7.8
Transportation, communications,

and storage 4.5 5.6 2.0 4.6 4.1
Commerce 2.6 6.4 6.4 5.5 5.0
Service 5.3 5.0 5.5 5.8 4.9
GDP at market prices 6.0 5.8 5.7 5.8 4.8

Source: Data provided by the Philippine authorities.

1/ Preliminary official estimate.
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—— - -z - Table-1IV. Philippines: Distribution of Gross Domestic
. Product by Sector, 1970 and 1977-81 -

{(At_current prices)

_Percentage Share of GDP
1970 1977 1978 1979 1980 1981 lj

Agriculture, fishery

and forestry 27.7 27.5 26.4 25.4 23.3 22.5
Mining and quarrying 2.8 1.6 1.9 2.7 3.0 3.1
Manufacturing 22.6 24.3 25.4 25,1 25.8 26.4
Construction 3.6 7.3 7.1 7.2 7.8 7.8
Electricity, gas

and water 0.7 0.9 0.9 1.0 1.0 1.0
Transportation, communi-

cations and storage 4.2 5.4 5.5 5.6 6.2 6.2
Commerce 24.8 21.9 22.7 22.9 23.1 23.0
Services 13.6 11.1 11.1 10.3 10.2 10.0
GDP at market prices 100.0 100.0 100.0 100.0 100.0 100.0

Source: Based on data provided by the Philippine authorities.

1/ Preliminary official estimate.
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" Table V. Philippines: Production of Major Commodities, 1977-81

(Percentage changes from previous year)

1977 1978 1979 1980 1/ 1981 1/

Agriculture, fishery and forestry 3.8 9.7 5.6 2.1 ces
Agricultural crops production 2/ 4o 10.8 8.5 cee cos
Uce 4.8 6.8 4.4 5.6 =2.7
Corn 2.8 0.4 10.9 0.2 ses
Coconut products 3/ -11.1 2.1 =22.3 3.4 ces
Sugarcane -6.5 =12.2 -3.3 3.2 eee
Fruite and nuts 6.5 23.5 25.6 18.3 XK
F‘-shery 10-8 303 103 - se e
Forestry -7.0 -0.3 -9.0 -16.9 ess
Mining and quarrying 16.1 -3.9 4.8 9.6 ses
Metallic ore mining 19.5 -9.5 7-0 10-4 X
Gold 11.4 5.0 -6.5 20.3 17.5
Copper in concentrates 11.5 =5.2 8.4 5.7 0.5
Nickel 141.4 -19.7 12.7 18.2 -5.8
Nommetallic mining and quairying 1.0 25.5 =3.4 6.6 voe
Manufacturing 3.5 4.7 4.5 4.3 aes
Food, beverage, and tobacco 4.4 5.3 7.3 2.0 o
Textiles and leather 10.7 2.7 3.6 -1.5 sen
Wood and wood products 3.3 4.8 8.3 -0.7 ves
Paper, paper products and printing -4.9 9.2 5.4 15.6 ves
Chemical, chemical products, petrolsum
coal, rubber and plastic products 3.1 6.1 2.6 4.0 cee
Nonmetallic mineral products excluding
petroleum and coal products ~4 .9 6.7 6.8 22.6 ese
Basic metals 4.2 2.7 -0.1 11.9 see
Metal products, machinery and
equipment =-3.2 0.2 -2.1 9.9 e

Source: Data provided by the Philippine authorities.

1/ Actual or latest estimate.
2/ Crop year ending June 30 of year indicated.
3/ Copra equivalent.
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Table VI. Philippines: National Government Budgetary Revenue, 1977-82

1977 1978 1979 1980 1981 1982
Latest est. Estimates
‘In billions of Philippine pesos)
Tax revenue 17.0 20.5 25.9 30.5 31.7 36.0
Domestic-based taxes 10.7 12.7 16.5 18.9 20.7 23.8
Taxes on income and
profits (4.1) (5.1) (6.8) (8.7) (9.6) (11.0)
Excise duties (3.5) (4.1) (5.5 (5.6) (6.3) (7.2)
Sales and business tax (2.2) (2.4) (3.5) (3.7 (3.8) (4.5)
Other 1/ (0.9) (1.0) (0.7) (0.9 (1.0) (1.1)
Taxes on international
trade and transactions 6.3 7.8 9.4 11.6 11.0 12.2
Import duties 2/ (5.7) (7.4) (8.7) (11.2) (10.7) (11.9)
Export duties (0.6) (0.4) (0.7) (0.4) (0.3) (0.3)
Nontax revenue 3/ 3.0 3.5 3.6 4.2 4.0 4.7
Total revenue 20.0 24.0 29.5 34.7 35.7 40.7
(As per cent of total revenue)
Tax revenue 85.0 85.4 87.8 87.9 88.8 88.5
Domestic-~based taxes 53.5 52.9 55.9 54.5 58.0 58.5
Taxes on income and
profits (20.5) (21.7) (23.1) (25.1) (27.0) (27.0)
Excise duties (17.5) (17.1) (18.5) (16.1) (17.6) (17.7)
Sales and business tax (11.0) (10.0) (11.9) (10.7) (10.6) (11.1)
Other 1' ‘4.5) (4.1) (2.4) (2.6) (2.8) {2.7)
Taxes on international
trade and trana-
actions 31.5 32.5 31.9 33.4 30.8 30.0
Import duties 2/ (28.5) (30.8) (29.5) (32.3) (30.0) (29.3)
Export duties (3.0) (1.7) (2.4) (1.1) (0.8) (0.7)
Nontax revenue 3/ 15.0 14.6 12.2 12.1 11.2 11.5
Total revenue 100.0 100.0 100.0 100.0 100.0 100.0

Source: Data provided by the Miniastry of Finances.

1/ 1Includes property tax, documentary and stamp taxes, and unclassified tax

revenue.

2/ Consists of customs duties and import taxes.
3/ 1Includes administrative fees and charges, property income, and minor amounts

of grants.
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Table VII. Philippines: National Government Budgetary Expenditure, 1977-82

1977 1978 1979 1980 1981 1982
Latest est. Estimates

(In billions of Philippine pesos)

Current expenditure 17.7 19.2 20.6 24,5 26.5 30.4
Personel services 6.3 7.5 8.4 9.3 10.0 11.4
Maintenance and other

operating expenditure 9.7 9.6 9.2 11.4 12.0 13.5
Allotments to local

governments 0.8 0.8 1.2 1.5 1.7 2.2
Interest payments 0.9 1.3 1.8 2.3 2.8 3.3

Capital expenditure 3.0 7.0 9.2 13.6 21.1 20.8
Infrastructure 1/ 2.3 3.7 4.3 7.3 9.5 8.4
Other capital outlays 2/ 0.5 0.7 0.7 1.1 2.7 3.6
Equity contribution 2.2 2.4 3.4 4.5 7.9 3/ 6.6
Net lending - 0.2 0.8 0.7 1.0 2.2

Total expenditure 22.7 26.2 29.8 38.1 47.6 51.2

(As per cent of total expenditure)

Current expenditure 78.0 73.3 69.1 64.3 55.7 59.4
Personal services 27.8 28.6 28.2 24.4 21.0 22.3
Maintenance and other

operating expenditure 42,7 36.6 30.9 29.9 25.2 26.4
Allotments to local

governments 3.5 3.1 4.0 3.9 3.6 4.3
Interest payments 4.0 5.0 60 6.1 5.9 6.4

Capital expenditure 22.0 26.7 30.9 35.7 44.3 40.6
Infrastructure 1/ 10.1 14.1  14.4 19.2 20.0 16.4
Other capital outlays 2/ 2.2 2.7 2.4 2.9 5.6 7.0
Equity contributions 9.7 9.2 11.4 11.8 16.6 3/ 12.9
Net lending - 0.7 2.7 1.8 2.1 4.3

Total expenditure 100 O 100.0 100.0 100.0 100.0 100.0

Source: Data provided by the Ministry of Finance.

1/ Consists of investment expenditure by the Ministry of Public Works and
Kighways and by the Ministry of Transportation and Communication under the
Infrastructure Investment Program.

2/ 1Investment outlays not provided for under the Infrastructure Investment
Program.

3/ 1Includes P 500 million, or 1.1 per cent of total expenditure, for contri-
bution to the Industrial Fund.



Table VIII. Philippines:

APPENDIX

National Government Budgetary Revenue and Expenditure
Components as a Percentage of Gross National Product, 1977-82

1977 1978 1979 1980 1981 1982
Latest est. Estimates
Total revenue 13.0 13.5 13.5 13.1 11.7 11,5
Tax revenue 1.0 11.5 11.9 11.5 10.4 10.2
Domestic-based tax 6.9 7.1 7.6 7.1 6.8 6.7
Taxes on income
and profits (2.6) (2.9) (3.1) (3.3) (3.2) (3.1)
Excise duties (2.3) (2.3) (2.5) (2.1) (2.1) (2.0)
Sales and business tax (1.4) (1.3) (1.6) (1.4) (1.2) (1.3)
Other (0.6) (0.6) (0.4) (0.3) (0.3) (0.3)
Taxes on international
trade and transactions 4.1 4.4 4.3 4.4 3.6 3.5
Import duties (3.7) (4.2) (4.0) (4.2) (3.5) (3.4)
Export duties (0.4) (0.2) (0.3) (0.2) (0.1) (0.1)
Nontax revenue 2.0 2.0 1.6 1.6 1.3 1.3
Total expenditure 14.7 14.7 13.6 14.4 15.6 14.5
Current expenditure 11.5 10.8 9.4 9.3 8.7 8.6
Personal services 4.1 4.2 3.8 3.5 3.3 3.2
Maintenance and other
nperating expenditure 6.3 5.5 4.2 4.3 3.9 3.9
Allotments to local
governments 0.5 0.4 0.5 0.6 0.6 0.6
Interest payments 0.6 0.7 0.8 0.9 0.9 0.9
Capital expenditure 3.2 3.9 4.2 5.1 6.9 5.9
Infrastructure 1.5 2.1 2.0 2.7 3.1 2.4
Other capital outlays 0.3 0.4 0.3 0.4 0.9 1.0
Equity contribution 1.4 1.3 1.5 1.7 2.6 1.8
Net lending -— 0.1 0.4 0.3 0.3 0.7

Sources: Data provided by the Ministry of Finance, and staff estimate and
projection of GNP for 1981 and 1982, respectively.



- 61 - APPENDIX

Table IX. -Philippineo: ‘General Government Tax Ratios,71978-82

(In per cent of GNP)

1978-80 1981 1982
1978 1979 1980 Average Latest est. Estimates

National government

tax revenue 11.5 11.9 11.5 11.7 10.4 10.2
Domestic based taxes (7.1) (7.6) (7.1) (7.3) (6.8) {6.7)
Taxes on international

trade and transactions (&4.4) (4.3) (4.4) (4.4) (3.6) (3.5)

Local government
tax revenue 1/ 0.7 0.7 0.7 0.7 0.7 0.7

National gove.nment
plus local government
tax revenue 12.2 12.6 12.2 12.3 11.1 10.9

Social security
contributions 2/ 0.8 0.7 0.7 0.7 0.7 0.6

General government
tax revenue 13.0 13.3 12.9 13.1 11.8 11.7

Source: Data provided by the Ministry of Finance, and staff estimate and pro-
jection of GNP for 1981 and 1982, respectively.

1/ Excluding tax revenue allotments from the National Government.

z] Consists of employers' and employees' contributions to the SSS and
employees' contributions to the GSIS.
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Table X. Philippines: Selectad Average Interest Rates, 1977-81

(In per cent per annum)

Rediscount Interbank Commercial

Weighted average
interest rate

rate 1/ call rate bank loans (WAIR) 3/ LIBOR &/
1977: 1 5.92 12.87 13.93 5.11
II 5.87 11.33 .o 13.26 5.56
111 5.60 10.88 12.35 il.11 6.21
v 5.30 12.83 12.77 12.05 7.11
1978: 1 5.25 8.04 12.21 9.79 7.28
I1 5.01 9.44 12.34 10.14 7.84
111 4.99 12.00 12.90 11.32 8.71
v 5.20 12.45 12.68 11.63 11.08
1979: 1 4.43 13.27 12.56 12.45 10.87
I1 4.52 14.59 12.37 13.01 10.62
III 4.61 13.64 12,22 13.11 11.66
v 5.80 12.81 12.68 12.98 14.70
1980: 1 5.40 12.57 13.17 13.42 17.11
1x 5.85 13.34 13.26 13.88 11.15
111 5.23 8.88 13.42 12.23 12.08
v 5.62 12.69 13.47 13.53 17.10
1981: I 5.48 15.14 13.96 15.32 16.33
11 4.71 16.11 14.12 15.91 17.47
111 7.47 12.89 14.83 15.96 18.44
v 7.76 16.22 n.a. 16.18 13.80
Sources: Data supplied by the Central Bank of the Philippines; and

International Financial Statistics.

1/

.entral Bank loans to commercial banks.

2/ Based on total outstanding loans.
3/ Based on money market instruments.
4/ Three-month deposits for U.S. dollars.



- 63 -

*I1a 74 1z #97 A 4Snoy) 1 sEmI} Jo s ay3 syemby /T

‘ssparaoqIaw supddrTyqd 943 £q payrddns mang i931m0g

SELT  009°WT  O0BL'YT YO9'ET 2101 0§9°2t CL9°TT  WYG'ET  6T9'YT  ce0‘ZT [T kavom sazeswy ‘1IIA
°%0°1 'y "'t -~ - - - -~ - - sIps0dwp
000'T 00T 000'T  — - - - - - - o

! - A0IWIAISTUPRPY WOI WG

‘. . . P Jo
T 6T LT s0s'e Tes' 0sL‘c S6T'Y  €06'S  y¥E'S  ¥ES'S (1) =3y 290 °TIA
oY %501 1ot L6s'tY 6Cy 11 €69'T1 ] 441 1$8°11 6’11 106°6 (s100)) P ‘IA
o o - - - - - - - - an
0% oa - - - - - - - - a8

_ 30 vopavdpRIaNd Kby
108 Ty 91 - - - - -~ - - uequon

_ 01 eouwaaysen Lovelaemy

IPTYN JO

606°9 9uE‘L 09 6Ly'9 098°y €19'y y95'y T9E‘y €Ty 192'¢c euoTInIFIeat

0 TSTOWT]] 13410 U0 eI ) ‘A
o' (4 (114 - - - - - -~ - soun3spese Kousdiamg

PRI JO
oyt m'n 62401 {3y} 907°'01 £e6'L 1L 158%9 1AL {7 N suvq TRTAIaWm0d U0 eEIRT) ‘AL
09Y (f1] (1(1 LES 1343 (9 059 0.9 189 ™ I
T9Y91330 19ql0 Ga ewpeyy 11

09y't 900°€C 156°1 (1 TAd | gee’t £'E 681t 8Lt 662°% 0€9°Z s31s0d9p 10WUINA0Y
00§ 00§ 00§ - - - - - - -- 41 03 UOFINGFIIC)

_ ITA Jo
su‘Tt £09°0Y Siv'6 (13 M} §96‘9 080°9 8se'9 L6t'9 929 s JUIWUIAA0) UO SETRT)
899°9 109°¢ 816'¢L 0L9*S 0E9‘y 156°7 691'¢ 695 S0y 160°¢ WmMuaIA0) uo WD I I
(4 (314 £19'2 680 6L6°12 ozz'or 6L6°S1 €62'st $0S*4T 00§ ‘21 06¢'8 SITITTIAYT
€e6'0C  EYZ'6T  ¥s5'el (1L M ¢4 6C9'€E7 y1¥'02 €1c'0z 696°8T 997°81 901'N sioney
off‘z-  Oit‘t-  SE6- 9%s- 69€°C < N 020°s 'y 949°¢ 9TL's s39ese uljazo) I ‘1
e | *+¥ag (' W 33 *3d9s snp "Iy *33q *33q

1861 0861 661 9L6t

18-8L61 *Aouoy aazesay - eufddiTTyd o3 Jo AWY T8INH) ST

(¥osd SUTAATIT4d JO SUOTTTI BI)

‘IX aTqel



L - 64 - . APPENDIX

_- . Table XII. Philippines: Liquidity Multiplier and Mometary )
. - Ratios, 1977-81 ]

Monetary Ratios
Liquidity urrency Serve

multiplier 1/ Deposits 2/ Deposits 3/
1977: 1 5.00 16.8 11.9
II 5.01 16.1 14.0
III 5.06 16.0 13.5
Iv 4.48 18.1 14.8
1978: 1 ) 4.47 17.2 14.6
II 4,49 16.3 14.1
111 4.54 16.3 13.8
Iv 4.29 18.6 B 14.3
107 1 4.38 16.7 14.0
11 4.69 17.2 13.4
III 4.66 16.5 13.9
Iv 3.92 19.1 14.7
1980: 1 4.24 17.3 14.0
I 4.57 16.5 12.9
II1 4.84 15.2 13.2
Iv 4.19 17.7 14.3
1981: I 5.02 15.8 12.2
II 4.84 15.5 13.1
III 4.92 14.9 13.2
IV 4.44 17.5 11.5

Sources: Philippine Financial Statistics; the Central Bank of the
Philippines; and staff calculations.

1/ Defined as :Gatio of liquidity to reserve money.

27 Defined as ratio of currency in circulation to deposit liabilities
including deposit substitutes.

3/ Defined as ratio of banking system reserves (i.e., cash in vault,
balances at Central Bank, eligible government securities, and eligible
foreign securities and balances) to deposit liabilities including deposit
substitutes.
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Table XIII. Philippines: Reserve Position of Coamercial
Banks, 1977-81

Dec. Dec. Dec. Deac. Dec.
1977 1978 1979 1980 1981

(In millions of Philippine pesos)

Total reserves 5,460 6,185 6,992 8,172 8,221
Philippine National Bank 1,243 1,236 1,983 1,626 1,623
Octher commercial banks 4,217 4,949 5,009 6,546 6,598

Required reserves 5,270 6,308 6,942 7,549 8,649
Philippine National Bank 1,039 1,230 1,517 1,390 1,790
Other commercial banks 4,231 5,078 5,425 6,159 6,859

Excess reserves

(deficiency =) 190 =123 30 623 =429
Philippine National Bank 204 6 466 236 =167
Other commercial banks -14 -129 =416 387 ~262

(In per cent)

Total reserves/required
reserves 3‘6 -109 0.7 803 -500

Sources Philippine Financial Statistics; and data supplied by the
Central Bank of the Philippines.
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Table XV. Philippines: Distribution of Commercial Bank Credit
- by Sectors, 1977-81
Dec. Dec. Dec. Dee. Dec.
1977 1978 1979 1980 1981 1/
(In millions of Philippine pesos)
Agriculture 5,253.0 5,469.2 8,120.2 12,009.7 12,153.2
Mining 1,577.5 3,610.1 5,507.8 7,334.3 8,304.0
Commerce 11,74.2 13,879.8 14,045.6 11,210.7 11,517.6
Manufacturing 13,126.3 17,490.5 22,104.6 27,053.3 30,557.1
Construction 679.9 1,323.8 2,043.6 2,722.7 3,182.5
Services 3/ 916.2 1,402.1 2,510.0 2,610.6 3,376.1
Real estate 2,017.4 2,273.8 2,620.4 2,297.9 2,73%.3
Other 4,888.4 8,628.6 11,312.0 11,958.9 11,911.6
Total 40,172.9 54,077.9 68,264.2 77,198.1 B83,736.4
(In per cent)

Agriculture 13.1 10.1 11.9 15.6 14.5
Mining 3.9 6.7 8.1 9.5 9.9
Commerce 29.2 25.7 20.6 14.5 13.8
Manufacturing 32.7 32.3 32.4 35.0 36.5
Construction 1.7 2.4 3.0 3.5 3.8
Services 2/ 2.3 2.6 3.7 3.4 4.0
Real eatate 5.0 4.2 3.8 3.0 3.3
Other 12.1 16.0 16.5 15.5 14.2
Total 100.0 100.0 100.0 100.0 100.0

Source: Data supplied by the Central Bank of the Philippines.

1/ Preliminary.

27 Includes public utilities, transport, storage, and communications.
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Distribution of Credit of Other

Financial Institutions by Sectors,l/ 1977-81

Dec. Dac. Dac. Dec. Dec.
1977 1978 1979 1980 1981 2/
(In millions of Philippine pesos)
Agriculture 6,321.5 7,691.9 8,928.2 9,949.4 10,892.5
Commearce 271.5 349.1 677.2 1,334.0 2,300.2
Industry 4,753.3 5,966.6 6,639.8 9,494.6 11,342.3
Real estate 6,556.4 7,431.1 9,053.4 10,703.2 11,348.8
Consumption 1,606.8 1,892.0 2,452.6 3,325.6 3,479.9
Other - 8,277.6 5,984.8 7,215.3 8,123.7 9,667.5
Total 22,787.1 29,315.5 34,966.5 42,930.5 49,031.2
, (In per cent)
Agriculture 22.7 26.2 25.6 23.2 22.2
Commerce 1.0 1.2 1.9 3.1 4.7
Industry 17.1 20.4 19.0 22.1 23.1
Real estate 23.6 25.3 25.9 24.9 23,2
Consumpt ion 5.8 6.5 7.0 7.7 7.1
Other 29.8 20.4 20.6 19.0 19.7
Total 100.0 100.0 100.0 100.0 100.0
Source: Data supplied by the Central Bank of the Philippines.

1/ Consists of credits of rural banks, specialized banks, and other Government

nonbank financial institutions (SSS, GSIS, and ADA).

counting of interbank loans.
2/ Preliminary.

Includes some double
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Table XVIII. Philippines: Rediscount Policy of Central Bank, 1980-81

Maximum
Loan valus Rediscount rate lLending rate 1
12731780 12731781 12731780 12731781 1 1
(In_per cent) (In_per cent per annum)
Eligible paper with original
-a:ur!tz os one year
Supervised credits 2/ 100.0 100.0 1.0 3.0 12.0 12.0
Nonsupervised credite E1) 80.0 80.0 3.0 8.0 12.0 14.0
Ssall- and medium-scale
industries 80.0 80.0 3.0 8.0 12.0 14.C
Export industries
Nontradicional 100.0 80.0 4.0 3.0 10.0 12.0
Traditional 4/ 80.0 80.0 6.0 8.0 12.0 14.0
Special programs 3/ 80.0-100.0 100.0 4.0-3.0 3.0 10.0-6.0 6.0
Eligible r with original
maturity of more than one vear
Supervised credits gj 100.0 100.0 1.0 3.0 12.0 12.0
Other
Two-year or less original
maturity 80.0 80.0 10.0 10.0 16.0 16.0
More than two-year original Leadin
maturity 80.0 80.0 12,0 rate 18.0 No ceilin

minus 6%

Source: Data supplied by the Central Bank of the Philippines.

1/ 1Includes service charges.

2/ 1Includes food production programs (i.e., rice), agrarisn refora, cotton, and certain
cottlge industries.

3/ Includes basic food production (milling of rice and corn..

4/ Traditional exports are defined as commodities where export value in 1979 was
US$10 million or more. Prior to June 26, 1981 definition was export value in 1968 of
US$S million or more. All other connod;tze. are treated as nontraditional exports.

5/ 1Includes National Grain Authority procurement of corn, sorghum, soybeans, and mango,
Food Terminal, Inc., and Grains Quedan.
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- - __. Table XX._ Philippines: Export Indices-1978-81
{1978 = 100)
Est.
1978 1979 1980 pL )l
(Voluma indices)
Principal primary products 100.0 90.0 97 .6 101.4
Of which: Coconut products 100.0 76.5 85.5 95.5
Sugar and products 100.0 85.0 160.5 109.4
Forest products 100.0 97.7 76.4 86.1
Copper concentrates 100.0 117.1 127.6 121.6
Nontraditional manufactures 100.0 110.1 143.7 157.8
Other nontraditional exports 100.0 129.8 156.1 147.4
Other 100.0 103.9 104.2 179.7
Total exports 100.0 101.1 125.8 129.5
(Unit value indices)
Principal primary products 100.0 143.4 143.2 134.1
O0f which: Coconut products 100.0 147.8 105.4 93.0
Sugar and products 100.0 108.0 192.2 258.8
Forest products 100.0 152.8 167.0 141.5
Copper concentrates 100.0 150.2 170.8 148.0
Nontraditional manufactures 100.0 128.2 135.2 139.3
Other nontraditional axports 100.0 107 .6 109.5 113.8
Other 100.0 129.0 159.6 129.5
Total exports 100.0 132.9 134.3 133.3
(Value indices) :
Principal primary products 100.0 129.1 139.7 136.0
0f which: Coconut products 100.0 113.1 90.1 88.8
Sugar and products 100.0 91.8 308.4 283.1
Forest products 100.0 149.3 127 .6 121.9
Copper concentrates 100.0 175.9 218.0 180.0
Nontraditional manufactures 100.0 141.1 194 .4 219.8
Other nontraditional exports 100.0 139.7 171.0 167.8
Other 100.0 134.0 166.3 232.7
Total exports 100.0 134.3 169.0 172.6

Source: Data provided by the Philippine authorities.
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Table XXI . Philippines: Composition of Exports, 1977-81
Prel.
1977 1978 1979 1980 1981
(In millions of U.S. 'dollars)

Principal primary products 1,829 1,704 2,199 2,524 2,318
Coconut products (763) (910) (1,029) (820) (808)
Sugar and products (535) (216) (240) (659) (603)
Forest products (263) (328) (490) (500) (457)
Copper concentrates {268) (250) (440) (545) (450)

Nontraditional manufacturers 660 1,028 1,458 1,920 2,272
Of which: Garments {246) (327) (40S) {500) (610)

Electrical and electronic
equipment and components (116) (244) (397) (643) (780)
Other nontraditional exports 1/ 172 177 246 278 238
Other 2/ 490 516 698 1,066 1,082
Total 3,151 3,425 4,601 5,788 5,910
(In per cent share)

Principal primary products 58.0 49.8 47.8 43.6 39.2
Coconut products (24.2) (26.6) (22.4) (14.2) (13.7)
Sugar and products (17.0) (6.3) (5.2) (11.4) (10.2)
Forest products (8.3) (9.6) (10.6) (8.6) (1.7)
Copper concentrates {8.5) (7.3) (9.6) (9.4) (7.6)

Nontraditional manufactures 20.9 30.0 31.7 33.2 38.4
Of which: Garments (7.8) (9.5) (8.8) (8.6) ~ (10.3)

Electrical and electronic
equipment and components (3.7) (7.1) (8.6) (11.1) (13.2)
Other nontraditional exports 1/ 5.5 5.2 5.3 4.8 4,0
Other Zf 15.6 15.0 15.2 18.4 18.4
Total 100.0 100.0 100.0 100.0 100.0
Source: Data provided by the Philippine authorities.

1/ Mainly coffee, rice, and iron ore.
2/ Mainly fruits and vegetables, gold, nickel, marine products, unmanufactured

tobacco, and abaca fibers.
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APPENDIX
- - - Table XXII.- Philippines: Import Indices, 1978-81
(1978 = 100)
Eet.
1978 1979 1980
(Volume indices)

Capital goods 100.0 110.8 115.6 112.5
Rav materials and intermediate

goods 100.0 109.4 116.6 110.4

Consumar goods 100.0 109.6 122.4 122.4

Subtotal: non-0il imports 100.0 110.8 117.3 113.2

Petroleum and petroleum products 100.0 99.2 99.0 101.9

Total imports 100.0 109.2 111.8 108.5

(U~it value indices)

Capital goods 100.0 114.1 121.6 129.6
Raw materials and intermediate

goods 100.0 118.5 129.2 139.1

Consumer goods 100.0 105.9 119.4 143.5

Subtotal: non-oil imports 100.0 115.3 124.9 135.5

Petroleum and petroleum producta 100.0 136.5 219.6 259.2

Total imports 100.0 117.7 144.3 162.6

(Value indices) j
£

Capital goods 100.0 126.4 140.6 145.8
Raw materials and intermediate

goods 100.0 129.6 150.7 153.5

Consumer goods 100.0 116.1 146.2 175.6

Subtotal: non-oil importa 100.0 126.8 146.5 153.4

Petroleum and petroleum products 100.0 135.4 217.5 264.0

Total imports 100.0 128.6 161.3 176.4

Source: Data provided by the Philippine authorities.
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APPENMDIX
_ Table XXIII. Philippines: Composition of Iamports, 1977-81
Prel.
1977 1978 1979 1980 1981
{(In millions of U.S5. dollars)

Petroleum and petroleum products 984 1,015 1,371 2,226 H2,713

Non—-oil imports 2,931 3,717 4,771 5,501 5,687

Capital goods (1,077) (1,401) {1,785) (1,986) (2,034)
Raw materials and

intermediate goods (1,470) (1,899) (2,489) (2,877) (2,892)

Consumer goods (384) (&417) (497) (€38) (761)

Total 3,915 4,732 6,142 7,727 8,400

{In per cent share)

Petroleum and petroleum products 25.1 21.4 22.3 28.8 32.3

Non-o0il imports 74.9 78.6 77.7 71.2 67.7

Capital goods (27.6) (29.6) (29.1) (25.7) (24.2)
Raw =matorials and

intermediate goods (37.5) (40.1) (40.5) (37.2) (34.4)

Conaumer goods (9.8) (8.9) (8.1) (8.3) (9.1)

Total 100.0 100.0 100.0 100.0 100.0

Source: Data provided by the Philippine authorities.
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Table XXIV. Philippines: Direction of Trade, 1977-80 -

(In per cent)

Exports, f.0.b. I!gptt., f.0.b.
1977 1978 1979 1980 1977 1978 1979 1980

United States 35.3 33.8 30.1 27 .4 20.4 21.0 22.8 23.1
Japan 23-1 2309 26-1 2605 2‘-9 2702 22-8 19-8
European Economic Community 18.5 18.5 20.2 16.9 12.0 12.6 13.9 10.7
0f which: Germany (4.4) (4.2) (4.9) (4.4) (3.4) (3.9) (4.5) (4.2)
Netherlands (8.9) (8.2) (7.8) (6.3) (1.2) {(1.5) {1.6) (1.5)

Unirzd Kingdom (2.2) (2.6) {3.0) (2.5) (3.7) 3.6) {3.2) (2.3)

France (1-4) (1.6) (2.7) (1-6) (200) (2-1) (208) (1-2)

Middle East 1.0 1.7 1.3 2.0 18.1 14.9 15.7 21.1
Of which: Saudi Arabia (0.4) (0.6) (0.4) (0.5) (8.3) (5.6) (6.0) (10.3)
Kuwait (0.1) (0.1) (==) (0.1) {3.5) (3.4) (4.6) (5.3)

Iraq (-=) (0.5 (0.4) (0.8) (3.0) (3.1) (3.0) (2.5)

ASEAN 4.0 6.1 4.1 6.5 6.7 5.8 5.9 6.3
Of which: Indonesia (0.7) (2.6) (1.0) (1.8) (3.9) (3.1) (3.0) (2.3)
Malaysia (0.9) (1.1 (1.2) (1.6) (1.6) (1.2) (1.5) (2.0)
Singapore (2.1) (2.1) (1.4) (2.0) (0.8) (1.1) (1.3) (1.6)

Australia 1.9 2.2 2.0 1.7 4.3 3.5 3.4 2.8
Hong Kong 1.6 2.6 3.4 3.3 1.6 2.3 2.5 2.5
South Korea 0.1 1.9 3.1 3.5 0.6 1.1 1.5 1.8
USSR 4.1 1.2 1.8 3.3 0.1 0.1 0.1 0.3
China, Peoples' Republic of 3.4 1.4 1.1 0.8 2.0 2.4 2.0 2.7
Other 7.0 6.7 6.8 8.1 9.3 9.1 9.4 8.9
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Source: Data provided by the Philippine authorities.
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—- Table XXV. Philippines:--Capital Account of the BSalance of Payments, 1977-81
" (In millions of U.S. dollars) v

1977 1978 1979 1980 1981

Capital movement 962 1,082 997 1,699 1,926
Direct investment (net) -216 171 99 45 392
Nuclear power project (net) -13 -12 1) 43 43
Exc¢eptional financing (net) 19 59 60 52 200
Trust Fund (19) (59) (60) (52) -=)
IBRD Structural Adjustment Loan (=) (-=) (=-=) (=) (200)
Other medium- and long-term loans {net) 556 749 951 956 957
Other short-term capital (net) 411 263 *80 765 202
Monetization of gold - 32 41 128 400
Allocation of SDRs -— - 28 29 27
Errors and omissions -227 -180 =273 =319 =295

Source: Data provided by the Philinpine authorities.
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. Table XXVI. Philippinas:

" Banking System, 1977-81

Net International Reserves of the

APPENDIX

December 31
1980 “19BY
{(In millions of U.S. dollars)
Net international reserves 243 153 -426 -778 -1,265
Gross reserves 2,263 3,195 3,731 5,059 5,315
Central Bank 1,525 1,883 2,423 3,155 2,707
Comnmesrcial banks 738 1,312 1,308 1,904 2,608
Reserve liabilities 2,021 3,042 4,157 5,837 6,580
Central Bank 602 689 1,175 2,150 2,406
Commercial banks 1,419 2,353 2,978 3,687 4,174
Of which: FCDU deposits (1,160) (1,878) (2,402) (3,077) (3,049)

Source: Data provided by the Philippine authorities.
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Table XXVII. Philippinea: Projected Debt Service Payments on Medium~

and Long-Term Debt, 1982-87 1/
{In millions of U.S. dollars)

1982 1983 1984 1985 1986 1987
Service payments on debt outstanding as

of September 30, 1981

Public sector 1,079 1,222 1,281 1,320 1,288 996
Interest 2/ 665 692 7% 600 %83 355
Amortization 414 530 608 720 805 641

Private sector 682 669 641 652 498 361
Interest 2/ 324 298 269 234 169 113
Amortization 358 371 372 418 329 248

Total 1,761 1,891 1,922 1,972 1,786 1,357
Service payments on debt approved but

not drawn as of September 30, 1981 3/

Publ.ic sector 120 157 205 268 475 605
Interest 2/ 64 91 115 134 183 209
Amortization 56 66 90 134 292 396
Private sector 141 197 242 248 271 281
Interest 2/ 87 108 T08 96 98 96
Amortization 54 89 134 152 173 185
Total 261 354 447 516 746 886
Total service payments 2,022 2,245 2,369 2,488 2,532 2,243
Interest 1,140 1,189 1,165 1,064 933 773

Amortization 882 1,056 1,204 1,424 1,599 1,470

Source: Data provided by Philippine authorities.

1/ Excludes IMF.
2/ Interest on floating rate loans assumed to be 15 per cent per year.

3] Including debt contracted but undisbursed and debt approved but not yet con-

tracted.
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Table XXVIII. Philippines: External Debt Service Ratios, 1977-81,
as Defined Statutorily
(In millions of U.S. dollars)

1977 1978 1979 1980 1981
Total foreign receipts 1/ 5,289 5,593 6,741 7,874 9,203
Current receipts 3,258 3,814 4,371 5,562 7,093
Capital receipts 2,031 1,779 2,370 2,312 2,110
Debt service payments 2/ 727 1,007 1,253 1,473 1,753

Debt service ratios per Statute 3/
(in per cent) 13.7 18.0 18.6 18.7 19.0

Source: Data provided by Philippine authorities.

1/ As defined under External Debt Service Limitation Law (RA. 6142).
2/ Includes amortization and interest payments on short-, medium— and long-

term external debt.

3/ Limit for debt service ratios as defined by Statute is 20 per cent.
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. :_.. Table XXIX. Philippines: Structure of Medium- and Long-Tera
- External Debt (Disbursed), 1977-80 1/

1977

1978

1979

1980

Total

By creditor
-Suppliers' credits
Financial institutions
Bonds
Multilateral loans
Bilateral loans

By maturity

Over 1 year up to and
including 5 years

Over 5 years up to and
including 12 years

Over 12 years up to and
including 15 years

Over 15 years

By interest rate
No interest

Over 0 per cent up to and

including 3 per cent

Over 3 per cent up to and

including 6 per cent

Over 6 per cent up to and

including 9 per cent
Over 9 per cent
Floating rate

Total

By creditor
Suppliers' credits
Financial institutions
+ Bonds
Mvitilateral loans
Bilateral loans

(In millions of U.8. dollars;

5,004

1,203
2,116
501
579
605

308
2,903
362
1,431
55
197
582
2,207

272
1,691

and end of period)

6,200 7,137 8,554

1,172 862 - -1,089

2,689 3,663 4,457

776 890 966
761 959 1,222
801 763 820
258 181 168

3,514 3,984 4,802

475 513 )
1,952 2,459 ) 3,584
78 74 P
244 12 ass
747 719 e
2,941 3,284 ess
283 294 ase
1,906 2,354 3,186

(In per cent share)

100.0 100.0 100.0
18.9 12.1 12.7
43.4 51.3 52.1
12.5 12.5 11.3
12.3 13.4 14.3
12.9 10.7 9.6

Source: Data provided by the Central Bank of the Philippines.
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_ = _--___-Tabla _XXIX. (concluded) Philiprines: Structure of Medium— and - ___
— - - _Long=Term External NDept (Disbursed) 1977-80 1/ ;

1977 1978 1979 1980
By maturity

Over 1 year up to and

including 5 years 6.2 4.2 2.5 2.0
Over 5 years up to and

including 12 years 58.0 56.7 55.8 36.1
Over 12 years up to and

including 15 years 7.2 7.7 7.2 ) _
Over 15 years 28.6 21,5 34.5 ) 41.9

By interest rate

No interest 1.1 1.3 1.0 oo
Over O per cent up to and

including 3 per cent 3.9 3.9 5.8 eee
Over 3 per cent up to and

including 6 per cent 11.6 12.1 10.1 ess
Over 6 per cent up to and !

including 9 per cent 44.1 47.4 46.0 ; eea
Over 9 per cent 5.5 4.6 4.1 L e
Floating rate 33.8 30.7 33.0 37.2
Source: Data provided by the Philippine authorities. t

&/ Original maturity over 1l year, excludes IMF credit.
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"~ Table XXX. Philippines: Exchange Rate Movements, 1975-81 1/

Trade Weighted Index 2/

Peso/US$ rtate Peso/SDR rate Nominal Real 3/
1975 7.25 8.80 100.0 100.0
1976 7.44 8.59 99.3 97.6
1977 7.40 8.64 96.1 94.6
1978 7.37 9.22 86.7 B6.8
1979 7.38 9.53 88.1 96.9
1980 7.51 9.78 86.7 100.8
1981 7.90 9.32 85.6 102.5
1978 1 7.37 9.00 90.5 90.3
11 7.36 9.03 88.6 87.2
I11 7.36 9.31 84.1 84.5
v 7.37 9.56 83.5 85.4
1979 I 7.38 9.51 86.1 88.7
II 7.38 9.41 88.5 96.3
III 7.37 9.60 87.8 99.3
IV 7.38 9.61 90.1 103.1
1980 1 7.42 9.67 90.5 104.2
I1 7.49 9.72 86.6 99.6
II1 7.55 9.97 85.1 99.5
IV 7.58 9.75 84.5 99.9
1981 1 7.68 9.54 84.6 99.8
1I 7.86 9.29 86.1 101.1
111 7.96 9.03 87.8 106.6
IV 8.10 9.41 83.9 102.5
1981 June 7.95 ﬁf 9.18 ﬁj 86.7 102.3
July 7.95 9.03 89.0 108.3
August 7.96 8.93 87.6 106.5
September 7.99 9.14 86.9 104.9
October 8.06 9.31 86.0 104.1
November 8.11 9-46 8206 100.6 2/
December 8.20 9.54 83.0 102.7 5/

Sources: IMF, International Financial Statistics and staff calculations.

1/ All data are period averages.

2/ A decrease in the number indicates a depreciation.

3/ Adjusted for changes in relative consumer prices.

4/ End of period.

5/ Based on real exchange rate movements of a smaller basket of currencies,
which comprise 87 per cent of the larger basket.
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Tariffs and Fiscal Incentives

1. Tariffe

In early 1981, the Philippine authorities began a comprehensive
reform of the external tariff to be implemented over the four—year period
1981-85. The objectives of cthe reform are to increase efficiency and
international competitiveness of Philippine industry by lowering the
overall level of protection and having more uniform tariff rates across
and within sectors. Under the reform, overall effective rates of protec-
tion for the economy will be reduced from 36 per cent to 23 per cent and
for the manufacturing sector from 44 per cent to 29 per cent.

The first phase of the reform, involving a reduction in nominal peak
rates (1.e., rates in excess of 50 per cent) to no more than 50 per cent,
was implemented in two steps: on January 1, 1981, and on January 1, 1982.
In January 1981, a program for phased realignment of tariff rates in
14 major industry subsectors over the next four years was introduced.l/
These 14 industry subesectors are: food processing; textiles and gar-
ments; leather and leather products; pulp and paper; iron and steel;
cement; automotive; wood and wood products; motorcycles; ceramics/glass;
electrical/electronics; domestic appliances; machineries; and furniture.
In August 1981, after a review of the remaining line items of the Tariff
Code, a four-year program for phased realignment of tariff rates was
introduced for the follcwing ten industry subsectors: agricultural and
forest products; pharmaceuticals, cosmetics and perfumery; detergents,
miscellaneous chemical products, basic industrial chemicals, fertili-
zers and pesticides; miscellaneous manufactures; sundries; railway and
ailr transport; basic nonferrous metal, mining and gquarrying; petroleun
refinery; plastic, rubber and rubber products; and photographic, cinema-
tographic and optical products.2/ The realignment of tariff rates, has
to date, been Implemented as scheduled. While most of the modifications
in tariff rates involve reductions, for certain iteme the new tariff
rates are higher, especlally for capital goods which have had low rates
and/or which the authorities believe can be produced economically in the
Philippines. Typical increases are from rates of 10 per cent and 20 per
cent to 20 per cent and 30 per cent, respectively.

The impact of the tariff reform on govermment revenue is difficult
to assess. In the budget for 1981 the revenue loss was estimated at
P 120 million, but this estimate was later revised upward to P 400 mil-
lion. For 1982, the authorities estimate an additional revenue loss
of P 180 million, resulting from the tariff changes implemented in
January 1982. The authorities have also prepared "high"” and "low"

1/ The tariff changes involving reductions in nominal peak rates
and realignment of tariff rates in these 14 major industry subsectors
are embodied in Executive Orders 609 and 632A which took effect on
January 1, 1981.

2/ The tariff changes in these ten industry subsectors are embodied
in Executive Order 706 which took effect on August 16, 1981.
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egtimates of the impact on revenue for 1985, after the completion of

the reform, depending on aliernative assumptions about the responsiveness
of domestic supply and demand to changes in tariffs. According to these
estimates, govermment revenue will remain unchanged (low estimate) or
increase by 5 per cent (high estimate) as a result of the tariff reform.
The low revenue estimate assumes that imports will increase by 5 per cent

in value terms, while the high revenue estimate is based on a 14 per cent
increase in the value of imports.

2. Fiscal incentives

The widespread fiscal incentives system (mainly in the form of tax
concessions and exemptions as well as tax credits and subsidies) has had,
over the years, a significant effect on the structure of industrial
production,l/ Although the Investment Incentives Act of 1967 and the
Export Incentives Act of 1770 were substantially modified in subsequent
years, the system of fiscal incentives has continued to suffer from a
number of shortcomings. First, it has had a capital-cheapening effect,
encouraging an industry mix and a choice of technology that were exces=-
sively capital intensive. Second, to the extent that the investment
inrentives de facto have discriminated against small- and medium- size
enterprises and labor-intensive industry, they have indirectly discour-
aged regional dispersal since these industries are ones that might be
expected to locate outside Metro Manila. Third, there appear to have
been substantial costs in terms of revenue foregone.

The authoritiez are currently in the process of finalizing a major
reform of the system of fiscal investment and export incentives which
would alleviate some of the present aystem's shortcomings. Thus, the
number of incentives would be sharply reduced, and incentives would
focus more clearly on achieving such specific objectives as employment
creation, export promotion, and regional dispersal of industry, and
would be more closely linked to performance. The costs of the new system
of fiscal incentives are difficult to assess; preliminary estimates
indicate that the amount of revenue foregone will be reduced, but great
uncertainty is attached to any such estimates. The authorities expect
that the new system will become effective from January 1, 1983; for a

transition period, however, the present system will continue to operate
for certain incentives.

1l/ A detailed review of the system of fiscal incentives is presented
in Philippines—--Use of Fund Resources--Suppleumentary Material, SM/78/132.
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Development Plan, 1983-87

The major quantitative macroeconomfc targets of the Five-Year
Develcpment Plan (1983-87) are set out in the table below. In addition
tos the targets indicated in the table, it is projected that GNP at current
prices will be # 775 billion in 1987, resulting in a per capita income of
# 13,680, compared to P 5,471 in 1980. The inflation rate is projected to
average around 9 per cent yearly during the Plan period. The average
annual growth rate for employment is projected to be 3.7 per cent, while
overseas employment is expected to reach 500,000 by 1987, compared to
200,000 in 1981.

Real GNP 1is prcojected to grow by 6.5 per cent on average in 1983-87,
assuming moderate world economic recovery and structural adjustment
measures. Real private consumption expenditure is projected to increase
at a faster pace (5.4 per cent) than in recent years because of higher
incomes, moderate price increases, and liberalized imports of consumer
goods. Gross domestic capital formation is projected to increase by 7 per
cent in real terms during the Plan period, somewhat higher than the
growth achieved in recent years. Export volume is expected to rise by
10 per cent per annum; the share of nomtraditional manufactured exports to
total exports is expected to increase sigaificantly.

During the Plan period, the industrial sector 18 expected to be the
leading growth sector. Manufacturing output 1is projected to increase by
7.9 per cent, largely attributed to the Government's industrial restruc-
turing program. The Plan aims at industrial development along the lines
of comparative advantage, which would imply primarily labor-intensive
industries, together with selected capital-intensive industries based on
domestic raw materials. Mining and quarrying output 1is projected to grow
by 6.6 per cent per annum, reflecting higher world prices, development of
new mining areas, and increased processing capacity of local firms. The
growth rate of the agricultural sector is projected at 5 per cent per
annum, almost the same growth as the previous Plan period. Agricultural
expansion will be sustained by increased productivity. It 1is estimated
that 2.0 million hectares would be irrigated in 1987, compared to
1.4 millicn hectares in 1982. Rice cultivation, which is largely based
on irrigated land, is projecred to increase by 3.7 per cent annually
during the Plan period. Emphasis will also be placed on the development
of nontraditional foodcrops.
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Philippines: Targeted Plan Growth Rates

I
I

| i (At ~onstant prices)

Targeted growth rate, 1983-87
(Per cent per annum)

Expenditures on gross national Product
Personal consunption
Govermment consuaption
Gross domestic capital formation
Fixed capital formation

.

Construction
Of which: Govermment
Private

Durable equipment
Increase in stocks
Exports of goods and nonfactor services
Imports of goods and nonfactor gervices

* 5 & & & o @
ut S OVNOVMOWEHEDO®N™

Gross national product

Industrial origin of gross national product

Agriculture, fishery, and forestry 5.0
Industry 7.7
Of which: Mining and quarrying 6.6
Manufacturing 7.9
Construction 7.3
Electricity, gas, and water 8.9
Services 6.1

Source: NEDA, Philippine Development Plan, 1983-87.
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Foreign Currency Deposit and Offshore Banking
Systems-—=A Short History

The financial system of the Philippines is relatively well developed
and ‘ncorporates commercial banks, thrift banks, specialized banks such aa
the Developnent Bank of the Philippines and the Land Bank of the Philip-
pines, inventment ho 'ses, finance companies, and pension and insurance
funde. One element of this complex financial structure is the foreign
currency operations of Foreign Currency Deposit Units (FCDUs) and Offshore
Banking Units (OBUs). These institutions were created to channel offshore

funds to the Philippines for lending operations approved by the Central
Bank.

In 1970, the monetary authorities of the Philippines under Monetary
Board Resolution 1104 and Central Bank Circular 304 permitted residents
and nonresidents to open foreign exchange accounts in authorized local
commercial banks. Foreign currency could be deposited into demand,
savings, ox time accounts. One objective of this change was to provide
incentives for residents living oversgeas, particularly workers that held
foreign exchange in bank accounts abroad, to deposit foreign currency in
the Philippines. Toward this goal, the regulation provided that the with-
drawal of funds could take place without resgtrictions other than those
agreed by the customer and the bank (e.g., as to maturity); that any future
changes in Central Bank regulations would not apply to existing deposits;
and that numbered accounts were permitted. Usury ceilings were not appli-
cable to foreign currency deposits or loans. The circular did not alter
the surrender requirement on exports and inward receipts of current trans-
actions but it did exempt foreign exchange deposited by residents in an
authorized account from the surrender requirement. A reserve requirement
of 15 per cent on which the Central Bank pays interest was imposed on
these foreign currency deposits. The remainder of foreign currency
deposits could be redeposited abroad or with the Central Bank, lent to
domestic residents in foreign exchange, or swapped with the Central Bank
to fund peso loans. Any loan to a domestic borrower (either in domestic
or foreign currency) must receive prior approval of the Central Bank
through MEDIAD just as all external borrowings dc. Loans are made to
firms that are export-oriented as defined by Central Bank regulations or
are registered with the Board of Investments under the Export Incentives
Act (R.A. No. 6135). Except for foreign exchange converted under a swap
arrangement, deposit liabilities must be matched with an asset in the
same foreign currency; thus, no exposure to risk arising from exchange
rate changes is permitted (i.e., no open foreign exchange position). To
ensure that adequate foreign exchange cover 1is provided, foreign currency
loans are limited to short-term maturities which are readily marketable.

In 1972, to provide a firmer legal basis for the operation of
foreign currency accounts, legislation was passed (R.A. No., 6426——Foreign
Currency Deposit Act of the Philippines) which formalized the earlier
decision of the Monetary Boara--in particular, the withdrawal privileges,
secrecy provisions, and operating rules discussed above. kligibility
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requirements for banks to accept foreign currency deposits were also for-
malized and included: paid-in capital of P 20 million; ratio of capital
account to total risk assets of not less than 15 per cent; and no suspen—-
sion of lending operations in the previous eix months. Banle already
operating under Central Bank Circular (CBC} No. 304 were authorized auto-
matically. While banks under CBC 304 were permitted to "pay interest in
foreign currency or such deposits outside the regulatory ceilings” under
the new Act they were limited to the maximum provided by law. The Mone-
tary Board implemented the new Act by issuing CBC No. 343, and institu-
tions authorized to open a FCDU were termed "343™ banks. After authori-
zation by the Central Bank, a commercial bank only had to create a new
entry in its balance sheet to accommodate foreign exchange accounts in
order to go into business.

In late 1976, further efforts were made to attract foreign exchange
resources to the Philippines and to promote Manila as a regional financial
center. Presidential Decree (PD) No. 1034 established offshore banking
units (OBUs) to strengthen the linkage between the Philippines and foreign
banking centers, create employment opportunities, and develop expertise in
international finance, and enhance the flow of resources to the Philip-
pines. The Monetary Board in CBC 546 (November 26, 1976) issued imple-
menting regulations for the offshore banking system. Only banks organized
outside of the Philippines are qualified to operate as an OBU and are
required to show a sufficiently strong liquidity and net worth position as
well as the necessary managerial and international banking skills. Typi-
cally these requirements would be met by a subsidiary or a branch of a
major foreign international bank. An OBU is free to engage in normal
banking functions with nonresidents and other 0BUs in any currency other
than Philippine pesos and 1is outside the regulatory framework of banks
operating in the Philippines. Thus, an OBU is not restricted, as "343"
banks are, by any usury law, reserve requirement, foreign exchange cover
requirement, or limitation on loan maturities with nonresidents. Trans-
actions by OBUs with residents fall into two brcocad categories—-those
made with Foreign Currency Deposit Banks (i.e., "343” banks) or the newly
created Foreign Currency Deposit Unit (FCDU) and loans tc residents
which require prior Central Bank approval.

The OBUs were intended to be a convenient source of foreign exchange
for the newly-created FCDUs which were an outgrowth of the foreign currency
deposit banks. The Monetary Board under CBC No. 547 (November 26, 1976),
which was issued the same day the OBU regulations were promulgated, expanded
the operating authority of qualified banks under CBC No. 343. Specificaliy,
banks with capital of at least # 150 million and competence in conducting
foreign currency transactions were eligible to apply £focr ihe expanded
powers avalliable under CBC No. 547, which included the authorization to
maintain foreign currency accounts with OBUs and other FCDUs; the ability,
with the prior approval of the Central Bank, to extend longer maturity
foreign currency loans; invest in longer maturity foreign currency debt
instruments whether readily marketable or not; borrow from nonresidents,
OBUs and FCDUs; exemption from the 15 per cent reserve requirement; and
inclusion of foreign currency deposits with 0OBUs and other FCDUs and
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foreign loans and investments of beyond one-year maturity in eligible
asseta, which satisfy the foreign exchange cover requirement that was
initially maintained at 100 per cent.l/

The above described regulations have essentially established three
tiers of ingtitutions involved in foreign currency intermediation in the
Philippinea—--the "343" banks, the "547" banks, (both of which are part of
the 1 reign currency deposit system) and the OBUs. Within the foreign
currency deposit system, the institutions that are less capitalized
and less experienced in international markets are the "343" banks (11
operating institutions), while the "547" banks are major Philippine banks
or foreign banks operating in the Philippines (29 operating institutions).
Given that both "343" banks and "547" banks operate as part of the domes-
tic banking system in the Philippines and theilr operations are merged
into the balance sheets of their parent banks, the differing regulations
reflect prudential restricrions to protect the financial system. Simi-
larly, the regulatory freedom given to OBUs was combined with more strin-
gent qualifications to protect the integrity of the offshore banking
system, which has been limited to 21 operating OBUs.

Foreign banks, which can operate as either an OBU or FCDU, have
greater freedom for their foreign exchange operations as an OBU but have
greater access to the domestic market as a resident bank with a FCDU.

In particular, as a domestic bank with a FCDU, they have the option of
sourcing funds in Philippine pescs or foreign exchange for making loans
in eitner Philippine pescs or foreign exchange with the exception that
the Philippine peso cannot be used to make a feoreign currency loan—--a
restriction that also applies to OBUs. Among the main attractions for a
foreign bank in having an OBU is the closer ties to customers in the
Philippines and that it can benefit from certain fiscal incentives that
are availahle. Ttre principal fiscal incentive is a lower income tax rate
on interest payments paid by the borrcwer. This tax 1s a withholding tax
paid by residents and is treated as the final tax.

The O0BUg were designed to attract offshore resources to fund loans

to resident anterpriees in the Philipoines either directly or indirectly
through fFCDlis and have largely functioned in that manner. Total assets

of OBUs have risen from about $750 million at end-1977 to about $4,500 mil-
lion at end-1981 for an average annual rate of expansion of over 50 per
cent. However, most of this rapid growth occurred in the early years of
the offshore banking system; thus, as the gystem nas matured the rate of
expansion has sloved, with total assets rising on the order of 10 to 15 per
cent in 1981, Initially, offshore sources accounted for only 48 per cent
of liabiliries but thut share had increased to nearly 85 per cent by end-
1981. Similarly, the proportion of assets booked in rthe Philippines rose

1/ Under CBC No. 623 (August 11, 1978) the percentage of the foreign
currency liability that had to be matched in a foreign currency asset of
the same currency was reduced to 70 per cent from 100 per cent. This
would effectively permit the FCDU to have an open position in the exchange
market equivalent to 30 per cent of its deposits.
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from 51 per cent at the end of 1977 to about 76 per cent at the end of
1981. During the same period, the percentage of onshore assets lent
directly with nonbank residents expanded to 45 per cent at end-1981 from
19 per cent at end-1977. About half of the interbank placements over
this perfiod were with FCDUs. Thus, the offshore banking system has
succeeded in attracting offshore funds to the Philippines for predomi-
nantly onshore lending either directly or indirectly through FCDUs.

Data from the monetary accounts indicate that following a period of
rapid growtli from 1975 to 1980, which corresponds with the period of rapid
expansion of 0BUs, deposits in FCDUs did not increase in U.S. dollar terms
in 1981, even though in peso terms FCDU deposits continued to rise due to
the depreciation of the Philippine peso vis-a-vis the U.S. dollar. At
end-1981, FCDU deposits were P 25.0 billion (about $3.0 million), or about
the same amount in U.S. dollar terms as at end-1980 although substantially
greater than in December 1977 (P 8.6 billion or $1.2 billion). Available
information indicates tnat in 1981, as in previous years, the bulk of
these depogits (nearly 80 per cent) were interbank deposits (e.g., OBUs,
banks in foreign financial centers), while atout 15 per cent represented
deposaits of nonbank residents of the Philippines. These deposits were
used to fund loans in foreign exchange to the private sector and the
public sector, to make peso-denominated loans using pesos obtained from
the Central Bank in a swap arrangement, to redeposit with the Central
Bank, or tc lend to phe Central Bank as part of the latter's consclidated
foreign borrowing program (CFBP). Excluding the proceeds of the CFBP
which were onlent, about half of FCDU deposits were employed to make
foreign currency loans to the private sec or, while the proportion that
went to the public sector was less than 5 per cent. The remainder of the
foreign exchange was placed with the Central Bank as redeposits, medium-
and long=-term loans, as part of the CFBP, or through swap operations.
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