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X. Introduct ion 

The Phi l ipp ine  economy uae subjected t o  ia tportant   internal  and 
external d i s t u r b m c e s  i n  1360-81. The economy, which i s  highly  dependent 
on imported o i l ,   e u f f e r e d  a sha rp   de t e r io ra t ion  in t he  term19 of t r ade  
during  the second  round of o i l  price increaaes.  This d e t e r i o r a t i o n  was 
aggravated by a s u b s t a n t i a l   d e c l i n e   i n  the p r i c e s  of the  major commodity 
exports due l a rge ly  to recess ionary   t rends   in  the  world economy. Con- 
pounding t h e   e f f e c t s  of the  depreseed term of t r ade ,  a f i n u n c i a l  crisis 
i n  ea r ly   1981   d i s rup ted   p r iva t e   s ec to r   ac t iv i ty  and generated  severe 
l i q u i d i t y  problems f o r  a number of e n t e r p r i s e s  depemdent upon t h e s e   i n s t i -  
t u t i o n a   f o r   c r e d i t .  

Reflecting these  adverse  developments ,   the   current   account   def ic i t  
of the  balance of payments ro8e  substant ia l ’y   in  1980 and  1981,  both in 
terms of abeolu te   l eve ls  and as a percentage of GNP, while t h e  rate of 
growth I n   r e a l  GNP decelerated.  The rate of i n f l a t ion   i nc reased   sha rp ly  
during 1979 and the  first half  of 1980,   before   dec l in ing   s ign i f icant ly  
in the  second ha l f  of 1980 and in 1981. 

Pol ic ies   dur ing  1980-81 were d i rec ted  at  coping with  t h e   d i f f i c u l -  
tie8 confront ing  the economy, while  continuing t o  provide  for  an ambi- 
t i o u s  development program  and for s t ruc tura l   ad jus tments   to  improve 
expo7.t competit iveness and the   e f f i c i ency  of resource   a l loca t ion .  
Fiscal policy,  which was mildly  cxpamionary  during  1980, became more 
s t i m u l a t i v e   i n  1981 a8 capi ta l   expendi tures  were adjusted t o  respond t o  
the  sluggishneee of the economy and t o  t he   f i nanc ia l   d i s rup t ion .  Govern- 
menL revenues i n  1981,  however,  did  not  keep  pace  and,  a8 a consequence, 
the   overa l l   budget   def ic i t ,  i n  absolute  terms and ae a percentage of GNP, 
widened considerably.  Monetary  policy i n  1981 was primarily  designed to  
res tore   conf idence   in  the f i n a n c i a l  system while   preserving  the downward 
trend i n  i n f l a t i o n .  The rate of growth i n   t o t a l   l i q u i d i t y   d e c e l e r a t e d   i n  
1981,  even  though large-scale emergency a s s i s t a n c e  was extended by the  
Central  Bank t o  nonbank f i n a n c i a l   i n s t i t u t i o n s   a f f e c t e d  by the  confidence 
c r i s i s .  S t r u c t u r a l  measures adopted during the  period t o  improve export 
competit ivenese  and  the  efficiency of reeource  a l locat ion  included:  
implementation of subs t an t i a l   t a r i f f   r e fo rm,   e l imina t ion  of a l l  remaining 
i n t e r e s t  rate ceilings on deposits,  development  of  multipurpose  banks, 
and measures t o  promote  energy  consenration and development. 

If. Output, Employment, and P r i ces  

1. Economic growth i n  recent   years  

Real economic  growth during 1977-79 was remarkably  stable,   averaging 
6 per cent   increase  per annum in real  CNP (Appendix  Table I and  Chart 1). 
During t h e   p r i o d ,   p r i v a t e  consumption expenditure increased a t  a f a s t e r  
pace  than  government  coneumption; t o t a l  consumption  grew by over 5 per 
cent on average i n  real terms. Following  an  investment boom i n  1975 l ed  
by an increase in pr iva t e  and  government construction of more than 50 per  
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c e n t   i n   r e a l  terms, the  rate of growth in  fixed  investment  moderated t o  
an  average  growth of about 7 per cent i n  the  fallowing  four  years.  
During th i s   per iod ,   the   g rowth   in   conot ruc t ion   ac t iv i ty  was primarily 
led by goverwent  expenditures.  Expart  performance  during 1977-79 was 
subjec t   to   subs tan t ia l   var ia t ion ,   wi th  volume t ieing q u i t e  eharplp i n  
1977 but  declintng i n  1978; the  average rate of growth in exports  of 
good8  and service8 during  the  period vas about 9 per cent in real te rm.  
Grosa dcmestic savings during 1977-79 warn equivalent  to  about 25 per 
cent of GNP en  average, compared to an  average  for gross inveetmeat 
expenditures of about 29 per  cent of GNP (Appendix Table XI). During 
the  period,  the  incremental capital output  ratio  rose  moderately fram a 
l e v e l  of 3.9 i n  1977 t o  about 4.1 i n  1979. 

Although the rate of growth decelerated  in   1980,   real  GNP expanded 
by 5 .4  per  cent.  This growth  reflected a steady  increase i n  real con- 
aumption, a relatively  strong  export   performance, and subs t an t i a l   p r iva t e  
sector  Investment,   particularly  in  construction.  Gross  domestic  savings 
during 1980 continued  to be about 25 per  cent of GNP and financed  about 
90 p e r  cent  of total   investment.  

According to   p re l imina ry   o f f i c i a l  estimates released i n  January  1982, 
r e a l  GNP grew by 4.9 per cent i n  1981. Most s ec to r s   r eg i s t e red  moderate 
growth, v i t h  t h e  exception of mini= and quarrying,  uhich was somewhat 
depreased. The extremely limited a v a i l a b i l i t y  of primary  data on domestic 
production and exqenditure at  t he  time the  estimate vas  prepared, however, 
i m p l i e d  t ha t  the 4.9 per cent real growth was h igh ly   t ea t a t ive . l /  The 
pre l iminary   o f f ic ia l  estimate w a s  d i f f i cu l t   t o   r econc i l e   w i th  mFre reli- 
a b l e   o f f i c i a l   d a t a  on exports,  imports, and the   f i sca l   accounts  as well 
a s  survey  data of the  labor  market.2/ The t e n t a t i v e   s t a f f  estimate I s  
i n  the range of 2 t o  3 per  cent,   uizh 2 - 5  per cent  being  the  midpoint 
estimate.  

1/ There a re  a va r i e ty  of problem  a f fec t ing  the national  accounts data 
thx t   i nd ica t e  that estimates of real growth i n  1981 may be   sub jec t   t o   r i de  
margins of e r ro r .  The latest da ta  from industr ia l   surveys are several 
years behind and the  r e l i a b i l i t y  of the  data co l lec ted  by much surveys 
s u f f e r s  from poor  response rates. In the agricul tural   sector ,   product ion 
f igu res   fo r   s eve ra l  major  crops were unavailable  for  1981 a t  the  time of 
the  mieeion. 

2/ The staff   has  estimated  an equation f o r  real imports ae a standard 
loz-linear  function of real GNP and t he   r e l a t ive  price of imports. In 
the  regression  equation, which exhibited good s t a t i s t i c a l   p r o p e r t i e s  
(e.g., = 0.88 ,  Durbin Watson s ta t is t ic  - 1.79), t he  income e l a s t i c i t y  
of imports was est imated  to  be about  unity and the r e l a t i v e   p r i c e  elasti- 
c i t y  t o  be about -0.4. Both e s t i m a t e d   e l a s t i c i t i e s  were highly signifi- 
cant ,   having  re la t ively narrow confidence  intervals.  Given the  official  
eetidates of a 3 per cent   decl ine i n  t he  volume of merchandise f apor t s  
and an increase   in   the   re la t ive   impor t   p r icee  of over 4 per cent ,  the 
estimated income and price e l ae t i c i t i e s   sugges t   t ha t   r ea l   ou tpu t  m y  have 
actual ly   decl ined in 1981. 
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CHART 1 
PHILIPPINES 

- GROSS NATIONAL PRODUCT AT 
CONSTANT PRICES, 1973-80 
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The dlocuseion of economic  development6 in  1981 i n  Sectiona 11.2 a d  
11.3 belov 5 s  conducted i n  feme of the   prel iminary offAci.1 8atim8tam of 
nat iona l  Incame accounts made In January 1982 . HoYever, nau o f f i c i a l  data 
t h a t  are cu r ren t ly  bacomlng r v a i l s b h  w i l l  be etudied by the  mtaff a d  
discuused in a supplement to SH/82/55 that will be imrucd ahart ly .  

2. &regate demand i n  1980 and 1981 

I n   s p i t e  of the  sacoad o i l  shock, real GNP cont inued  to  axpaad at  a 
rate in   exceas   of  5 per c e n t   i n  1980. Fixed capi ta l   €orarat ion grew by 
almost 9 per c e n t   i n  real ternus, la rge ly   on   the   s t rength  of p r iva t e  
sector  inveetment act ivi ty;  investment i n  mrrcninery and equiprmnt  expanded 
by 8 per cen t  and pr ivate   conetruct ion  increased by 13 per cent. The 
growth of gross dometic   fnvestment ,  however, decelerated mmewhat during 
1980  due t o  a elowdown i n  the  growth of inventor iee  i3 real terms. Pr iva te  
consumption  remained on i t a  stable growth path, buoyed by a mubstantial 
increase   in  wages a d  t h e   d e c e l e r a t i o n   i n   i n f l a t i o n   d u r i n g  the second half 
of the  year. Exports of goods and services   increased by almost 16 per cent  
i n  real terms. 

The r a t e  of growth of a g s e g a t e  demand decelerated i n  1981,  mainly 
r e f l e c t i n g  a slowdown i n  investment and weak export demand. Real arose 
damestic capi ta l   formation,  which had Increased by 6 p e r   c e n t   i n  1980, 
expanded by only  about 2 per c e n t   I n  1981. There was  a fur ther   dccolera-  
t i o n   i n  the  growth of real inventor ies ,  and the re  was a eharp  deceleration 
i n   t h e  growth of private  inveetment  in  machinery and equipment and in con- 
s t r u c t i o n  as a result of overexpansion  in  previous years, a de te r io ra t ion  
of export prospects, and a decl ine  in profits .   Business  confidence was a l s o  

- 2/ (cont'd from p. 2) 
The weak tax  revenue  prformance for 1981 w a s  a l s o   d i f f i c u l t  to 

explain w i t h  t h e  o f f i c i a l  growth estimate. Domestic  based t a x  revenues 
a r e  estimated t o  have increseed by about 9 .5  per   cen t   i n  1981 which indl- 
catee a eha rp   d rop   i n   t he   e l a s t i c i ty  of domestic  baaed  tax  revenues  with 
respect to nominal Incame. While some of the   dec l ine  In the   tax elamti- 
c i t y  was probably  due t o  problems in   t ax   admia i s t r a t ion ,  it is  a l s o   l i k e l y  
t h a t  real growth  during 1981 might  have  been lower than t h e  o f f i c i a l  
growth estimate. 

A survey of major  manufacturing  enterprises  conducted by the 
National Economic and  Development A u t h o r i t y   f o r   t h e   f i r e t  memester of 1981 
showed a d e c l i n e  i n  employment i n   t h e  following manufacturing  aectors: 
micro-circuits,  electric wires and wiring  devices,  
t ex t i l e ,   m i l l ed  and ref ined sugar, paper and paper 
trial chemicale,  nonmetallic mineral products, and 
port  equipment. 

elec tr l e a l  machinery, 
produc t 8 ,  bas ic  indue- 
basic  mineral   trane- 



- "impaired by l i q u i d i t y  prob3su for a aumbr of enterprimem followtag a 
major diaturbnce i o  the f ilunciel plrk4tr in January 1981. Public 

- expendituraa, natrbly in i n f r r r t r u t t u t 8 , ' f o l l o ~  a couatercyclic81 p a t h  
-~ t o  of fmt weak #tivat8 mctot invertneat in the second raaster of 1981 . 

Exportr of goode .ad u t v l c e r  declined by 3.4 per cant i n  r a d  tarma i n  
1981, due cnrinlp to  increaocd protecgiouSsa, the  racwrfoaary condltfonr 
i n  the industrial  councrier, and roea administrative detzlmionr r e r t r i c t ing  
c-dity exports. The volume of SmpOrtm of goode a@ rcrvicea declined 
by 6 per cent i n  1981, according to of f ic ia l  data, Real private camump- 
tion  sxpendituter, by contraat, grew a t  about the saae rate am in 1980, 
as inflation  continued t o  decelerate throughout  the year =A! 1 -  

Groer domestic savinge as a ratio of GNP war about-25 per cent in 
1980-81, or about the same PI i n  1979. Gross dopastic raving. financed 
about 80 per cent of t o t a l  inveetment i n  1980-81. Met dmcrtic ravings 
accounted for  about 60 per cent of t o t a l  doawetic savzmgr during t he  
period,  with  juat under two third8 of net savings being generated by the 
private rector. 

3. &regate  supply in 1980 and 1981 

In 1980, real GDF increased by  abcrut 5.8 per cent,  about the  same 
rate as i n  the previous three years (Appendix Table 111 and Chart 1). 
Output i n  t h e  agriculture,  f i s h i n g ,  and forestry  sector  increared by 
about 5 per cent   in  1980, which i e  also i n  Une  wi th  previous growth per- 
formance. Manufacturing  output expanded by almost 6 per cent, with the 
highest growth rater reported i n  the machinery and furni ture  and fixture 
sectors. Mining and quarryiag production, which grew by almost 18 per 
cent i n  1979 i n  response to higher  prices in world earketr, increased by 
a fur ther  5 per cent   in  1980. Ln 1981, mmt sectors rrgirt_ered-nmewhat 
lqwcr growth rates. 

a. + .  Agricultural  production PD.d policies  

The Philippine  agricultural  sector, which accounted for about 23 per 
cent of GDP i n  1980, compared wlth about 28 per cent & decade -0 ,  con- 
tinued i t a   r t eady  growth in  1980 (Appendlx Table XV). Output i n  the  
agricul tural  sector i s  largely based on coconut  products, rice, corn, 
and sugar. 

An important  priority of agricultural pol ic ieo  in   recent  years has 
been the  production of staple foodgraine. To promote the output of 
graine and other  crops,  the Goverrmacnt has implemented specif ic  programs 
l n  recent  years to provide  technical  assistance, improved seeds, 

1/ According to o f f i c i a l  GNP data ,   to ta l   pr ivate  conaumption  expendi- 
t c e e  rose by 4 0 7  per cent; thir development i r r  eomevhat d i f f i cu l t   t o  
reconcile wi th  o f f i c i a l  balance of  payments data chat indicate a 3.5 per 
cent decline in norroil consumer iolpgrts. 

- 
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fetti l itar,  and c r e d i t  a t  p r e f e r e n t i a l  fotcrrrr rater. In addition, 
conriderable  progrsmm h a m  alro been made in tha conrtruction of infra- 
e t t u c t u r e  (e.9., i r r i g a t i o n ,   r u t a l   e l e c t r i f i c a t i o n ,  and recondary roadr). 
Ln 1978, the Agriculturnl Investorentr   Pr ior i ty  Plan war int roduced  to  
provldr fiocrl Incent ives  to p r i o r i t y   e $ r i c u l t u r a l   a c t l v l t l a r  much am 
the   pruduct ioa of l lvcr tock,   poul t ry ,   foodgrr i ru ,   hybrid oabdo, rad 
ci t rua  foods.  The National  Grain  Authority  and other agancicr provide 
support  price. to  farmers f o r  caammditisr much 8s rice, corn, and aware 
I n  1981 the Ministry of Agricul ture   a leo inttnaified i t a   U b a r k a  program, 
a epecial   project   in tended  to  promote mult iple   croppiag  technology  in  
the  110110 province. A u i n f l a r   p r o j e c t  i s  being developed  for Hindanao, 
where most of the   country 's   nonirr igated ares8 ate  farmed. 

AB a r e e u l t  of such policies, t h e  Philippinem  har  been a ne t  exporter 
of rice s ince  1978. I n  1980, the  production of rice expauded by almort 
6 per   cent ,  v i th  about two t h i r d s  of t h e  increase due to higher   yieldr  
per acre under   cul t ivat ion (Appendix  Table V). Se l f -mf f i c i ency  in corn 
was at ta ined  in   1979,   a l though  corn had to  be  imported in  1980, due t o  a 
dec l ine  in  production. A new corn  production program wea launched in late 
1981 with a goal  of making the  country a corn   expor te r   wi th in   th ree  year.. 

Prel iminary  data  for 1981  ind ica te   tha t   corn ,  sqa r ,  and  pineapple 
product ion  regis tered  gains .  Rice production  declined, however, due t o  a 
r e d u c t i o n   i n  rice acreage  under   cul t ivat ion and lower  yields  per acre. 
The d e c l i n e   i n  rice y ie lds  was m a i n l y   a t t r i b u t e d   t o   i n s u f f i c i e n t   r a i n f a l l  
i n  the regions of Mindanao and Visayas, and crop damage caused by a eevere 
typhoon dur ing  the l a t t e r  pa r t  of the year. 

The growth  performance of the coconut  industry  hae had an  important 
inf luence on t h e   o v e r a l l   l e v e l  of economic a c t i v i t y .  In 1980, 26 per 
cen t  of cropland vas devrrted to  coconut  production,  which i n   t u r n  repre- 
sented 25 p e r  cent  of agricultural   output  value;  about  one t h i r d  of t h e  
populatfon  depended on the  coconut  induetry for at  leaet  part of i t a  
income. M t e r  a genera l ly   favorable   per iod   in  the 197061, the  coconut 
laduetry  faced two d i f f i c u l t  years in 1989 and 1981 . Whereas the value 
of coconut  exports  increaeed a t  an  average  annual rate of 19 per cen t  
between  1970 and 1979, i t  decreased by 20 per c e n t   i n  1980  and tome by 
only 2 per  c e n t   i n  1981. Further,   while  average  export   prices of coconut 
products registered a steady  increase  during the  periode  1970-74 and 
1976-79, in te r rupted  by a ser ioue  decl ine i n  1975, the unit   value  index 
of the   Phi l ipp ines '   expor t s  of coconut p r o d u c t s   f e l l  by 29 per c e n t   i n  
1980  and by 12 per cent i n  1981. These developments are the r e s u l t  of 
severa l   fac tore :  excess suppl ies  of copra and coconut o i l  and eoybeens 
and o ther   vege tab ls  oil&; h igh   i n t e ree t  ratee and carrying  charges  on 
forward purchases; and the receesion in the indus t r i a l i zed   coun t r i e s .  

The determination of domecrtic price0 of coconut  products, i n  parti- 
c u l a r   t h e   r o l e  of a levy on copra, warn a con t rove r s i a l  issue i n  1981. 
The levy, which wae f 76 per 100 kilograms, had been c r i t i c i z e d  as a 
burden on the farmers. It was temporarily  euepended in  September  but unb 
r e i n s t a t e d  later in that month at f 50 per  100 kcilograme, with a view t o  



b. Hining and q u a r r y i q  

Copper i r  the mort Important a ine ra l  produced iu the Philippines. 
In 1980, there  war an  increare i n  copper  output ae additional minee -re 
opened. €lowever, am copper pr ices  f e l l  by almost 20 per cent i n  1981, 
there  vao a rharp decline i n  the  total value of copper  output. Gold i r  
mined separately and ir a lso  found in copper ores; following a decline 
i n  1979, gold  output  increased  both in 1980 aad 1981. However, the 
value of gold production f e l l  i n  1981 on account of lower pricer. Nickal, 
chromite  and  other metrlr recorded volume and value  decliner i n  1981. 

-. 

c.  Manufacturing  production  and policies 

The Philippine  manufacturing  sector  contributed  about 26 per c a n t   t o  
CDP in 1980. Food procerring 50 the  country's largcet idurntry. Other 
important  indurtries aclude c h d c a l  producte, petroleum productr, t a r  
tiler, footwear, bsmic metals> nometa l l i c  mineral products,  and I wide 
var ie ty  of mchinery  manufacturing. 

In 1940-81, t he  rate of growth of manufacturirrg  output raminad 
ronewhet depreered i n  conpariaon to  recent  yearr (Apy;cdix Table V). In 
1980, mort of the  sector6 shoved re la t ive ly  low growth rater, v i t h  wood 
and paper productr,  including  printing, registering negative grovth rates. 
The petroleum and coal  subsectors registered negative  growth rater i n  
both 1980 and 1981, reflecting  the  rharp  incrcarea in  o i l  price.. The 
textile industry, th ich  hae registered very imprersive  growth rate8 la  
recent  yearn,  experienced elug#irh growth in 1980-81. 



The p r inc ipa l  eleaeatr of the  Governnent 'a  1udurtrIal   mtrategy are 
the   e leven   Pa jor   induet r fa l   p ro jac ta ,   p roPot ion  of -11- and medim- 
rcalc l n d u r t r i a r ,  and regional d l r p e r r a l  of induotry. A rctoru of 
overa l l   l r rdur t r in l   p raaot lcn   po l ic ie r  i r  befag Implemented t o  encourllge 
more e f f i c i ency  and competition in t h e  indr t r i a l  r e c t o r  and, ult imately,  
-re rapid  export  growth and amploymcnt upanrion.  The firmt  phare of 
the   indur t r ia l   po l icy   re form  conr ie ted  of trade l i b e r a l i t a t i o n   ( t a r i f f  
reform and repoval of quant i ta t ive   impor t   ccn t ro l r )  and r t r e q t h a n i a g  of 
expor t   Iuceu t ive~ .  The t a r i f f  reform I s  taking effect over a four-year 
period from 1981 t o  1985; t h e   f i r s t   e t a g e  of the reform, whlch concen- 
t r a t e d  on reducing t a r i f f  r a t e l  I n  excess of 50 per ceut ,  m e  implemented 
on  echedule  in January 1981 a d  i n  January  1982.  Quantitative  import 
contrcilr are a100 being removed i n  r tsges   over  the same period. Export 
incent ives  have alro been strengthened to place  exportere  on a f r ee   t r ade  
basis (Annex I). 

A recoad phase of i n d u n t r i a l  p l k y  refom i o  now under preparation, 
and i t  w i l l  center a round  the   re fom of f i sca l   incent ives   for   inves tment .  
The existiag incentives  syatem,  which is biased toward capitai-inteneive 
production, w i l l  be replaced. The new system w i l l  compensate for m r k e t  
imperfections, and be more d i r e c t l y   r e l a t e d  eo the Government's  eaploy- 
ment, export ,  and r eg iona l   d i spe r sa l   ob jec t ives .  

The e leven   major   indus t r ia l   p ro jec ts  are intended to  deepen the 
i n d u s t r i a l   s t r u c t u r e  of the economy.l/ Construction of t he  copper smelter 
project  started i n  1980 and is  expecFed t o  be  campleted i n  1983, with an 
estimated cost of $373 million; the pro jec t  is being  financed by Japanese 
export  credits, equi ty   cont r ibu t ions  by a pr iva t e   fo re ign   con t r ac to r  and 
by the International  Finance  Corporation, and cash  loans.   Plant con- 
s t r u c t i o n   f o r  the phosphate f e r t i l i z e r   p r o j e c t   s t a r t e d  in  1981 and vi11 
be  completed i n  1984. The main plant  w i l l  cos t   app rox imte ly  $300 m i l -  
l ion,  and is  being supported by soft loans from Belgium  and Spain and 
commercial loans.  Progress has also been made i n  the construct ion of 
the  cement expanaion  project and t he  diesel engine  manufacturing  plant. 

The consolidated cost for   the   e leven   major   indus t r ia l   p ro jec ts  is 
estimated a t  $4 b i l l t o n ,  with  the  heaviest   expendi tures  during 1982-85. 
The Government's f inanc ing   s t ra tegy  is t o  reek foreign  equity  investment 
and long-term suppliers' c r e d i t s  i n  o r d e r   t o  minimize demand on domeetic 
r e ~ o u r c e s .  The f inan ng r equ i rmen te  w i l l  be met from foreign  debt  
f inancing of $2.8 bl lAon,   fore ign   equi ty   f inanc ing  of $427 mill ion,  
domestic  equity of $495 million, and  government  funds  of $300 million. 

1/ These are: copper smelter project,   phosphate f e r t i l i ze r  pro jec t ,  
inTegrated steel  mill project,   heavy engineerire i ndus t r i e s   p ro j ec t ,  
cement expansion  project ,   d ieeel  engine manufactur i=  project ,   a ldnrrrn 
smelter project ,   in tegrated  pulp and  paper  project,  petrochtamical complex 
program, a lcogss   p ro jec t ,  and the  coconut  industry rationalization 
project .  
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4 .  Price developMntm 

Tha rata of incraare i n  conoumer price., h i c h  had averwad about 
7 per c e n t   a n n u a l l y   d u r i v  1976-78, a c c e l e r a t e d   r b r p l y   d u r i n g  1979 
(Table 1). Coorunsr prlcao rome by 19 per cent i n  1979,  on aver.ge, ar 
a r v r u l t  of huhcr ane rgp   cos t s ,   t he   abo l i t i on  of pr ice   cont ro lo ,  and a 
rube tan t ia l   incraaas  i n  mintmum wage8 and allowancead The wholaoale 
price  index a180 recorded a 19 per cent   increaec  i n  1979. 

The acce lera t ion  of i n f l a t i o n   i n  1979  continued  into the first 
quar te r  of 1980,  ageravated by f u r t h e r  large increarea  fn o i l   p r i c e s  and 
subeequent  hikee i n   u t i l i t y  ratee as the  Government cont inued   i t a   po l lcg  
of f u l l y  passing  on  incteaaes in  o i l  impor t   cos t s   t o  consumers; t he  COP 
smer p r i c e   i n d e x   f o r   f u e l ,   l i g h t ,  and water increased by 35 per cen t  i n  
1980. In February,  the Gover-nt announced a th ree  month f reeze  on 
pr i ces  of nine basic food items . A system of p r l c e  controls, which 
allowed  for  periodic  adjustments,  was subsequently  adopted  and  the list 
of c o n t r o l l e d   i t m e  vas expanded to include  three  school  eupply  iteme.l/ 
Thk Government also  re-establ ished  the  Pr ice   Stabi l izat ion  Counci l .  *e 
Price  Stabi l izat ion  Counci l  is t h e   o f f i c e   f o r   p r i c e   r e g u l a t i o n  and its 
major funct ions are t o  recommend to   t he   P rea iden t  thc B e t t i n g  of   pr ice  
ceilings and t o  enlist the   a s s i s t ance  of m i n i e t r i e e  and agencies in t he  
enforcement of these   ce i l ings .  

Fram a peak of 25 per c e n t   i n   t h e  1 2  months  ending March 1980, t h e  
rate of i n f l a t ion   dec l ined   s t ead i ly   t h rough  1980; by December, t he  rate 
of i n f l a t i o n  on a year-earller baels had decl ined  to  14 per cent.  

Inf la t ion   cont inued   to   dece lera te  somewhat in 1981; for   the  year  a8 
a whole, t h e  consumer pr ice   index   rose  by about  12  per c e n t  on average 
and by 13 per   cent  on a December t o  December bas i s .   Th i s   i n f l a t ion  rate 
inc ludes   t he   e f f ec t s  of upward adjustments i n  t h e   p r i c e s  of u t i l i t i e s  
and other  price-controlled items; on average,  the prices of cont ro l led  
items increased a t  about  the same rate as the prices of uncontrolled 
items i n  1981. Food prfces ,  which r ep resen t   t he   l a rges t  item i n  t he  
CPL, increased by 13 per cent  i n  1981. F u e l ,   l i g h t ,  a d  water p r i ces  
increased by 15 per   cent .  

The r a t e e  and charge8 of pub l i c   u t i l i t i e s - - t r anspor t a t ion ,  commnlca- 
t i on ,  power,  and water setvicee--have  been  adjusted upward i n  recent 
years, mainly to take  account  of  higher  costa. In 1981 , t h e  rate8 charged 
by t h e  National Power Corporation were raised by an average  of 13 per 
cent ,  and t h e  rates charged by the  Metropolitan Waterworks and  Sewerage 
Authority were ra l sed  ~y 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  cen t ,   whi le   in te rna t iona l  a i r  f a r e s  were raised by 15 per  cent .  
Telephone service  charges  Yere a l s o  i nc reased ,   pa r t i cu la r ly  thoae for 
in te rna t iona l   eerv ice  which were increased by an  average of 185 per   cen t r  

- 1/ The 13 ca tegor ies  of food iteme and school  euppliea are: rice, 
corn,  sugar,   poultry,   egge, pork cu te ,   ed ib l e   coconu t   o i l ,  canned fleh, 
canned milk, school pade, notebooks, pencils, and  ballpene. 
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5. Bmploprent and uagm 

mployment  growth  appear8 t o  have decl ined   in  1980-81 a8 indicated 
by incrsared layoffa and the  retrenchment. and cloaurer  of buminemmar 
that have re ru l ted   f rop  the increarsd  coat  of production and the effect 
of tmrldwide recer~ion. The avai lable   survey  data  of t he  labor market, 
according t o  the   Hin ie t ry  of -bot and Employment, indicate the  unmploy- 
ment rate i n  Metro  Manila wae 14.6 per cent i n  1980-a  8harp fncraaae 
from the  6.5 per cent  unemployment i n  1979. Although  unmployment da t a  
for  1981  vae  incomplete,  there i 8  evidence that unemployment i n  nbtro 
Manila rose   fu r the r   i n  1961. Data on workere laid off due t o  e h u t d m e  
and retrenchments in 1981  disaggregated  into  indurrtriea  indicate  that  
textile and wearing apparel   sector  accounted f t r  about 32 per cent  of 
total   layoffs ,   fol lowed by the   fabr ica ted  metal sec to r ,  wood and furni-  
ture ,   basic  metals, and paper and p r in t ing -  The manufacturing  aector, 
a s  a whole,  accounted f o r  82 per cent  of t o t a l   l a y o f f a .  

A moderation i n  wage increases accompanied the   i nc rease   i n  unmploy- 
ment i n  1980. The index of average  monthly  earnings of wage e a r n e r s   i n  
the  Phi l ippines   increased by 21  per   cent   in  1980, compared to 25 per cent  
i n  1979, implying a 2 per cen t   i nc rease   i n  real  wages. Wages iacreaeed 
more rapidly in the   manufactur ing  sector   than  in   the  agr icul tural   sector .  
In l i n e  wi th  Its pol icy of  maintaining  the  purchasing power of wages, t h e  
Goverwent  increased minimum  wage rates and c o s t  of living  allowances in 
1980-81. In August 1980, the m i n i m -  d a i l y  wage w a s  raised by P 1 and 
addi t iona l   increases  i n  t he   cos t  of living  allawancee  for  workers were 
granted.  In  January  1981, the mandatory l iving  allowances were integrated 
i n t o  the  basic  pay of a11 covered  workere,  thereby  increasing  the  etatu- 
t o ry   da i ly  minimum  wage by P 6 .  Minimum wages were increaeed   in  March 
1981 when the  mandatory  emergency l iving  allowance of a l l  workers  earning 
less than P 1,500 per month w a s  increased by 1 2.00, P 1.50, and P 1.00 
p-r day for   nonagr icu l tura l ,   agr icu l tura l   p lan ta t ion   workers ,  and agri- 
cultural   nonplantation  workers,   respectively.  Am of March 1981, t he  
e f f ec t ive  *inhum da i ly  wage was P 31.82 f o r  the nonagricul tural   sector  
and P 26-10 for the  agr icu l tura l   eec tor .  However, to   p ro tec t   the  
competitiveness of labor- intensive  enterpr ises   in   depressed  areas  and 
export f irme from the increased  cost  of production, t he  l a w  provides  for 
exemptions due t o  temporary f inanc ia l  dietreee and dis locat ions.  The 
au thor i t ies   rece ived   1 ,630   pe t i t ions  from  employers f o r  minimum wage 
exemptions  during 1979-81, of which o n l y  430 were accepted. These exemp- 
tions  affected  about  11,000  workers i n  t o t a l .  

Measures were implemented during  1981 t o  improve employment opportu- 
n i t ies   domest ica l ly  and overseas.  These  included  the  implementation of 
the  Kilusang sa Kabuhayan a t  Ksunlaran (KKK) Program (the  National Live- 
lihood Movzment). The aim of the KKK program l e  to promote  economic and 
soc ia l  development by transforming  the  country'e 42,000 barangays ( d i s -  
tricts) in to   se l f - re l ian t   p roduct ive  units through  the  establlehment of 
var ious   l ive l ihood  pro jec ts  and e n t e r p r i s e s   t o  be owned and managed by 
the community r e s iden t s  themselves. The program places prharp  emphaeis 
on p r i v a t e   e n t e r p t i s e  and is  expected t o  generate  750,000 jobs per year. 
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Tha orjot mource of eaeqp mupplp in the Philippinem l a  petrolem, 
which rovlded 83 per c e n t  of total  energp corm t i o n  In 1981 (Table 2). 
The o t  L r eourcea of energy arc hydto4lectrtcit~8.1 par cent),  ea- 
t h e m 1  (6.1 p.r cen t}  and coal (106 per cent). Dowetic petroleum pro- 
duc t ion  i r  limited, accountiqg for only about  3 per cent of patrolem 
r c q u i r a m n t a  i n  1981. 

Table 2. Phi l ipp ines :  Energy Supply,  1979-81 

(In m i l l i o n s  of barrels o r   e q u i v a l e n t )  

Total   eupply of energy 

O i l  imports 

Domestic aourcee of energy 
O i l  
Nom-oil 
Of which: Coal 

Hydro 
Geothermal 
Other 

Memorandum Item: 
Total d m e e t i c  energy output  

74 089 

14 a 4 3  
7-72 

0.80 
4 088 
1.10 
0.01 

88 51 

73.72 

14 a 79 
3.77 

14 -79 
(AB per cent of t o t a l  energy) (16.2) (16.7) 

Index of energy in tenmi   ty  21 1.07 1000 

71.20 

16 33 
1.88 

16.33 
(18 s t )  

Source: Data suppl ied by Phi l ippine  a u t h o r i t i e e .  

1/ Estimate, 
21 Defined as ratio of t o t a l  energy comrcrpption i n  n i l l i o n e  of barrels 
I 

of-oil equiva len t  to CKP 2n b t l l i o n 8  of pemor - at 1972 pricer. 
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The Govar~mmat i m  pwrlriag an a c t i v e  aamrgp policy t o  rmducr t h e  
cauntry’r depedeace on irportqd petroleum  throuah  upandad u p l o a t i o n  
rad davaloptuat of dowrtlc anergy rem~ur~ar  am wall am throqh raaqy 
c o ~ e ~ r t i o u ~  The primary @oil  of the Five-Year Energy Program for 
1981-86 ir the mubrti tution of ipportad petroleum with  noa-oil altamr- 
t ive   energy   murcer  &ad indigenour o i l .  The mhre of oil-baoed  ensrap 
i8 projec ted   to  be raducd to  below SO per cent by 1986 a8 A rerult of 
O i l  r ubs t i t u t ion   p rog rmo  that splphuriee increamed reliance on coal and 
further development of the country~r regenerative f u e l  cap.bllittam i n  
hydroe lec t r ic ,  geothermal, rad diffuoed molar energy. Thir progt(lP 
embodiee a reduct ion of the  share of o i l  used i n  power generation, 
hcatiw, and i r d u r t r i d   o p e r a t i o n s .  The shrra of o i l  umed i n  power 
generation is expected t o   f a l l  frm about 70 per cen t  i n  1980 to   about  
30 p e r  c e n t   i n  1986, a8 the   share  of coal,  hydro,  geothermal,  and  nuclear 
power generation  each expand by approximately 10 percentage  points. 
Large-scale  industrial   energy ueers, 6uch as the mining, Bteel, and 
f e r t i l i z e r   i n d u e t r i e e ,  are being  encouraged to   conver t  frm o i l   t o   c o a l  
for the i r   energy  needs. 

“0 met  these  targets ,   coal   requirements  wf11 fncrease fran 0 . 3  m i l -  
l i o n  metric tone i n  1981 to  about 7 mil l ion  metric t o n e   i n  1986. It l e  
pLojected that the  increased  coal  requirement  in 1986 will be s a t i e f i e d  
by about 4 mil l ion  metric tons fram loca l   sources  and about 3 mil l ion  
metric tone of imports. Geothermal  development w i l l  focus on the 
d r i l l i n g   a c t i v i t i e s  on Tiwi ,  Makiling-Eanahaw,  Tongonau,  and Paelimpinan 
steamfield areas which are i n  advanced s t ages  of development. By 1986, 
i t  is projected that  e i g h t   f i e l d s  w i l l  be  developed  with a t o t a l  of 
615 wells. The hydroe lec t r ic   reaource   po ten t ia l  wlll be developed  with 
the  i n s t a l l a t i o n  of 1,315  megawatts of add i t iona l   capac i ty ,   r a i s ing  the 
t o t a l   c a p a c i t y   t o  2,258 megawatts--about two and a half t h e 8  the  
existing c a p a c i t y   i n  1980. 

Nonconventional  energy  eources, such ae  cocodieeel and alcogas,  are 
pro jec ted   to  grow over the  next f ive yeare as technology  t ransfer ,  mass 
production, and  lower c o s t s  will make them more competitive compared t o  
t r a d i t i o n a l   f u e l s .  By 1986,  contributions from these  aources w i l l  be 
equivalent  t o  about 3 mil l ion  barrels of o i l ,   o r   o v e r  2 per cent  of total 
primary  energy  consumption. Under the  alcogaa program, alcohol produc- 
t i o n   f o r  1981 i s  estimated a t  9 mil l ion  liters, d isp lac ing  about 0.58 per 
c e n t  or 57,000 b a r r e l s  of o i l   e q u i v a l e n t  of gasol ine demand. Given t h e  
programmed conetruct ion of add i t lona l  d i s t i l l e r ies ,  t h e r e  w i l l  be nine 
a l c o h o l   d i s t i l l e r i e s   i n  1986 producing  180 mi l l ion  l i tere,  or  over 1 F A -  
l i o n  barrels of o i l   equ iva len t ,   d i sp l ac ing  the to t a l   gaso l ine   r equ i r c  :; 
by 14 per cen t .  

Energy conservation has been i d e n t i f i e d  ae a primary objec t ive .  A 
key elements of energy conservation is t h e   o f f i c i a l   p o l i c y  of ad jus t ing  
domestic re ta i l  p r i ces  of oil products   to   re f lec t   changes   in  import prices 
o f  oil. Retail p r i ces  of regular   gaeol ise   Increased by 70 per cent  during 
1980  and by a f u r t h e r  6 per c e n t   i n  1981. The price of gasol ine  is get 
higher than d i e s e l   i n   o r d e r   t o  promote the   publ ic   t ranspor t   aec tor .  A 
number of o the r  conservation measures have been introduced i n  recent 



yearm t o  curtail energy umage in   the   publ lc  and private  rectorm. Theme 
meeauree entailed: (a) the  nationdl  dcrmemfaation of i a fo r9 . t i on  on 
energy coneervatioa through the Iwdia, rchoolm, m d l u t m ,  ctc.; (b) the 
auditing and Ponitor lag of anergy conrmpt ion  by induatrial ,  cmaercial, 
public  oectot and t ramport   cntetpt imao;  (c) lagimlet ion  regulat iag 
the atandatdo of energy  eff ic iency for electrical power errchiner, the 
operating houra of bu8inamr and entertainment t8tabliehment#,  and t he  
use of neon l i ~ h t s ,  air  conditioning, etc .; and (a) fimcal meaauteo t o  
dircouragc the r e s i d e n t i a l  consumption  of e l e c t r i c i t y   i n  exceme of a 
c e r t a i n  limit. 

7. Development planning 

The basic   object ivee of the  Five-Year  Development Plan (1978-82) are: 
to   eus t a in  increaser in   ag r i cu l tu ra l   ou tpu t  and naintain malf-mufflclcncy 
i n  rice; t o  p r m o t e   i n d u r t r i a l  growth and create employment opportuni t ies ;  
to  reduce dependence on imported o i l ;  and to  remove Income d i e p a r i t l e e  
and develop  lageing areas, especially rural areas. Special  emphaeie has 
been placed on l a b o r i n t e n e i v e  a d  expor t -or ien ted   induet r ia l l ra t ion .  
The implementation of the  Plan  hae  been  adversely  affected by t he  economic 
slowdown i n   t h e   i n d u s t r i a l   c o u n t r i e s  and the  rapid  increaee  in   the price6 
of o i l  products. R e a l  GNP growth  has  been  lese  than  the  Plan  targets and 
the   r a t e  of i n f l a t ion   has  exceeded the  7 per cent  guideline-  Nonetheless,  
progress was made in  the  expansion of in f ras t ruc ture   suppor t   such  as i n  
t r a n s p o r t a t i o n ,   e l e c t r i f i c a t i o n ,  and i r r i g a t i o n ;   i n  reduced  dependence  on 
imported o i l ;  and in   ag ra r i an  reform through  land  tranefer and extension 
of leasehold  contracts .  

The Development P lan   for  1983-87 was submitted  to  the  Bataeang 
Pambansa, the   count ry ' s   l eg is la tur t ,   fo r   approval  in  December 1981. The 
new P l a n  a l so  aims a t  balanced  development of the   var ious   sec tore  of 
the  economy and an equ i t ab le   d i s t r ibu t ion  of the  gains  from development- 
The key element8 of t he  aacroeconmic  s t ra tegy  to   be  pursued are the  
fo l lowing:   e f f ic ien t   explo i ta t ion  of a g r i c u l t u r a l   p o t e n t i a l s   f o r  food, 
agro-energy, and export  crops;  industrial  development  along  the l ines of 
comparative  advantage;  expansion of necessary  infrastructure   to   support  
t he   ag r i cu l tu ra l  and i n d u s t r i a l  growth;  import-substituting  investments 
and e f f e c t i v e  demand management in   the   energy   sec tor .  (The major  quanti- 
t a t i v e  macroeconomic t a r g e t s  of the   Plan are presented  in Annex 11.) 
I n  i n d u s t r y ,  the  Plan aims et  the  promotion of labor- intensive  industr ies ,  
al though  capital-intensive  industries  based on domestic raw mater ia le  
w i l l  also be emphasized.  Since the   ave rage   cap i t a l / l abo r   r a t io   i n  small- 
and medium-scale i ndus t r i e s  is only  about  half of t h a t  i n  large-scale 
en te rp r i se s ,   t he  Government w i l l  expand i ts  program of induetr ia l   exten-  
s i o n  which inc ludes   t echn ica l   a s s i s t ance   fo r   p ro j ec t   f ea s ib i l i t y   s tud iee ,  
marketing  assistance and p re fe ren t i a l  credit. To reduce  the  country's 
dependence on oi l   impor ts ,   the  development of hydroe lec t r ic  and geothermal 
energy w i l l  be promoted. The Government w i l l  continue  to  give  high 
p r i o r i t y  t o  petroleum  exploration and development . 



111. Public Finaaca 

Thr general goverannt rector i n  the Philippinam cowir t r  of the 
Hmtfonal Goverumnt and a largo umber of local govormwat unit., 
copering 88 provlnca8, 62 citleo, 1,557 euniclpalit%ar, .ad momm 42,000 
vill4.m. The Social Securi ty  Syatem (SSS) and tha Goveroornt Service 
Insurance Syr tm (GSIS) , which have t h e i r  own budgatr, ara almo part of 
the   general  government oector. There are 37 noafhauclal public enter- 
pr l ses ,   cons is t ing  of p u b l i c   u t i l i t i e s  8nd enterprimer engapd l a  
Lnduatrial  and cmmercirl a c t i v i t i e s -   1 / 2 /  

1. Natioaal government  budget 

" 

National  govcraeent  budgetary  operations are affected  through  the 
General Fund, which covere  the  current aud capital budgete- The budget 
show revenue on an  accrual  h e i r  and expenditure on an  obl igat ional  
baeis,  but  the  budget  documents aleo give  eatlmatee of major aggregate6 
on a caeh  baeie. On t h e  basis of expendi ture   obl igat ione,   cash  dirburae-  
ment c e i l i n g s  (CDCs)  are   es tab l iehed ,  which rpcc i fy   the  meximum m u n t  
of cash which an  agency  can  withdraw from the  Treasury  during  the  year 
f o r  payment6 of cur ren t   ob l iga t ions  and pr ior   years '   accounts ,  broken 
dovn i n to   qua r t e r s .  The cash budget estimates of expenditure  include a 
"reserve" (a percentage of budgeted  expenditure) which can  be  wizhheld 
i f  revenue  development6 f a l l   s h o r t  of expectation&.  This  "reeerve" 
mechaniem provldee a f lexible   inetrr tment   for   control l ing government 
expenditure and for   ach iev ing   overa l l   s tab i l iza t ion   ob jec t ives .  

A summary statement of the  cash  budgetary  operatione of the  National 
Goverment for the  period 1977-81 is presented  in   Table  3 ,  which aleo 
provides the off ic ia l   budgetary   as t imateo   for  1982  on a caeh  basis. The 
actual data  are obtained from t h e  Cash Operations  StarePleat (COS) of the  
Treasury,  which i e  issued  monthly  with a l a g   i n  t he  a v a i l a b i l i t y  of da ta  
of about two months.  While data from the  COS have the   v i r tue  of being 
r e l a t ive ly   cu r ren t ,  i n  some area8 the ava i l ab le   da t a  do  not permit a 
disaggregated  analysis of government f i n a m e s  . In   pa r t i cu la r ,  no  func- 
t i ona l   ana lys i e  of expenditure  can be made from the   da t a  ae recorded i n  
t h e  COS, and  only a l imi ted   ana lye is  of expenditure by economic category. 
Revenue can be classified by major t ax   ca tegor ies ,   bu t  a breakdown within 
theee ca tegor ies  is  usually not  poeelble, e.g., of  import  dutiee and 
excise   du t ies  by commodity groups. 

Treasury cash balances,  except for minor amounts of caeh in vaul t s ,  
are held as depos i t s   wi th   the   Cent ra l  Bank and  with d e p o s i t  money banks. 
In   addi t ion ,  i n  recent   years ,   the   Treasury  has  bui l t  up considerable 
balances  with  the Development Bank of t he   Ph i l ipp ines  (DBP) and the  Land 

1/ A review of t h e   s t r u c t u r e  of the   publ ic   sec tor  is provided i n  
Sfl80/183, page 14 

21 For a l i s t  of these  enterpr ieee,  see Government F inance   S ta t i s t ice  
Pezrbook, Vol. V, 1981,  page 497. 



(18 bil" of Phi l ippiue  pamoo) - 
1981 - 1902 

1977 1978 1979 1980 ?atart art. Eatiutem 

Rwenur 

T u  revanua 
Noatax ruvanua A/ 

Expenditure 

Currant expenditure 
capital exp8adlture - 2/ 

Overal l   surplus/daf ic i t  (-) 

Financing 

Foreign  borrowing  (net) 
Gross borroving 
Amortization 

Doneetic borrowilrg (net) 
Bankiag a y r t m  
DBP and LBP 3/ 
Other 4/ 

Hemorandun item: 

- - 

21.0 29.5 54.7 "- 
20.5 25-9 30.5 

3.5 3.6 4.2 

26.2 29.8 38.1 "- 
19.2 20.6 ' 24 .5  
7.0 9.2 13.6 

-2.2 4.3 -3.4 

2.2 0 . 3  3.4 

1.9 3.2 2 -0 
(2.3) (3.7) (2.9) 
(-0.4) ( -0 .5)  (-0.9) 

- - - 
- - - 

0.3 -2.9 1.4 
(==) (-0.2) (1.2) 

(-1.0) (-1 ea) (-1 04) 
(1.3) (-1-7) (1.6) 

35.7 

31.7 
4 -0 

47 e 6  

- 

- 
26 -5 
21.1 

-11 -9 

11.9 

5.9 
(7 -0 )  
(-1.1) 

- 
- 

6.0 
(5.5) 

(=2 .O) 
(2.5) 

Overall  rurplus/dcf i c i t  ( -) 
as a percentage of GNP -1.7 -1.2 4.1 -1.3 -3 -9 -3 -0 

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

- 1/ Includee  minor amounts of grants. 
21 Includes government equi ty   contr ibut ion and net  lending. r/ The DBP and the LBP are not part of the consolidated banking B J B ~ C I P ,  as 

I 4/ Includes trwt funde. 
przsented  in  the  monetary surveyr 



k~nk of the Philippinan (UP) which are not   depol i t  00n8y br\lw .ad, 
thatofore, are not part of tha banking a y s t r  8 a  d e f i n d  i n  the monetary 
rurvap. Trmrury carh balancer includo  the balance1 of v8rlouo t n m t  
fmdo much  am the Dspoaitory Fund (Corporations) and t he  Oi: Price E q u a l i -  
r a t i o n  Pund. Chrqe1 in  the la t ter  brlance8, whfch represent governnnt 
l l a b i l i t l e o D  are t rea ted  81 budgetary finrncing f r m   t h e  domamtlc nonbank 
mcctor and included i n  the it- "Other" in   Table  3. 

am Budeetary developmento, 1977-80 

During t he  period 1977-80, budgetary policy W81 mildly aKp.nDi0n8rpD 
w i t h   t h e   o v e r a l l   d e f i c i t   a v e r w i n g   r l i g h t l p  more than 7 par cent  of 
expenditure, or 1.1 per cent  of GNP (Table 3 ) .  Approx iu te lp  85 per cen t  
of the  cumulative  deficit  of P 8.6 b i l l i o n  was financed f r m  external 
rourcea. Net borroving from the  domestic  banking ayatam amounted t o  
P 2.2 b i l l i o n ,   o r  1cm than 7 per   cent  of t he  expaneion i n   t o t 8 1   l i q u i d i t y  
over the fou-year period, while net  Indebtednear to the domertlc nonbank 
sector   decl ined by e 0.9 b i l l i o n ,   r e f l e c t i n g  a eharp  build-up i n  govcrn- 
=ut  deporritB  with  the DBP aud the LBP. Theoe placemento were made 
p a r t i a l l y   i n   l i e u  of equi ty   contr ibut ions,   and were used t o  ruppart 
investment  and  production of small and medium i n d u s t r i e s  and export- 
o r ien ted   indus t r ies ,  as well as to prolnote the  agrarian  reform program 
i n   l i n e  with t h e  Government's  development strategy. I/ - 

Revenue grew a t  a compound annual rate of 17.7 p e r  cent,  averaging 
13.3 per  cent of  GNP during 1977-80 (Table 4). Tax revenue  increased at 
a f a s t e r   r a t e  than nontax  reveaue, and I ts  share  in t o t a l  revenue  role 
from 85.0 p e r  c e n t   i n  1977 t o  87.9 per c e n t  i n  1980 (Appendix Table VI). 
Import duties  continued to  c o n s t i t u t e  the la rgea t   source  of revenue 
(32.3 per  cent),  followed by taxes  on  income  and p r o f i t s  (25.1 per cen t ) ,  
excise duties  (16.1 per  cen t ) ,  and sales and business tax (10.7 per 
cent).  During  the  period  under  review,  the  authorities  Introduced a 
number of measures aimed a t  enhancing  the  responeivenees of the tax  
System t o  domeetic a c t i v i t y  and reducing  the  dependence on taxes  on 
in t e rna t iona l  trade. nowever, among domestic-baaed taxes, only taxes on 
income and p ro f i t s   exh ib i t ed  buoyancy g rea t e r  than uni ty ,  and the  ahare 
of revenue frm domestic-based  taxee I n   t o t a l  tax revenue  declined margi- 
n a l l y  from 1977 t o  1980. While the ava i l ab le   i n fomat ion  on the  impact 
Of d i sc re t iona ry  measures on tax  revenue  does  not permit a precise 
ca lcu la t ion ,  staff estimates i n d i c a t e   t h a t  t h e  b u i l t - i n   e l a e t i c i t y  of 

1/ To t h e  extent tha t  government depos i t s  w i t t  t he  DBP and the  LBP arz made for purposes of economic pol icy rather t h a n   f o r  Planagerent of 
government l i q u i d i t y   o r  for earning a r e t u r n ,  changes i n  such  balances 
should,   according  to  the GFS Draft Manual (page  130),  be treated ae 
government leading  (above t h e  l i n e )  rather than ae negative  f inancing 
(below t h e   l i n e ) .  The au thor i t i e s   r ega rd  theee depos i ta  as ava i l ab le  
for budgetary  disbursement,  although  in practice there is a limit on 
t h e i r   a v a i l a b i l i t y .  About 90 per cent  of a l l  deposi ta  at the LBP and 
about 50 per cent of a l l  depos i t s  a t  t h e  RBP were from the w8tional 
Govermnent at the end of 1981. 

" " 
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1977-80 1981 1982 
1917 1978 1979 1980 Avorag. I 1/ Latort tat. 

(&nul prouth rater In per cant) 

Revenue 10.5 20.0 22.9 17.6 17.7 2 e 9  14 e 0  
Tor rrvruue 11.1 20.6 26.3 17.8 18.8 3 e 9  13 06 
Nontut  revenue 7.1 16.t 2.9 16.7 10.7 4 e 8  17.5 

Expenditure 12.3 15.4 13.7 27.9 17.0 24 e 9  7.6 
Currant  expeaditure 12 .O 8.5 7.3 18.9 11.6 8.2 14 .t 
Capital  expenditurr 13.3 . 40.0 31.4 47.8 31.8 SS .I -1 e 4  

(Ratior am 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 m4 10.2 
Nontax revenue 2 .o 2.0 1.6 1.6 1 a 8  1.3 1.3 

Expenditure 14.7 14.7 13.6 14.4 14.3 15 a 6  1 4  0 5  
Current  expenditure 11.5 10.8 9.4 9.3 10.2 8 07 8.6 
Capital  expenditure 3.2 3.9 4.2 5.1 4.1 6 09 5.9 

Sourcee: Data provided by the  Miaietry of Finance; and ataff  eetimate and 
projection of GNP for 1981 and 1982, rcrptct ivcly.  

1/ Average growth rateo are compound annual  growth rates for 1977-80 and average 
raFioe t o  GNP are arithmetic average8 for 1977-80. 



Bxpaadlturo ( iac ludisg  equity  cantrfbutfaa and aat londimg) 1rrcraa~o.d 
at  a corpouad anwul rat. of 17.0 p.r: cent ,  atteragiq 14.3 pot coat of GNP. lbw.var,  Current oxpaaditwe toma at a atch mlouar rata (11.6 pot  
can t )   t h ln   cap i t a l   a rpand i tu ro  (31.8 per cant), and t ho  ratio bf current  
axpaad l tu ra   t o   t o t a l   a tpa rd i tu ro  doclined rharplp fra 76.0 pat cant in 
1977 t o  64.3 par cant i n  1980 (Appandlr Table VII). Tho r a l r t f v a l y  rlou 
growth i n  currant   expandi tura   raf lacted o t r l c t  oxpanditura control., 
8rp.clrllp on maintomace and rubaldy  outlayo. bag capi ta l  rxpmditure, 
iafrrmtructuro rhou8d tho highrmt arowth rat8 in l ino with  tha r u t b r i t i o r '  
d e c i r i o n   t o   r t e p  up mharply the l n f r a r t r u c t u r e   i n v e r t t e n t  program; i t a  
ohate i n  tot81  expenditure role frum 10.1 p a r   c e n t   i n  1977 t o  19.2 per 
cent i n  1980. 

b. Budgetary  psrforaance i n  - 1981 

The krdgetarg  pooltion  deteriorated  rapidly during 1981, refleeti* 
both  the operation of bu i l t - i n   r t ab i l i t c r a  on the ravenua aide a d  a 
pronounced expawlona ry   sh i f t  i n  expenditure. The lateet a r t h a t o o ,  
based  on  outturarr fo r  t h e  f i r a t  11 Ponthe of t h e  year, S ~ Q U  an overa l l  
de f i c i t  of P 11.9 b i l l i o n  (3.9 per cent  of G N P ) ,  carparad wi th  an 
original   cet imate  of P 4.2 b i l l i o n  (1.3 per cent  of CNP).l/ Foreign 
financing a t  P 5.9 bi l l ion ,   inc luding  P 1.5 bi l l i on  from The f i r s t  
structural  adjustment  loan,  covered  about half the deficit.2/ To meet 
the f inancing  requirment ,   the  Goverument relied heavily on-the domestic 
hankins eyotem,  which  provided e 5.5 b i l l i o n  i n  net   c red i t ,   o r   about  half  
of the  expansion i n  t o t a l   l i q u i d i t y .  The Goverument continued i t r  policy 
of building up depos i t s  with the DBP and LBP, with  net  claine on these 
ine t i t u t ions   i nc reas ing  by P 2.0 b i l l i o n  and, t o  a large extent ,  off- 
set t ing  the  f inancing  obtained  f roa  other  nonbank BOU~CCB.  

Revenue developments i n  1981 were adversely affected by the slwdown 
i n  ac t iv i ty  in m a t  dcmestic sectors and sharp declines i n  import and 
export  growth. Tax revenue r o ~ e  by only 4 per cent  and ncntax  revenue 
declined  marginally. While problem of tax  adminitstration  contributed  to 
the weak performance,  diecretionary  meaeures d id  not, o n  balance, lead t o  
a l o s s  of revenue.3/  Receipts from taxes  on income and prof i t6   increased 
by 9.5 per cent ,  c%pared with  un estimated  growth  rate of 15.8 per cent 
1.1 nominal GNP. l /  In January 1981, t h e  Government granted a tax relief 
(increased peroznal  exemption),  which  meant that revenue of about 
P 300 mil l ion  waa foregone. However, the  loss from t h i s  ac t ion  was more 
than cornpensated f o r  by a revenue  gain of P 400 mil l ion  frw a tax amnesty 
i n  September 1981, providing  for payment of taxes on uudec la rd  iacome 

- I/ Estimates of GNP f o r  1981 are staff est imates .  
21 The onlending of the first s t ructural   adjustment   loan from the IBRD 

3/ E a t h a t e e  of the  Impact of discretionary meaeures are off ic ial  
is-budgeted fo r  1982. 

esFimates . 
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and/or w r a l t h   d u r i m  1974-80. Tha r o h t i v a l y  rlow arowth i n  t8x.r on 
incow and profit .  can in  part ba a t t r i b u t e d  to  a aqtm.rro in profit., 
orpociallp of major f f tpr  mwud in export8 of p r f u r y  productr, and i n  
part to  daficiracior la tax colloctlon. Bxcfro dutfom, uMch aro l o v i d  
at  r p r c l f l c  r a t o r ,  rho- tho highar t  rata of growth (12.5 par cont) of 
any M j o r  t& C l t q O v ,  U i d y  due t o  iacrOa8Or i n  dutiar On c iga ro t to r  
and l iquor  in Septabrr  1980 and 4 a i n  o n   c i g a r a t t o r  i n  April 1981, 
uhich contributed P 400 mil l ion  to  revenue. Recmlptr from 88l#a and 
burinmar tax increared by only 2.8 par cent .  Thir poor prrforrrunca 
which occurred derplte higher  tax rater on forcrt productr that provided 
P 260 mill ion i n  revenue, m y  b. a t t r i b u t d  to problrw wfth thr tax 
co l l ec t ion  mechanism. The dec l ine   i n   impor t   du t i e s  ( 4 . 5  per cont) 
o c c u r r d  ar a rerult of a m h r p  f a l l  i n  the growth of importo and roduc- 
tionr i n  t a r i f f  rater i n  Janumry and Auguat 1981, with a lomr in r e v e n u  
ertimatcd a t  m0 million. I n  d d i t i o n ,   a b o u t  9 u)o mil l ion  in  import 
du t i e s  owed by the  Philippine  National O i l  Campany tmr not  collected.  

Expenditure  policico  in 1981 were influenced by the disruption of 
f inanc ia l  mrketr in  the e a r l y  part of the year and the r luggirhnarr  of 
the economy. While e t r i c t  economy meassrer were imponed on current 
expenditure, the Governrent  stepped  up  sharply i t r  equi ty   contr ibut ion 
and lending t o  f inanc ia l ly   d i e t r e seed   en te tp r i r e r ,  and, in  an e f f o r t   t o  
canpeneate for depressed private   investment ,   sc te lcrated  the implementa- 
t i o n  of the  in f r a s t ruc tu re  program. Total expenditure  increased by 
24.9 per cent,  about 10.5 per c e n t   i n  real terme. With cur ren t  expendi- 
ture increasing by only  8.2 per cent and capital  expenditure by 55.1  per 
cent, the share  of current   expendi ture   in   total   expendi ture   decl ined 
sha rp ly   t o  55.7 per  cent. Among current  expenditure,  personal  services 
increseed by 7.5 per cen t ,   r e f l ec t ing  a moratorium  on  recruitment and 
t i g h t  wage r e s t r a i n t .  The increaee  in  maintenance and other  operating 
expenditure was l imited to 5.3 per cent  by poetponanent of maintenance 
expendi ture ,   cutbacks  in   fer t i l izer   subeidy paymente, an3 reduct ions  in  
a i d  t o  loca: govermente.   In the  capital budget,   infraatructural   inveat-  
ment expenditure  rose by 29.0 per  cen t ,  faci l i ta ted by the  extension of 
the expi ra t ion  date for CDC releaeee on i n f r a s t ruc tu re   p ro j ec t r  in 1980 
t o  mid-1981. Other   capi ta l   out lays   increased  sharply by 154.5  pel cent ,  
mainly  on  account of dlebursements for housing and energy  projects as 
w e l l  as for the  KKK. Equi ty   cont r ibu t ion   to  government corporations rose 
by P 3.3 b i l l i o n ,   o r  73.6 per 
budgetary  contribution  to the  
lending  for   servicing of debt 
increased by 60.9 per cent. 

C .  The 1982  buduet 

The 1982  budget  provides 
equiva len t   to  3 . 0  per cent  of 
growth i n  revenue of 14.0 per 

cent,  of which P 0.5 b i l l i o n  represented a 
Indus t r i a l   Rehab i l i t a t ion  Fund. Net 
of public   sector  ent i t ies  and f o r  housing 

f o r   a n   o v e r a l l  d e f i c i t  of P 10.5 b i l l i o n ,  
projected GNP, r e s u l t i n g  from an crtimated 
cent  and in   expend i tu re  of 7.6 per cent. - 1/ 

1/ The budget estimates f o r  1982 i n   t h i s   r e p o r t  are o f f i c i a l  estimates 
aS-Of January  1982, and c o n t a i n   s u b e t a n t i a l   r e v i d o m  to the   cash budget 
estimates i n  the 1982  budget document6 published in August  1981. 
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Currow .rtp.nditwo i o  o r t i m e d  to facruoo by 14.7 par C m t ,  whUe 
capital ap.ndltur0 im o r t h a t a d  to  b. 1.4 par cont lowrr than i n  1981, 
Bxrarnal fieaaciq i o  projacted at P 5.3 b i l l i o n ,  conrioti- of projoct 
l o a m  (P 3.0 bi l l ion) ,  b o d  lrruar (C 1.7 bi l l ion) ,  the rrcond o t r u c t u r a l  
a d j u o t w n t  loan (C 1.6 b i l l i o n ) ,  and amortiaation payuntr (? 1.0 b i l l i o n ) .  
kt c t d i t  ftm tha d o m r t i c  brUkiRg m y r t a  10 00tht.d at  C 1.5 bi l l ion ,  
oquivalrat  t o  3.7 pot cent of total  l i q u i d i t y  a t  tho and of 1981. Tho 
authori t imr plan t o  mak f u r t h a t  depoaitr with   the  DBP md tho LBP, but 
8xpcct a o w l l o t  incroaoo i n  ouch dapor i t r   thau  in  1981. 

The revmnue o r t h a t e m  are b r a d  on t h e  followlug oconomic aoouap- 
t loao: coal CHP growth of 5.1 por cent; an i n f l a t i o n  rat0 of 10 per 
cent;  and nominal lmpott a d  export growth tatem of 7 par can t  a d  10 pet 
cent, re rpec t lve ly .  No dlrctmtionary mearuror ham ye t  boon implemented 
thrt ate u t p o c t d   t o  provide additional  ravenue i n  1982. how t he  majot 
t ax   ca tegot i so ,  revenw from raler and burlnoor tax l a  ootimated to ohow 
the   l a rgeot  increare (16.6 per cent), fo l lou td  by tucea on 1ncaPa and 
profit. (14.9 per cen t ) ,  excioc d u t l c r  (13.7 pet cent), and import   dutier 
(11.2 per cent).  Overall, t h e  revenue e r t i u t o o  for 1982 imply an o l a r  
t i c i t y  of total tax revenue  with  reapcct  to CNF c l o r e   t o   u n i t y ,  compared 
w i t h  an e l a o t i c i t y  of only 0 . 3  f o r  1981.  While the  delayed implementation 
of tax  incrcaaca on l iquora,   scheduled  for A p r i l  1982, is expected  to 
provide P 90 mill ion  in   addi t ional   revenue,  t h i s  gain w i l l  be o f f o a t  by 
an  estimated loes i n  import du t i e s  of P 180 mi l l ion  from the  reductionm 
i n  tariff rate6 in January 1982. 

The 1982 budget meesage contained a number of tax  proposals  including: 
the  adoption of a "modified gross income taxa t ion  acheme;" the  imposit ion 
of a value-added  tax on the  second sale of a r t i c l e s ;   s t a n d a r d i z a t i o n  of 
f r a n c h i s e   u t i l i t y  rates; and r e s t r i c t l o n e  on t he  use of t h e  tax c r e d i t  
method f o r  the ca l cu la t ion  of sales tax.  Of these  meaeures,  which were 
estimated t o  generate  additional  revenue of P 900 mil l ion ,   on ly  the f i r s t  
one has been  implemented so far,  and i t  ts not  expected t o  have  any 
s i g h i f i c a n t  impact  on revenue i n  1982. The other  proposals  have  been 
either deferred or shelved, p a r t l y  because  the system of i n d i r e c t  taxa- 
t i o n  and the  scheme8 of fiscal  incent ives  are cu r ren t ly  under  review. 
Under the  " m d i f i e d  groee income taxa t ion  echemc," employment income w i l l  
be  taxed  on a "grose baeis," after allowance for personal  exemption, 
uhile business  inccme/incane of professionals  will remain  taxable  on a 
"net  bftsie," i.e., after legi t imate   deduct ione. l /  The new eyetem seeks 
to simplify  tax  adminis t ra t ion by reducing  diecFet ion  in  the determina- 
t i o n  and allowance of deductions  on  the p a r t  of the  taxpayer/tax  examiner, 
and through  wider  enforcement of the   withholding  tax on employment 

1/ Since t h e  rates app l i cab le   t o  employment income were reduced  (from 
a '?ange of 0 per  c e n t   t o  70 per   cen t   to  a range of 0 per   cent  to 35 per 
c e n t ) ,   r e l a t i v e  to the  rates applied  to  business  incane/incorne of pro-  
feee iona ls ,  the new eystem resulted in   schedular   t axa t ion .  The rates 
impoeed on busineee incom/incane of profess iona ls  were scaled down frm 
37 brackets r a n g i q  from 3 p e r  cen t  t o  70 per cent t o  5 brackete  rangiq 
from 5 per cent t o  60 per cent. 
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incow. The a u t b o r f t l r r  expect that the new ryrtem vi11 r r l e a a r  mapmmt 
tamoutcam for   concent ra t ion  on o the r  taxem, e rpec i r l l y   t ha   co rpora t e  
l n c o r  tar, aud, over tl-, ut11 rrmult  in  a r l g n i f l c a n t   i r p r o v r s m t  in 
tu d m i n i r t r a t i o a  &ad rwanum collmction. Tha 1982 budmt marug. cilmo 
announc8d increarer in vrrimr 8 d l i n l r t r a t i v a  fear and c b r a o r ,   0 8 Q h t . d  
t o  provide   addi t loa l l  Boutax twenum of P 300 mill ion.  €bwv.r, n o m  
of there i n c t a a r a r  h a m  yet bela implmented. 

Thr expanditure emtimatem will bring the ratio of t o t a l .   u p e a d i t u r a  
t o  GNP back t o   t h e  1980 l e v e l  of 14.5 per cent  and reverr.  the downward 
trend i n   t he   eha re  of curren t   expendi ture  in t o t a l   expend i tu re  in recent 
yearm. With current  expenditure  budgeted to iacrears by 14.7 per cant 
and capi ta l   expendi ture  to  dec l ine  by 1.4 per cen t ,   t he  mhars of cur ren t  
expenditure w i l l  increare  from 55.7 per cent i n  1981 to  59.4  per cent in 
1982. However, am a r a t i o   t o  CNP, c u r r e n t  expenditure w i l l  dec l ine  
marginally. The r t r ic t  control   on  current   cxpcndi ture ,  am evldencad by 
the mteady d e c l i n e   i n   t h e   r a t i o   t o  GNP from 10.8 per c e n t   i n  1978 t o  
8*7  per cent  in 1981, h a m  resulted  in  inadequate  maintenance of road8 and 
i r r i g a t i o n  ryetmm and c i v i l  service ccqmneat ion  level .  +IC: generate  
problem in r e t a i n i n g   s u f f i c i e n t  numbers of capable  profcreional and 
managerial   e taff . l /  About one  fourth of t h e  budgeted   increase   in   cur ren t  
expenditure  reprerents  higher  provisione for a l lo tments  t o  l o c a l  govern- 
mente and fo r   Fn te ree t  payments. Personal servicea,  maintenance and other  
operating  expenditures are estimated t o  increaee by 14 per cent  and 
12.5 p e r  cent, reepec t ive ly .  Among cap i t a l   expend i tu re ,   l n f r ae t ruc tu ra l  
iaveetment is estimated t o  dec l ine  by 11.6 per ceut, with emphaeim being 
placed on t h e  implementation of  ongoing p ro jec t s ,   pa r t l cu la r ly   t hose  
echeduled for completion i n  1982. Other   cap i ta l   ou t lays ,  however, are 
projec ted   to   increase  by 33.6 per cent,   mainly  on  account of dlebureeaents  
f o r  housing end l o c a l  government conet tuct ion  projecte .   Equi ty   contr ibu-  
t i o n  t o  corporat ions will be c u t  back by 10.7 per cent .  The bulk of 
corporate  equity  investment w i l l  f inance  counterpart   fund provAsiona f o r  
foreign-aesieted  projecte  implemented by corporat ions and the  budgetary 
requiremente of t h e  11 major i ndue t r i a l   p ro j ec t e .  Net lending, on t h e  
o the r  hand, i a  budgeted to  more than double, mainly  because  of  the 
expected  onlending  from the f i r e t   s t ruc tu ra l   ad ju8 tmen t   l oan ,  and 
advances to g o v e r m e n t   e n t i t i e s .  

2. Local  government8 

A prominent  feature of Ph i l ipp ine   l oca l  government f inance is a 
r e l a t i v e  lack of fiscal autonomy for local government un i t s .  Their 
taxing powers are closely  regulated by the National Government,  and 
na t iona l  government t r a n e f e r s  are a key support  of l o c a l  government 
finance.  Because of t h e i r  gr,+ater taxing powers, l a r g e r  tax baee,  and 
greater ease of adminietrat loc,  c i t i ee  are more f i e c a l l y  autonomous than 
provinces and munic ipa l i t i es .  During the 19708, several  measures were 

1/ In XBRD Report No. 2674-PB, November 12, 1979, it was recommended 
thgt the Government a Cm t o  stem the r e l a t i v e   d e c l i n e   i n   c u r r e n t  expendi- 
ture. 
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taken t o  expand the f i n a n c i a l   r e s o u r c e r  of l o c a l  80vetummnt0, mainly by 
increaming tax receipt0 frap local mourcer a d  rllotmentr frm t h e  
National  Government.l/ I n  a d d i t i o n ,   s u b j e c t   t o   c e r t a i n   l f m i t a t i o n a ,  
local ~overcmento  we'% author ized   to   bor rw  d-emt ica l ly  for the financi- 
of apacific projecta. -ana from foreign  rourcas,   however,   have t o  k 
negot ia ted and mecured by t he   Na t iona l   Goveraan t ,  which then MY relead 
t he   funds   t o  local g o v e r m n t s .  According to r e c e n t   i n r t r u c t i o n s  for t h e  
imeetment  of goverment   funds,   local   goverpl lentr  are not permitted to 
l end   to   any   pr iva te   ind iv idua l   o r  company; any eurplua  funds are to be 
depos i t ed   w i th   gove rmen t   f i nanc ia l   i ne t i t u t ione .  

The aggrega te   s ize   o f  local government  budgets  relative t o  t h e  
nat ional   goverment   budget  is modest; to ta l  revenue and expenditure  of 
local  governments,  in recent  years,  have  averaged  about 1 4  per cent  and 
12 p e r  cen t  of national  goverlsnent  budgetary  revenue and expendi ture ,  
reepec t ive ly .  The loca l   governmats   have   rece ived   about  one t h i r d  of 
t he i r   t o t a l   r evenue   f r an   t he   Na t iona l  Government,  mainly  the  proceeds 
from revenue  sharing;  reven- from l o c a l   s o u r c e s   c o n s i e t s  of r ea l   p rop -  
e r t y  taxes ,   bus iness  taxes, a d m i n i s t r a t i v e   f e e s  and chargee, and property 
income. Current  expenditure hae accounted  for   near ly  90 per cent  of 
total   expendi ture ,   mainly on gene ra l   admin i s t r a t ion  and p u b l i c   v e l f a r e .  

During  1977-80,  budgetary  operations  of  the  local  governments 
resulted i n  a cumula t ive   ove ra l l   su rp lus  of about P 625 million, most of 
which was r e f l e c t e d  in an  increase in net  claims  on  the  banking  system 
(Table 5 ) .  Revenue  grew a t  a canpound annual rate of 17 per   cent ,  repre!- 
sen t ing  a f a i r ly  c o - s i l t e n t  1.8 per   cent  of GNP. More than  half  of t he  
inc rease  i n  revenue vas der ived from h i g h e r   r e c e i p t s  from loca l   sources ,  
with proper ty   t axes  showing t h e  largest inc rease ,   vh i l e   a l l o tmen t s  from 
the   Nat iona l  Government accounted  for  45 per  cen t  of the increase .  
Expenditure  rose a t  a compound annual rate of 1 4  per   cen t ,   wi th  i ts  share  
i n  GNP declining from 1.8 p e r  c e n t   i n  1977 t o   1 - 6  per cent i n  1980. 

Budgetary  operations of t h e   l o c a l  governments are es t imated  t o  have 
r e s u l t e d   i n  an o v e r a l l   s u r p l u s  of P 404 m i l l i o n  in  1981,   with  an  increase 
of P 304 m i l l i o n  i n  net   c la ims  on the  banking system. Revenue is e e t i -  
mated to  have grown by Borne 13 per c e n t ,  and  expenditure by about 15 per 
cent .  About 70 per  cent of t he   i nc rease  i n  revenue i s  estimated to  have 
der ived   f ran   loca l   sources ,  and m e t  of the  remainder from allotments 
from the   Nat ional  Government. Budgetary p r o j e c t i o n s   f o r  1982 show a 
150 pe r  cent i n c r e a e e   i n  the o v e r a l l   s u r p l u s  to P 1,015 million, 
r e s u l t i n g  from a 24 per c e n t  rise i n  revenue and a 13 per  cen t  rise in 
expendi ture .   Reflect ing a aharp  increase in admln ie t r a t ive   f ees  and 
chargee,  nontax  revenue i s  est imated t o  grow by 36 per  cent ,   account ing 
for more than 60 per ceut  of the   projected  growth  in   revenue from l o c a l  
sources. 

- 1/ For a summary review of the8e measures, Bee SM/80/183, page 19. 
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: Local Governmant_%udgetarp Operationr, 1977-82 

(In pillionr of Phil ippine  BO* 

1980 1981 1982 
1977 1978  1979 Pre l .  Act. Batimmta Projection 

Revenue and grante  

Local  source revenue 
-Property  taxes 
BuI3i11eI38 taxes 
Nontax revenue 

In t e rna l  revenue 
allotments from 
National Goverment 

Special aide from 
National Government 

Expend1 tu re  

Current expenditure 

C a p i t a l  expenditure 

Overal l   eutplue/def ic l t  

Financing 

External 

Domeetic 
Banking a ye tem 
Other 

3,080 4,729 

2,406 2,875 
(799) (915) 
(738) (822) 
(869) (1,138) 

1,186  1,554 

288 300 

3,781 4,321 

3,322 3,729 

449 592 

-99 -408 
(-217) (-104) 
(118) ( -304)  

5,359 

3,331 
(1,098) 

(962) 
(1,271) 

1,710 

318 

4,955 

5,326 

629 

404 

-404 

- 
- 
I- 

-404 
(-304 ) 
(-100) 

Source: Data provided by the Ministry  of  Finance, and the Central  Bank of the 
Philippinee 
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3. S o c i a l   r e c u r i t y   i n r t l t u t i o n o  

The two 8overwent r o c i a l   s e c u r i t y  funds, t h e  GSIS and t he  SSS, p lay  
a s i g n i f i c a n t  role an pub l i c  sector resource   mobi l iza t ion  and am f i n a n c i a l  
inveetora.  The =IS, e s t a b l i s h e d   i n  1936, I s  for government  employees, 
while the SSS war c r e a t e d   i n  1954 t o  p r o v i d e   s o c i a l   e e c u r i t y   b e n e f i t s   f o r  
noagovcrment employees. The  combined Investment   portfol io   of   the  GSIS 
and t h e  SSS at the end of 1980 mounted   to  P 14.5 b i l l i o n ,  or about 20 per 
cent   of  t o t a l  a s s e t s  of  nonbank f inanc ia l   i n t e rmed ia r i e s .  

During the period 1977-80, the   cumula t ive   overa l l  surplus of t h e  
GSIS and the  SSS ( a f t e r   n e t   l e n d i n g   t o  members) amounted t o  P 5.3 b i l l i o n  
(Table 6).  Revenue rose  a t  a compound annual rate of 18 per cen t ,  
s l i g h t l y  lower than t h e  growth i n  GNP.  Approximately two t h i r d s  of t h e  
increase i n  revenue  derived  from  higher  contributions,   with most of t h e  
remainder caning from Increased  investment  earnings.   Benefit  payments 
and ne t   l ending   to  members, mainly  hocsing  and  educational  loans a t  sub- 
s i d i z e d   r a t e s  of Interest, averaged 41 per  c e n t  and 29 p e r  cent ,  respec- 
t ive ly ,   o f   cont r ibu t ions .  

The SSS has   been   i nves t ing   p r imar i ly   i n   pub l i c   s ec to r   s ecu r i t i e s ,  
e s p e c i a l l y   i n  PNB/DBP notes  and i n  goverment s e c u r i t i e s ,  whose p o r t f o l i o  
share  a t  end-1980 amounted t o  50 per   cen t  and 25 p e r  cen t ,   r e spec t ive ly . l /  
Host of the  remaining 25 per   cen t   represented   se rv ice   loans   to  members. 
The p a r t f o l i o  of the  GSIS shows a similar t r end   i n   r ecen t   yea r s  toward 
government secu r i t i e s   w i th   l ower   r i sk  and a n   a t t r a c t i v e  rate of   re turn.  

- 

Operations of the soc ia l   s ecu r i ty   funds  are es t imated   to  have resulted 
i n  a surplus (af ter  n e t  l e n d i n g   t o  members) of 9 2.1 b i l l i o n   i n  1981. 
Revenue  grew by 23 p e r   c e n t ,   r e f l e c t i n g  a sharp   increase   in   inves tment  
and other   earnings,   whi le   expendi ture  rose by 25 p e r  c e n t ,  largely due t o  
h igher   ne t   l ending .   Pro jec t ions   for  1982 show a marked elowdown i n   t h e  
growth  of  both  revenue (13 p e r  cen t )  and  expenditure  (12 per cent), with 
a surp lus  of P 2.3 b i l l i o n .  

4. Government cornorat ions 

Investment by government  corporations  rose  from a l e v e l  less than 
3 per cen t  of G N P  in 1978 to   an   es t imated  5 p e r  cen t   o f  GNP i n  1981 
(Table 7 ) .  &/ About 60 p e r  cent  of the   cap i ta l   accumula t ion  took place 

1/ The available d a t a  from the  monetary  accounts do not  permit a 
c a i c u l a t i o n  of the  net pos i t i on  of t h e   s o c i a l   s e c u r i t y  funds with  the 
banking system. In p a r t i c u l a r ,   d e p o s i t s  by the  GSIS and the SSS are 
lumped toge ther   wi th   depos i t s  by o t h e r   p u k l i c   s e c t o r   e n t i t i e s ,  and 
h o l d i n g s  of PNB notes  by social s e c u r i t y   i n e t i t u t i o n s  are not shown 
separately i n   t h e  monetary  accounts .   In   the  accounts  of t h e   s o c i a l  
secur i ty   funds ,  holdings of PNB no tes  are grouped  together  with  holdings 
of DBP S e c u r i t i e s .  

21 The 12  corporat ions in Table 7 Account f o r  more than 90 per  cent 
of- to ta l   cap i ta l   inves  tment by government  corporatione 
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Table 4- Philippines: Operatione of Social   Securi ty  Inst i tut ion-e,  19317-82 lJ 

(In mil l ions  of Philippine  pesos) 

1981 1982 
1977 1978  1979  1980 Lateet est. Estimates 

Revenues 

Contributions 
Employere 
Employeea 

Inve s tment  and 
other earnings 

Expenditures 

Beaef it payment B 
Other expenditures 
Net lending - 2/ 

Overal l   surplus/def ic i t  (-) 

Financing 

External 
Domes t i c  

Banking  system 
Other 31 

Memorandum item: 

- 

Government employer 
cont l   lbu t ions   to  GSIS 

2,465 

1,753 
(982 1 
(771) 

6 52 

1,323 

6 52 
172 
499 

1,082 

-1,082 

" 

-1,082 
( = - * I  
( *  * * I  

5 82 

2 , 832 3,486  3,946  4 , 868 5 , 506 

2,058 2,431 2,823 3,358 3,765 
(1,171) (1,395) (1,613) (1,892) (2,149) 

(887) (1,036) (1,210) (1,466) (1,616) 

774 1,055  1,123  1,520  1,741 

1,950  1,859 2,244  2,812 3,167 

93 9 998 1,170 1,395 1,541 
212 2 70 328 347 381 
779 591 757 1,070 1,245 

882 1,627 1 ,702  2,056 2,339 

-882 - -1,627  -1,702  -2,056 -2,339 

687 757 895 1,092  1,281 

Sources: Data provided by the  Ministry of Finance. 

21 Consists of net   lending  to  members. 
31 Consiate  primarily of change in net  claims on the  Nat ional  Government and 

- 1/ Consists of t he  SSS and the  GSIS. 
- 

otEer pub l i c   s ec to r   en t i t i e s  
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Table 7. Philippinee: Hajor Government  Corporatione"- 
kwel and Financing of-Capital Investment, 1978-01 A/ ~- 

1978 197 9 19 80 1981 - 21 

Capital  investment 

Financed by: 
Internal  cash  generation 
Government  equity  contributions 
Borrowings and use of cash 
balances 

Capital  investment 
Financed by : 

Internal  cash  generation 
Government  equity  contributions 
Borrowings and use of cash 
balances 

Capital  investment 
Financed by : 

Internal  cash  generation 
Government  equity  contributions 
Borrowings and use of cash 
balances 

(In millions of Philippine pesos) 

4,960 8,759 12,562 15 ,268  

369 49 5 883 1,453 
1,636 2,629 4,165 5,861 

2,975 5,635 7 , 514 7s 948 

( In  per cent of GNP) 

2 08 4 m 0  4 07 5 *O 

0.2 0.2 Om3 0.5 
0.9 1.2 1 m 6  1.9 

1.7 2 -6 2-8  2 e6 

- - - - 

(In per  cent of total) 

100 100 100 100 

7 6 7 9 
33 30 33 38 

60  64 60  53 

- - - - 

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

1/ Includes the  following  12 major government  corporations:  Philippine 
NaFlonal  Oil  Company,  National  Power  Corporation,  National  Electrification 
Administration,  Metropolitan  Waterworks  and  Sewerage  System, Local Water 
Utilities  Administration,  Philippines Ports Authority,  Philippine  National 
Railway,  Metro  Manila  Traneit  Corporation,  National  Irrigation  Administra- 
t ion ,  National  Housing  Authority,  Vational  Development  Company, and Export 
Processing Zone Authority. 

2/ Estimates. - 
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in the   rapidly  expanding  energy  mector ,   empecir l ly   the National Pouer 
Corporation.  While most goveramcnt  corporatiom  have  been  generating 
o p e r a t i n g   s u r p l u s e s ,   t h e y  have depended  heavily on equi ty  c o n t r i b u t i o n s  
from the  National  Coveramcnt  and  on  goverment-guaranteed  borrowings 
(moetly f o r e i g n )   f o r   t h e   f i n a n c i n g  of t h e i r  investment p ro jcc t a .  
r n t e r a a l  cash gene ra t ion  for the   12  -jar corpora t ione  i n  Table 7 
financed only about 8 per cent  of the   accumula ted   inves twnt   expendi ture .  
dur ing  1978-81. Duriag t h e  aame per iod ,  government e q u i t y   c o n t r i b u t i o n s  
amounted t o  P 14.3 b i l l i o n ,   o r   a b o u t  one t h i r d  of t he   f i nanc ing   r equ i r e -  
ments. A t  t he   ave rage   i n t e rea t  rate p r e v a i l i n g  i n  1981 of 15.8 per cen t ,  
t h i s  would repreeent  a n  i m p l i c i t  budgetary subsidy of P 2.3 b i l l i o n  i n  
1982 .&/ 

T a r i f f  rates of moat of the  major  corporatione  have  been  adjusted 
upward in recent   yeare ,   main ly   to  take account of c o e t   i n f l a t i o n .   I n  
1981,   for   example,   the  rates charged by the   Nat iona l  Power Corporation 
and by the   Met ropol i tan  Waterworks  and  Sewerage  Authority were raised by 
an   average  of 13   pe r   cen t  and 23 p e r  cen t ,   r e spec t ive ly .   Fu r the r  
i n c r e a s e s   i n  water rates a r e  expected by Ju ly   1982,   whi le  any upward 
adjustment i n  power rates w i l l  only r e f l e c t   c o s t  increases. 

IV. Monetary  Developrnents  and P o l i c i e s  

1. I n s t i t u t i o n a l   d e v e l o m e n t s  

The P h i l i p p i n e   a u t h o r i t i e s  are i n  the   mide t  of a major  reform of 
t h e  flcaccrsl sec tor   des igned   to   enhance   the   e f f ic iency  of f i n a n c i a l  
in te rmedjar iea  and improve the maturi ty   t ransformation  undertaken by the 
f i t a n c i a l   s y s t e m .  This r e f o r m   e n t a i l s  removing c e r t a i n   f u n c t i o n a l   d i e -  
t inc t ions   be tween commercial banks  and s p e c i a l i z e d   f i n a n c i a l   i n s t i t u t i o n s  
(e.g.,  mortgage  banks,  development  banks,  and  investment  houses).  Multi- 
p u r p o s e   f i n a n c i a l   i n s t i t u t i o u s ,   o r   " u n i v e r e a l "  banks, would  be a b l e   t o  
take  greater   advantage  of   economies of scale i n  f i n s n c i a l   i n t e r m e d i a t i o n  
a r i s i n g  from p o r t f o l i o   d i v e r s i f i c a t i o n ,   i n f o r m a t i o n   g a t h e r i n g  and 
a n a l y e i s ,  and  lower  t ransact lone  costa ,  while  conee rv lng   s ca rce   f i nanc ia l  
management s k i l l s  and other   resources   such as computers and t r a ined  
manpower. In   add i t ion ,   t he   r educ t ion   i n   l ega l   imped i sen t s   fo r   f i nanc ia l  
innovat ion  afforded by the new r e g u l a t i o n s  is expected  to  improve  the 
f i n a n c i a l   s e r v i c e s   o f f e r e d   l e n d e r s  and  borrowers  and t o   f o s t e r   i n c r e a s e d  
competi t ion among f i n a n c i a l   i n s t i t u t i o n s .  Due t o  greater depos i t  
s t a b i l i t y   a s s o c i a t e d   w i t h   l a r g e r   s i z e ,   m u l t i p u r p o s e   f i n a n c i a l   i n e t i t u -  
t i o n s  would be able   to   engage i n  a h ighe r   p ropor t ion  of medium- and  long- 
term l endlng   wi thout   weakening   the i r   l iqu id i ty   pos i t ion .  The o b j e c t i v e  
is f o r  the domest ic   f inancial   system to become a more s i g n i f i c a n t   s o u r c e  
of medium- and  long-term  savings.  This  reform,  which was i n i t i a t e d   i n  
mid-1960, is being   under taken   in   connec t ion   wi th   t echnica l  assistance 
from t h e  World Bank and t h e  Fund. 

I/ Some of t h e  ieeues r e l a t e d   t o   t h e   f i n a n c i n g  of t h e   c o r p o r a t e  
i G e s t m e n t   p r o g r m  and t h e   p r i c i n g   p o l i c i e s  of government  corporations, 
e s p e c i a l l y  i n  t he   ene rgy   s ec to r ,  are being  dincussed by t h e   P h i l i p p i n e  
a u t h o r i t i e s  and the World Bank i n  the context  of S A L  11 nego t i a t ions .  
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Under t h e  new regulat iono,   univerral  bank. have a8mumad function8 

previous ly   l imi ted   to  nonbank f i n a n c i a l   i n r t i t u t i o n r  ruch am invertment 
houses, w h i l e   t h r i f t  bankr ( ravings and loan mrociati,na, aortg.se banke, 
and p r i v a t e  development  banks)  have been pmrmittd to  engage i n  many 
commercial bank functions,   excluding  acceptance of demand depor l t s  and 
foreign  exchaage  traneactione.  Rural  banm  have a lso  been  granted  broader 
banking powere. 

Univereal b a n k 6  were empowered to make equi ty   inveatments ,   subject  
to c e r t a i n   r e s t r i c t i o n s ,   i n   n o n f i n a n c i a l   e n t e r p r i s e s .   I n   a d d i t i o n ,  t h e i r  
r e q u i r e d  net wor th / r i ek   a see t a   r a t io  w a s  reduced and l i m i t a t i o n s  on loan 
matur i t iee  were l i f t e d   t o  promote increaeed medium-tern lending. While 
only  one bank ( the   Phi l ipp ine   Nat iona l  Bank) was able  to increase i t e  
c a p i t a l i z a t i o n   i n  1980 t o  t h e  minimum of 9 500 mil l ion   requi red   to   qua l i fy  
as a universal  bank, f i v e   o t h e r  camercial banks became universal banks 
i n  1981 by mergiag with their investme.rt   house  subeidiaries  or by merger 
and acquis i t ion .  

2 .  Monetary  developments i n  1981 k/ 
a. Mergere in to   t he  banking  eystem 

Financial  developments i n  1981 were dominated by the  repercussione 
of the   conf idence   c r ie i s  i n  t he  nonbank f inancial   sector .   This   confidence 
c r i s i s  led t o   l a r g e  withdrawale fran nonbank f i n a n c i a l   i n s t i t u t i o n s  and 
subsequent  inflow of depoeits  to  the  banking  system.  Furthermore,  several 
nonbank f i n a n c i a l   i n s t i t u t i o n s   i n  weak condi t ion  were merged wi th  s t ronger  
i n s t i t u t i o n s   i n  the banking  system.  These  developments r e su l t ed  i n  
grea te r   i nc reases  i n  domestlc assets and l i q u i d i t y   i n   t h e  monetary  eurvey, 
which  ha6 t r a d i t i o n a l l y  been  l imited  to   deposi t  money banks. 

The monetary  survey f o r  end-1981, both  with and wi thou t   t he   e f f ec t s  
of  mergers, i s  presented  in  Table  8.  The column labeled  "excluding 
mergere"  provides the  d a t a  on an   i n s t i t u t iona l   bas i s   cone i s t en t  with 
December 1980;  however, these  data   have  not   been  adjusted  for   the  shif t  
of  funds  into  the  banking  system  from nonbank f i n a n c l a l   i n s t i t u t i o n s  
stemming from the  confidence crisis.2/ Aa shown i n  the   table ,   mergers  
give the  appearance t h a t  t o t a l   l i q u i x i t y   g r o w t h   a c c e l e r a t e d   i n  1981; 
whereas i f   t he   accoun t s  are adjusted for m e r g e r s ,   t o t a l   l i q u i d i t y  growth 
dece le ra t ed .   In   pa r t i cu la r ,   t o t a l   l i qu id i ty   g rowth  was 21.1 per   cent  

1/ The presenta t ion  of the  monetary  accounts  used in t h i s  and previous 
reGrts is  under review on the  basis of a study  (Bureau of Statistics 
Central  Bank Bul l e t in   P ro jec t )  made in mid-1980 by the  Fund. The P h i l i p  
p ine   au tho r i t i e s  are s t i l l  eva lua t ing   the   impl ica t ione  of t h e  recommenda- 
t ions  containea ir: tha t   repor t .   Class i f ica t ion   changes  were recommended 
f o r  the treatment of f o r e i g n   l i a b i l i t i e e   i n c l u d i n g  medium- and  long-term 
f o r e i g n   l i a b i l i t i e s  of the   Centrai  Bank and those of foreign  currency 
depos i t   un i t s .   (For  a desc r ip t ion  of the   foreign  currency  deposi t  
System, see Annex 111.) 

paFt to   ano the r  of t he  f i n a n c i a l  eyatem were not   avai lable .  
21 Data  on  funds  transferred  by  individuals and corporat ions from  one 
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" Table 8. Philippines:  Honetarp  Survey, 1980-81 

DOC. 1981 
Dcc. 1980  fncludioq mareerr Excludiag merger8 

Net foreign a n s c t ~  

Net domcetic aaeete 
Public  aec tor 

-10,536 

(In millionm of Phi l ipp ine  peror) 

-14,076 

P r iva t e   s ec to r  84,696 99,406 
Other Items, ne t  -16,930 -10,030 

T o t a l  l i q u i d i t y  67,803 82,091 

-14,876 

94,996 
-17,733 

2: 78 

(Percentage  change) 

T o t a l   l i q u i d i t y  18.2 21 0 1  15.8 

Source:  Data  provided by the   Cent ra l  Bank of the  Philippines.  

using  the  data  including  mergere,  but  only 15.8 per  cent  based  on  data 
excluding  the effects of mergers (compared t o  an  expansion of 18.2 per 
cent i n  1980). To avoid analysie  based on the  pure  accounting  effects 
of  the  mergers,   the  discuseion  in  thie  report   le  based on the  monetary 
survey  adjusted  to  exclude  mergere. However, t h e   e f f e c t s  of t h e   s h i f t s  
i n  funds  from nonbank f inanc ia l   i n s t i t u t ions   i n to   depoe i t  money banks, 
and  hence in to   t he  monetary  survey, remain and are discussed below. 

b. Liquidity  expansion 

Notwithstanding the flowo in to   t he  banking  system stemming  from the  
f inanc ia l  crisis and  from the e f f e c t e  of h ighe r   In t e re s t  ratee on  deposits 
and depos i t   subs t i tu tes ,  the  rate of  growth (December-December) of total  
l iqu id i ty   dece lera ted  from 18.2 per  cent in 1980 to 15.8 per  cent i n  1981 
as nominal GNP growth elowed from 21.1 pe r   cen t   i n  1980 t o  15.8  per cent 
in 1981  (Table 9 ) .  These  developments  contributed to changing  the compo- 
s i t i o n  of t o t a l   l i q u i d i t y .  Time and  eavings  deposits, which accounted f o r  
48.5 per cent  of t o t a l   l i q u i d i t y  i n  1980,  rose t o  50.0 per   cen t   i n  1981, 
while  the  share of depoei t   subet i tutea  increased  f ran 18.2 per cent  of 
t o t a l   l i q u i d i t y   i n  1980 t o  20.3 per  cent in 1981. The increaee of 
28.7 p e r   c e n t   i n   d e p o s i t   s u b s t i t u t e s   i n  1981 marked t h e   f i r s t  time siace 
1976 tha t   depoe i t   subs t i t u t e s  of the  banking system expanded faster than 
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Table 9.  Phllippinrr: Monetary Survey, 1977-81 

(In rlllionm of Phlllpplnc pamor) 

197 7 1978 19 79 1980 19 81 
Dac 0 Dec 0 DOC 0 D l C  . Doc . 1/ - 

Net foreign arretr 
Of which: FCDU dtporit6 

-1,093 -2 090 -7,164 
(-8,589) (-*) (-18,505) 

Net domestic aemcta 
Total danertlc c r e d i t  

Net credit t o  public  eector L/ 7,241 
Of which: National  Govcrlr 

ren t ,  n e t  (3.302) 

Of which: FCDU loan8 3/ (3,064) 
Credit t o  private sector 44 , 223 

Other items, net 
- 

-6 , 440 

Total   l iquidity 43,931 
Of which: public  sector 

Narrow  -ne? 14,938 
Time and aavinge deposits 17,593 
Depoeit eubet i tutes  11,400 

deposits 4/  (1,859) 

Net domestic aeecte 19.5 
Net credit to   publ ic   sector  &/ 2.9 
Credit t o  private  aector 18 -0 
T o t a l  l iqu id i ty  23.4 

8,206 

(3D272) 
S4,869 
(5,588) 
-9,148 

51,837 

(2,265) 
16,945 
23,398 
11,494 

64 , 524 
79,551 
8,637 

(3,098) 
70,914 
(8,150) 

-15,027 

57,360 

(2,671) 
18,844 
26,565 
11,951 

(=&m) 
-10 536 

78 , 339 
95,269 
10,573 

( 4 ,  336) 
84.6% 

(10,652) 
-16,930 

67 , 803 

(3,224) 
22,537 
32,894 
12,372 

-14,876 
(-25,000) 

1W 
16,152 

78,539 

(3,600) 
23,332 
39,284 
15,923 

(Annual percentage changee) - 5/ 

20.3 20.4 24.1 22.2 
2.2 8.3 3 04 8.2 

24.2 31 .O 24.0 15 e2 
18 -0  10.7 18 e 2  15.8 

Source: Data provided by the  Central Bank of the  Philippinee. 
1/ Effects of mergere of nonbank f inanc ia l   i ne t i t u t ione   i n to  banking eyetem were 

2/ Defined ab net credit of National Government plus gross  credit  extended to 

- 3/ N e t  of coneolidated  foreign  borrowing program. 
- 4/ Exclude8 National Government depoeite. 
- 5[ I n  re la t ion  to   l iquidi ty   s tock a t  beginning of the  period. 

exzluded . 
eeiected  public  eector  enti t ies.  
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t h e   i n f l a t i o n  rate. The main fac tor   behind   th io  revcrmal i n  the   t rend  
f o r  real depor i t   mubr t i tu te r  w a m  t he  confidence cr imla  and accompmnying 
r h i f t  of reaourcea. On t h e   o t h e r  hand, narrow money tome by only 3.5 per 
c e n t   i n  1981, compared with 19.6 per cent  I n  1980, re f lec t ing   the   impact  
of higher real in t c reo t   r a t ea   on  time and mavings depomitr  and  depoait 
aubstitutea.  Within  narrow waey t h e r e  wan a marked movement away from 
demand depor i ta  am currency in c i r c u l a t i o n  rome by 15.1 per cent, or 
roughly i n   l i n e  w i t h  the  growth of nominal CNP, and demand dcpor i t r  
declined by 6.0 per  cent.  These  dcvelopmentr  can  be  attributed  to  the 
relatively more l imited  use of demend depos i t a   t o  re t t lc  t ranaact iona,  
e s p e c i a l l y   i n   r u r a l   a r e a s ,  which would thur  make demand deposi ta  more 
sens i t i ve   t han   cu r rency   ho ld lqo  to i n t e r e s t   r a t e  movements on savings 
and time depos i t s  and on depoait   eubatitutem. 

C. Interest rater and v e l o c i t y  

During 1981,  the  weighted  average  interest  rate on money market 
instruments   roac  to   an  average  level  of 15.8 pe r   cen t  from 13.3 per cen t  
i n  1980;  nearly a l l  of   the  Increase  occurred  in  the f i r s t   h a l f  of t h e  
year  (Apperdix  Table X and Chart 2).  T h i s  increase pr imar i ly   re f lec ted  
h i g h e r   i n t e r e s t   r a t e s   i n   t h e   i n t e r b a n k   c a l l   m a r k e t  f er  commercial  paper 
issued by n o n f i n a n c i a l   e n t i t i e s ,  prornieeory  notee, and Central  Bank 
C e r t i f i c a t e s  of Indebtedness (CBCIs); ava i l ab le   da t a   sugges t   t ha t  there 
was a l s o  a relative s h i f t  toward these  instruments.   Nevertheless,  
nominal i n t e r e s t   r a t e a   i n  t h e  Philippines  remained  below  foreign  interest  
rates f o r  U.S.  d o l l a r  deposits during most of 1981 as they had i n  1980. 
The i n t e r e s t  rate d i f f e r e n t i a l  i n  favor  of borroving  domestically would 
be even  greater   in   1981 than  i n  1980 i f   t h e   e f f e c t  of the more rapid 
deprec ia t ion  of t h e  Phi l ippine  peso  against   the  U.S .  d o l l a r   i n  1981 were 
incorporated.  With the upward movement i n   m a r k e t   i n t e r e s t  rates and t h e  
lower   i n f l a t ion   r a t e ,  real i n t e r e s t  rates i n  1981 moved t o   p o s i t i v e  
3 t o  4 p e r  cen t  i n  1981 from negat ive 3 t o  4 p e r  c e n t   i n  1980  (Chart 3). 
This marked a r e tu rn   t o   pos i t i ve   marke t   i n t e re s t  rates t h a t  had prevailed 
during t h e  period 1975-77. 

I n  August  1980, t h e  ceiling on interest rates f o r  time deposi ta  with 
an  or iginal   matur i ty   over  t w o  years was el iminated,   while  the ceilings on 
depos i t s   o f   l e s se r   ma tu r i t i ee  were raieed t o  a uniform 14 per cent  from a 
range of 10.5 t o  14 per  c e n t ,  and t h e  i n t e re s t  rate c e i l i n g  on savings 
depos i t s  w a s  r a i sed   t o  9 per   cen t .  Moreover, i n  mid-1981, t h e   c e i l i n g  on 
deposita with a maturi ty  of two years o r  l ee s  was abolished. As a r eeu f t ,  
t he  modal i n t e r e e t  rate on l a r g e  savings depoeits  rose  one  percentage 
point  above t h e  prev ious   ce i l ing   to   10  p e r  cent ,   a l though  the  range of 
i n t e r e s t  rates offered  extended  to 14 per   cent .  Modal i n t e r e e t   r a t e s  on 
l a rge  time deposits a l s o  remained c lose   t o   t he   p rev ious   ce i l i ng  but t h e  
range of i n t e r e s t  rates inc reaeed   t o  18 p e r  cent  a t  t h e  upper end f o r  
360-day depos i t s .  The impact  of l i f t i n g  the c e i l i n g e  on these  deposi t  
rates was weakened by e f f o r t e  by the  Bankers' Assoc ia t ion   to  hold these 
rates a t  the   p reva i l i ng  9 per  cent   level ,   perhaps  becauee of re luctance 
on their p a r t   t o  compete f o r   d e p o s i t e  i n  t he   f ace  of the   cont inuing  
interest rate ceiling on loans of one  year or less. 
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" h c o w   v e l o c i t y  of t o t a l   l i q u f d i t p  (bared on t he  averwe l i q u i d i t y  
- l e v e l   d u r i q   t h e  yaar) in 1981  declinod by 9.2 por cont a f t o r  an iacreare 

of 7.3 pat cant in 1980 rad 8.2 par cant i n  1979 (Tablo 10 and Chart 4 ) .  
The taduction i n  iacopn veloci ty  m a  confined to intrrort  orrning 
accountr; thm incow veloci ty  of tisa and ravfagr depor i t r  and deporl t  
rub r t i t u to r  decliMd by 6.4 per cen t   t u  1981, comparod with an incraare 
of 0.8 per cant in 1979 and 7.2 per cent i n  1980,  vhilo the  fncolw velo- 
c i t y  for mrrou money, cont iwad i tr  upward t rend ,   t i r ing  by 4.1 per 
cent. The rcveraal i n  income veloci ty  for interert   earning  accountr -0 
armociated  with  the upward movement i n  real interert rater that  occurred 
i n  1981, r t d w  froo both  the  komr  inflation rate and higher  nominal 
interest ratem, aa well 81 higher  dcporit  iuflm due t o  the s h i f t  of 
fwd8 from the  nonbank f inancial   rector .  

Philippines:  Table 10. Velocity Developments, 1978-81 

1978  19 79 1980 1981 

(Percentage  change) 

Narrow  money -0 08 9.5 6.1  4.1 
Currency i n   c i r c u l a t i o n  -2 03 5.9 8.4 3.4 
Demand deposits 0.7 12 e 7  4.2 5.2 

Interest   earning  accounts z/ -3 -6  7.2 8.8 -6 - 4  
Liquidity -2 -8 0.2 7 .a -3.2 

Sourcee:  Philippine  Financial  Statistice;  data  provided by the Central 
Bank of the  Philippinee; and staff   calculat ions.  

I - 1/ h e e d  on s t a f f  eetimates of nominal GNP. - 2/  Time and savings  dcpasits and deposi t   subst i tutes .  

I 

d. Sources  of l i q u i d i t y  expansion 

In 1981 as I n  1980,  about  60 per cent of the  expansion i n   t o t a l  
l i q u i d i t y  wae due t o  the growth  of reserve money.  The year-end increase 
in reeerve money f o r  1981 a t  9.2 per cent was below the 10.7 per cent 
expaneion  recorded i n  1980. The major factors   affect ing  reserve money 
developments were Central  Bank advances to  f inanc ia l   i n s t l t u t ione  mainly 
for  the  reecue  operation, the net   credi t   needs of the  National Government 
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funded by t h e  C e u t r a l  Bank and t h e   s h a r p   d e t e r i o r a t i o n   i n   t h e  ne t  fo re ign  
aseet posit ion of the   Cent ra l  Bank. On t he   expans iona ry   s ide ,   t he   c r ed i t  
needs of t h e  National Government and the   f inanc ia l   sec tor   reacue   opera-  
t i o n  were equal ly   important   in   absolute  terne. N e t  chime on  the National 
Government by the   Cen t ra l  Bank r o s e  by P 4 ,238  mil l ion ,   o r   nea r ly  92 p e r  
cen t  (compared wi th  9 605 m i l l i o n   i n  1980, o r   a n   i n c r e a s e  of 15 per   cen t ) ,  
as r ecour se   t o   t he   Cen t ra l  Bank i n  1981  accounted  for over t h r e e   q u a r t e r s  
of t h e   i n c r e a s e   i n   t h e  b a n k i q  system's  net  claime on the   Nat ional  Govern- 
ment (Appendix  Table XI). Central  Bank claims on  the financial eector 
(canmercial banks and o t h e r   f i n a n c i a l   i n e t i t u t i o n s )   r o s e  by P 4,316 m i l -  
l i o n   i n  1981,  or by 28.6 pe r  cen t  (compared with P 4,192 m i l l i o n   i n  1980, 
or   an   increase  of 38.6 per   cen t ) .  The expansionary  impact of these tvo 
iteme-totall ing 9 8,554  million--on  reserve  mney was p a r t i a l l y   o f f s e t  
by the   cont rac t jonary   in f luence  of a dec l ine  in ne t   fo re ign  assets of 
P 5,719 mil l ion.  

The grc a t h   i n   C e n t r a l  Bank claims on t he   f i nanc ia l   s ec to r   p r imar i ly  
r e f l e c t e d  emergency advances  extended  to  al leviate t h e  l i q u i d i t y  effects  
on ce r t a in   f i nanc ia l   i n s t i t u t ions   conf ron ted   w i th   l a rge   w i thd rawa l s  of 
deposi ts   dur ing  the  confidence  cr ie ie .  Over th ree   qua r t e r s  of t he  
expaasion i n   c l a i m s  on t h e   f i n a n c i a l   s e c t o r   a r o s e  due to emergency 
advances  (Appendix  Table XI). AB a consequence of these  emergency  opera- 
t i ons ,   t he   t r ad i t i ona l   a l l oca t ive   p r io r i t i ee   unde r ly ing   r ed i scoun t ing  and 
repurchase  policies were less s t r i c t l y  adhered t o  in  1981. By end  1981, 
loans  extended  to  commercial hanks by the  Central  Bank, o the r   t han  for 
emergency c r e d i t s ,  were v i r t u a l l y  unchanged  from t h e i r  December 1980 l eve l .  
This cont ras t s   sharp ly   wi th   the  67  p e r  cen t   i nc rease   i n   r ed i scoun t s  and 
repurchases   tha t   occur red   in  1980.  With t h e  cur ta i lment   of   rediscounts ,  
o ther   than  for emergency o r   epec ia l  credits,  the   p ropcr t ion  of outstanding 
red iscounts   a l loca ted   to   expor te   dec l ined  from 70  p e r   c e n t   i n  1980 t o  
51 per   cen t  i n  1981,   while   the  agr icul tural   share  was reduced from 17 p e r  
c e n t   i n  1980 t o  13 per   cent  i n  1981. 

During  1981, t h e   l i q u i d i t y   m u l t i p l i e r   a x p e r i e n c e d   d i f f e r e n t  
seasonal i ty  which  complicated the conduct of monetary pol icy  (Appendix 
Table X I I ) .  In t h e   f i r s t   q u a r t e r  of 1981 ,   t he   l i qu id i ty  m u l t i p l i e r  
recorded  an  unusually  large  Increase stemming pr imar i ly  from the  resene  
d e p o s i t s   r a t i o  which had its g r e a t e s t   f i r s t   q u a r t e r   d e c l i n e   i n   f o u r  
years ;   the  movement i n  the  currency-deposits  ratio  followed  past   seasonal 
pa t te rns .  The s h a r p   d e c l i n e   i n  the r e s e r v e s   d e p o s i t s   r a t i o  w a s  8880- 
ciated  with  the  banking  system'e  working-off  an  exceptionally  high  level 
of excesa  reserves--8.3 per cent-"at end-1980 (Appendix  Table XIII). By 
the  middle of 1981 ,   t he   l i qu id i ty   mu l t ip l i e r  had r e t u r n e d   t o   h i s t o r i c a l  
l eve l s .  However , at end-1981, the   l iqu id i ty   mul t ip l ie r   d id   no t   exper ience  
a seasonal   decl ine  of   the  same magnitude as i n  t h e   p r i o r  two years  but 
declined by 10 p e r  cen t   ra ther   than  by the  average  reduct ion of 15  per 
cent  experienced  during 1979-80. This milder   seasonal   pa t te rn   der ived  
from t h e  reserve depns i te  ratio and not from the   cu r rency   depos i t s   r a t io .  
.At zzid-i.5til. t he  reserve d e p o s i t s   r a t i o   f e l l  by 13 per cent   ra ther   than  
risirg by 7 per c e n t  a3 i t  had on average  during 1979-80. The sharp 
departure  from past   seasonal  p a t t e r n s  was caused by a reserve def ic iency  
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of commercial bsnkm equiva len t  t o  5 per cent of raquired reoervam at 
end-1981. On January 1, 1982, t h e  preannounced  reduction in reme 
requiremento  from 20 per c e n t   t o  19 per cent  occurrsd-a 5 per ccn T 
lowering i n   t h e  level of  required  reserves  (Appendix Table XIV). Thue, 
i t  appears  that   the  banking  ryetem may have a n t i c i p a t e d   t h e  change i n  t h e  
resenre requirement   ra t io .  In any caee, t h e  6.0 per c e n t  increase in  t h e  
l i q u i d i t y   m u l t i p l i e r  from December 1980 t o  December 1981 was a major 
f a c t o r   i n   e x p l a i n i n g   t h e  15.8 per cent  growth i n  l i q u i d i t y  over t h a t  
period. 

e. Monetary aggregates 

The  expansion  of  net  domestic assets of t h e  banking eystem  outpaced 
t h e  growth i n   t o t a l   l i q u i d i t y  in  1981  ae i t  had in the   p rev ious   th ree  
years.  Net domest ic   asseta   increased by 22.2 p e r   c e n t ,   i n   r e l a t i o n   t o  
t h e  l i q u i d i t y   s t o c k  a t  the  beginning of t he   pe r iod ,   wh i l e   l i qu id i ty  
growth was 15.8 p e r  cent .  Thus, t h e  rate of i nc rease  i n  net domestic 
assets exceeded t h a t  of t o t a l   l i q u i d i t y  by 6 .4  percentage  points in  
1981, o r  by s l i g h t l y  more than  the 5.9 percentage   po in t   d i f fe rence  
experienced  in  1980.  Corresponding  to  theee  developments was 6 g r e a t e r  
d e t e r i o r a t i o n   i n   t h e   n e t   f o r e i g n  asset poe i t ion  of t h e  banking  system i n  
1981. Net fo re ign   a s se t a  w e r e  P 4,340 mill ion  lower a t  end-1981, a t  
minus P 14,876  mill ion,   than a t  t h e   o u t s e t  of t he   yea r  and  compared 
w i t h  a d e t e r i o r a t i o n  of 9 3,372 m i l l i o n   i n  1980. The dec l ine  i n  n e t  
fo re ign  assets i n  1981 amounted to ever  a q u a r t e r  of t h e   i n c r e a s e   i n   n e t  
domestic assets. 

With the  sharp  widening  of tbe f i s c a l   d e f i c i t   I n  1981,  National 
Government recourse  to  the  banking  system  greatly  expsnded--rising by 
326 per  cent--to P 5 , 2 7 7   m i l l i o n   f r m  P 1,238 m i l l i o n   i n  1980  and compared 
wi th   dec l ines   recorded   in  1979 and 1578. The ne t   c red i t   requi rements  of 
the  Natlonal  Goverment f r m  the  banking s)stem a lmos t   t o i a l ly   exp la in   t he  
i n c r e a s e   i n  net c r e d i t   t o  t h e  pub l i c   s ec to r  of 53  per  cent from P 10,573 
L t  end-1980 t o  P 16,152 m i l l i o n  at end-1981.  About 20 per   cen t  of t he  
i n c r e a s e   i n   n e t   c r e d l t   t o  the pub'Lic e e c t o r   i n   1 9 8 1  was extended by 
commercial hanks compared wi th  a y  proximately  half  i n  1980. 

In c o n t r a s t  to the   per iod 1978-80, expansion i n   c r e d i t   t o   t h e   p r i v a t e  
s e c t o r  i n  r e l a t i o n   t o   t h e  end-1980 l i q u i d i t y   s t o c k ,   d i d   n o t   o u t s t r i p   t h e  
growth i n   t o t a l   l i q u i d i t y .  Moreover, the  growth rate for c r e d i t   t o   t h e  
p r iva t e   s ec to r   d -ce l e ra f - ed   fu r the r   i n  1-981 t o  12.2 per   cenr  from  19.4  per 
cent  i n  1980  and from 29.2 per cen t  i n  1979. The s luggish  economic growth 
experienced  in  1981 w a s  a major  factor  accounting  for  the  slower  growth 
i n   c r e d i t   t o  t h e  pr iva te   sec tc r ;   a l thoplgh   h igher   in te res t   ra tee  on bank 
loans may a l s o  have  contributed.  Furthermore, commercial banks,  which 
were inundated  with  deposi ts  from nonbank f i n a n c i a l   i n e t i t u t i o n s ,  ueed 
t h e i r   i n c r e a s e d   l i q u i d i t y   t o  improve t h e i r  net fo re ign  assets poei t ion  
r a the r   t han   ex tend   c r ed i t   t o   en t e rp r i se s   expe r i enc ing   f i nanc ia l   d i s t r e s s  
o r   t o  +!IC? pub l i c   s ec to r .  Net fore ign  assets of commercial banks rose  
from m L m  P 13,925 mi l l i on  at  end-1980 t o  minus P 12,546  mill ion at  
end-1981. 
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The out8tanding  stock of commercial bank c r e d i t   t o  a l l  s e c t o r r  roae 
by 8.5 p e r  c e n t   i n  1981-9s 3.9 per cent  real decl ine .  In r b r o l u t e  terms, 
the   g rea t e s t   i nc reaee ,  ae ham typica l ly   been   the  case, was recorded by 
the   manufactur ing  sector .   Credi t   to   the  manufactur ing  sector   rose by 
13 per  cent  and repreeented 54 per  cent of t h e   t o t a l   i n c r e a s e ,  or about 
the same proport ion as in 1980;  however, t h i s  war a major change from t he  
period 1977-79 when only  about a t h i r d  of t he   i nc rca rc  i n  c r e d i t  went t o  
the  manufacturing  sector.  The manufacturing  sector had the   l a rges t   ehare  
of outs tanding bank cred i t   account ing   for   near ly  36.5 per  cent (Appendix 
Table XV) . 

f .  Nonbank f i n a n c i a l   i n s t i t u t i o n s  

Financial   ins t i tut ions  other   than  commercial   banks  ( ref lect ing 
main ly  the   opera t ions  of t he   ru ra l   banks )   t r ad i t i ona l ly  have  been the  
major  source  of  lending  to the  ag r i cu l tu ra l   eec to r   bu t   s ince  end-1980, 
t h e  banking system has  loaned more t h a n   t h e s e   o t h e r   f i n a n c i a l   i n s t i t u t i o n s  
(Appendix Tables XV and XVI). The r e l a t i v e   r i e e   i n  commercial bank 
lending to t h e   a g r i c u l t u r a l   s e c t o r  is par t ia l ly   expla ined  by the  regula- 
t i on   r equ i r ing   bank ing   i n s t i t u t ions   t o   ex t end  a t  least 25 per cent  of 
the i r   loanable   funds   in   the  form of agr i cu l tu ra l   c r ec l i t . l /  Under c e r t a i n  
condi t ions ,   the   a l loca t ion   ta rge t  is s a t i s f i e d  by d e p o e i 6   w i t h   t h e  
Phi l ipp ine  NLtCanal Bank and t h e  Development Bank of   the   Phi l ipp ines ,  
purchases 01 " loan   par t ic ipa t ion  cer i f i c a t e s "  from o the r  banks t h a t  have 
exceeded t h e   t a r g e t  , and purchases of government secu r i t i e s ,   i nc lud ing  
C B C I s ,  whose proceeds   a re   earmarked   for   agr icu l tura l   c red i t .  These 
exemptions are t h e  p r i n c i p a l  r ea son   t ha t   t he   a l loca t ive   t a rge t  hae  not 
been  achieved;  for  example,  during 1980-81, only  15 per  cent  of  lending 
by commercial banks was to  t h e  ag r i cu l tu ra l   s ecco r .  Nonbank f inanc ia l  
I n s t i t u t i o n s  have r e t a i n e d   t h e i r   r e l a t i v e l y   g r e e t e r   o r i e n t a t i o n   t o   t h e  
a g r i c u l t u r a l  market as r e f l ec t ed   i n   t he   h ighe r   p ropor t ion  of a g r i c u l t u r a l  
c r e d i t s  i n  t o t a l  nonbank lending  than i n  t o t a l  commercial bank lending. 

Complete d a t a  on developments among nonbank f i n a n c i a l   i n s t i t u t i o n s  
f o r  2981 were not   ava i lab le .  Data through  June  1981  indicate   that   for  
t h e  consolidated nonbank f i n a n c i a l   s y s t e m   l i a b i l i t i e s  rose by 18.6 per 
cen t ,  or about 5 percentage  pointe less than  the  growth in  l i a b i l i t i e s  of 
the  banking system during  the same period,   whereas   for   the whole of 1980, 
t he  growth of nonbank f i n a n c i a l   l i a b i l i t i e s  was 21.3 per cen t ,  or over 
3 percen tage   po in t s   h ighe r   t han   t he   expans ion   i n   t o t a l   l i qu id i ty  of the  
banking  system. This sharp  change  in   the  re la t ive  growth of bank  and 
nonbank f i n a n c i a l   i n s t i t u t i o n s   i n  1981 was a t t r ibu tab le   t o   t he   s lower  
expansion of p r i v a t e  conbank f i n a n c i a l   i n s t i t u t i o n s ,  which  grew by only 
7.7 per cent from June  1980  to June 1981, a e  compared with a 26.8 per 
certt i nc rease   i n  1980 (December-December). P r i v a t e  nonbank f i nanc ia l  
i n s t i t u t i o n s  were the  aegrnent of the   f inanc ia l   sys tem most severely 
a f f ec t ed  by t h e  confidence crisis. Approximately P 2.1 b i l l i o n  in 
d e p o s i t   s u b s t i t u t e s  was withdrawn  from December 1980 to   June  1961--a 
19.2 per c e n t  d e c l i n e  (Appendix  Table XVII). This  outflow was a major 

1/ This agr i cu l tu ra l   c r ed i t   a l l oca t ion   r equ i r emen t  was promulgated in 
CBZ No. 408 dated May 31, 1974. 
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f a c t o r  fn t h e  increame i n  doporit  mubmtitutco of P 2.8 bi l l f ez  recorded 
by the  banking  ryotam  during  the r m e  period which war fn mharp cont rao t  
t o  the   doc l ino  In  depomlt  mubmtitutar of t h e  bank&- ryrtem of 9 1.5 bl l -  
l i o n  t h a t  occurred  during  the erne period a year  earlier. Central  Bank 
i n t e r v e n t i o n   i n   t h e  form of emergency advances of P 1.7 bi l l ion   he lped  
ave r t  inmolvency for pr iva t e  nonbank f inanc ia l   i nmt i tu t lons  by l a r g e l y  
replacing  the  withdrawn  deposit   subeti tutes.  

3. Monetary p o l i c i e s  

I n  1981, monetary po l i cy  wae af fec ted  by the  need t o  conta in  the 
e f f e c t s  of the  confidence crisis and f inance   the   def ic i t   o f   the   Nat iona l  
Governnent.  Nevertheleen, t h e  monetary authorit iee  continued  refonns by 
l i b e r a l i z i n g   i n t e r e a t  rate ceilings, revamping redfscount  policy,  and 
undertakiag  meaeures  to  enhance  the  effectiveneee of monetary  policy. 

fn   t he   f ace  of mass ive   sh i f t s  of funds  from  quasi-banks t o  commercial 
bank6 t h e  Central  Bank, i n   coo rd ina t ion  wi th  the COverwent, embarked on 
a major rescue o p e r a t i o n .   I n i t i a l l y ,   t h e  Central  Bank provided P 1.6 b i l -  
l i o n   d i r e c t l y   t o   a f f e c t e d  nonbank f inanc ia l   i n s t i t u t ions   t h rough  a 
s p e c i a l   r e d i s c o u n t i n g   f a c i l i t y   t h a t   c a r r i e d  a p e n a l t y   i n t e r e s t  rate of 
2 4  per c e n t  f o r  t he  f i r s t  60 days and increaeed by 2 per cent   for   each  
ro l lover  of the outstanding hdvance. These advances were t o  be repaid 
from loans drawn aga ins t   t he  newly c rea t ed   Indus t r i a l   Rehab i l i t a t ion  Fund, 
which wae c a p i t a l i z e d  a t  P 1 .5   b i l l i on   w i th  P 1.0 b i l l i on   subsc r ibed  by 
t h e  Central  Bank and P 0 . 5  b i l l i o n  by the  Government. The Fund vae   to  
provide medium-term 108116 o r   acqu i r e   equ i ty   i n   v i ab le   en t e rp r i se s  which 
were heavily  indebted  to nonbank f i n a n c i a l   i n s t i t u t i o n s .  These  funds were 
intended  then t o  reflow t o  nonbank f i n a n c i a l   i n s t i t u t i o n s  and i n   t u r n   t o  
be  used t o  retire Central  Bank advances. However, by  end-1981, r e l eaaes  
aga ins t  t h e  Indue t r i a l   Rehab i l i t a t ion  Fund t o t a l l ed   on ly  P 450 mtllion-- 
suba tan t i a l ly  below t h e  targr-r of P 1.5 Si l l ion"whi1e   Cent ra l  Bank 
emergency advances had r i s e n   t o  P 2.7 b i l l i o n   i n s t e a d  of having  been 
e l imina ted   as   o r ig ina l ly   In tended .  The greater-than-envisaged  increase 
i n  Central  Bank advancee was in  reeponse  to  continuing  deposit   withdrawals 
from  nonbank f inanc ia l   j n s t i t u t ions ,   bu t   a l so  from t h e  need to   s t r eng then  
the   ba lance   shee ts  of c e r t a i n  nonbank f i n a n c i a l   l n e t l t u t i o n s  i n  o r d e r   t o  
encourage mergers  with  rltronger bankb re w e l l  as enable them to   cont inue  
providing  credit   to  their   induetrial   cuetornets.   During  the  second  half  
of 1981, i t  wae found t h a t  many of f -balance  sheet   obl igat ione  (note8 
without  recoutee  issued by nonbanks) had t o  be  honored by t h e  Central  Bank 
to prevent a f u r t h e r   l o s e  of  confidence i n  f i n a n c i a l   i n s t i t u t i o n s  and 
ahore up the   f inanc ia l   pos i t ion  of t hese   en t i t i e s .   I n   add i t ion   t o  the 
Indue t r i a l   Rehab i l i t a t ion  Fund, a f u r t h e r  P 680 m i l l i o n   i n   c r e d i t 6   f o r  
restructuring f i r m e  wae granted by the   Cen t ra l  Bank t o   t h e  Development 
B a n k  of the   Phi l ipp inee  and the Land Bank of the   Phi l ipp inee .  

I n   e a r l y  1982, t h e   I n d u e t r i a l   R e h a b i l i t a t i o n  Fund and the  rediecount  
window for   the   s tock   marke t  were abolished and replaced by a new redie- 
count window f c r  medium- and  long-term  loans and equity  investments made 
by authorized  universal  banks. Universal  banks can  apply  to   rediscount  
up t o  75 per   cen t  of a loan with the maturi ty  of the  rediecount  dependent 
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on the  nature of the  project  the  loan ie rupporting. Under th i s   f ac i l i t y ,  
the  Central Bank advances  funds a t  a n  interest  rate of 11 per  cent for  
relending by universal banks a t  an interert r a t e  of up to  16 per  cent. 
The resourcee  relcaeed by the  elimination of the  Industrial  Rehabilita- 
t ion Fund have been eatmarked fo r  this rediscount wlndow. 

A recurrence of the  wetissuance of commercial paper by financial 
and nonfinancial entities-a factor in  the  confidence  crisie--is  to be 
prevented by controlling  the volume  and quality of such instruments. 
The Securities apd  Exchange Cmmiesion will register a l l  commercial 
paper, which will be printed  at  the  Central Bank on ser ia l ly  numbered 
paper. A credit  information system will improve the quality of infoma- 
tion  available on borrowers. f ir thernore,   the commercial paper market 
will be limited to debte of prime  companies by a credit  evaluation mecha- 
nism that  requires a bank credi t   l ine   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 1932, t h i s  rate was raised to 16 per  cent or the  average inter- 
bank cal l   loan  ra te  plue  three  percentage  points, whichever i s  higher. 
These higher  interest  ratee were intended to  encourage  borrowers to  turn 
to o t b r  sourccs of financing, jnciuding the newly established medium- 
and long-term rediscount  facility. 

The  removal of the  ceiling c n  in terest  rates for  deposits of two 
years or less, on July 1, 1981, eliminated  the las t  deposit   interest   rate 
ceiling;  the  only remaining ceiling is on loans of one year  or  lees 
(Table 11). The ceil ing on secured  loans I s  se t  a t  16  per  cent,  while 
the maximum lending rate for unsecured loans i s  18 p e r  cent. Rediscount 
interest   ra tes  were raised In  1981, except  for  nontraditional  export 
industries (Appendix Table XVXII). Ae a result ,   the average interest  
ra te  on outstanding  rediecounts  rose from 5.6 per  cent  in the  fourth 
quarter of 1980 t o  7.8 per  cent in  the  fourth  quarter of 1981. 

During 1981, two new f ac i l i t i ee  were established which increased  the 
Central Bank's Influence  over  short-term in te res t  rates. An overnight 
rediscount window was opened to  enable commercial  banks t o  cover their 
reseme deficiencies a d  permit the Central Bank to  dampen interest  rate 
movements in  the  interbank  call  market. A t  end-1981, P 137 million had 
been rediecounted through th i s   f ac i l i t y  (Appendix Table X I X ) .  Periodic 
preeeure on ehort-term interest  ratee  has  also stemmed  from withdrawal 
of peso funda  from the money market by o i l  ccmpanies i n  order  to make 
foreign exchange purchases to  cover o i l  import payments. These payments 
were large  relative  to  the domestic  market and comnercial banks did  not 
have suff ic ient  domeet!c aseets  eligible  for  rediscounting t o  sat isfy  the 
peso requirements of o i l  companies. Therefore,  foreign exchange  swaps 
of  two-week duration were permitted to  increaee  the peeo resources of 
commercial banks. This f ac i l i t y  would, thereby,  reduce the  abrupt with- 
drawal of peso funds from the money market by t h e   o i l  companies  and  smooth 
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Tabla " 11, ~ Philippinrrr Intoroot  Rat. Cmlllagr, 1978-81 

(In par cout por annum) 

- " " 

fnr trume nt b t u r  ity (&pa) 

Saving8 deporitr A/ 
Time deporitr  - 1/ 

Deposit subst i tutes  

Lending ratea 
Secured loans 21 
Uneecured loane &/ 
Secured loam 4/ 
Unsecured 1oanZ 4/ 

90-179 
180-359 
360-539 
540-730 

Over 730 

365 or l ee r  
Over 365 

730 or   l ese  
Over 730 

730 o r   l e s e  
730 o r  lese  

Over 730 
Over  730 

12/1/78 12/1/79  12/1/80 

7 00 900 9 00 

8*5 1005 14 00 
9 00 11 00 14 00 

10 b o  12 00 14 -0 
11 b o  13 m0 14 00 
l2 00 14 a 0  No ceiliag 

15 00 17 00 1 7  00 
IS 00 17 00 17 00 
15 00 17 *O 17.0 

No ceiling No ceiling No ceil ing 

1 2  .o 14 -0 14 -0 
14 e 0  16 *O 16 -0 
19 .o 2 1  00 2 1  00 
19 .o 21.0 2 1  00 

12/1/81 

No cei l ing 

No ceiling 
No cei l ing 
No ceil ing 
No cei l ing 
No ceil ing 

18 .G 
No ceil ing 

no.. 
n.8 

16.0 31 
18.0 31 

NO ceiliG 
No ceil ing 

Source: Data eupplied by the  Central Flank of the  Philippinee. 

11 For deposit  money banks. The ceilings for inetitutiona not authorized to  

21 Excludes commieeione, prenrirrme, feee, and other  chargee which are  not allowed 
acc'ept demand deposits have been set  005 percentage  point  higher. 

to'exceed 2 percentage points f o r   d e p s i t  money banks and 3 percentage  points  for 
other  f inancial   ineti tutione.  

3/ Appliee only to  mnturities of 365 day8 or  lese; otherwise, no ceiling. 
t/ - Includes commissions, premlume, fees, and other chargeo. 
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out  mhott-tam intererr rate ~ove~ent r .&/   Notwi thmtandlq  thim new 
foreign  currency/p.ao m p  arrangement, the  out8tandiag  level of swap0 at  
end-1981 wam v i r t u a l l y  unchanged from the end-1980 level.. 

In  part year., open market operationm wi th  CBCIe wae a major  instru- 
ment of credi t   control .  However, during  1981,  the  authorit ier  decided  to 
rsmtore p r h c y  i n  open market operation. t o  Treasury  Inatrumento aud 
enlarge  the  capacity  of  the  f inancial   narkat  to  f inrncc  the  f&acal 
deficit   through  Treaeurp  debt irmtrumento. T9 mupport t h i a   e f f o r t ,  a new 
oystem of marketing government eecuritlem wae i n r t i t u t e d   i n  1981 which 
gave underwrit ing  reepoaeibil l t lee to accredited  dealerr .  Am part of 
t h i s  change,  mnturing CBCIo of P 1.4 b i l l i o n  were replaced by new issuance 
of Treasury  instrumente. However, t echnica l   p roblem  dur ing   the   in i t ia l  
etagee l i m i t e d  the  lesuance of Treaeury  inetrrmcntm  to P 1.0 bi l l ion .  
The Goverment  proceede from theee  debt  inetrumente were not umed t o  
f inance   t he   f i s ca l   de f i c i t   i n  1981 but were e t e r i l i t e d  i n  the  Central Bank 
to   offeet   the   expansionary  effects  on reserve money of reducing CBCIs.  

V. External Sector 

1. Summary of recent balance of payments trende 

The current  account  deficit  of the  balance of payments continued  to 
widen i n  1981  both in  absolute terma and relative t o  GNP, as  has occurred 
i n  every year since 1977. In dol la r  terms, the  1981  current  account 
def ic i t  reached $2.4 b i l l i o n   o r  6.2 per cent of G N P ,  compared t o  a 1980 
d e f i c i t  of $2 -1 b i l l i o n  or 5.8 per cent of GNP (Table  12) . The increase 
in the 1981 current  account  deficit was the   reeul t  of an increase in the  
trade d e f i c i t  t o  $2.5 b i l l i o n ,  campared t o  $1.9 b i l l i o n   i n  1980. The 
term of t rade  cont inued  to   deter iorate   in  1981, declining by 12 per 
cent ,  following a 17 per  cent  decline i n  1980. The deter iorat ion in the 
trade  balance  in  1981  occurred  despite a sharp 13lOUd0~n In the  growth of 
merchandise imports to  lee6  than 9 per  cent  (Table  13), compared t o  an 
increase of nearly 26 per  cent i n  1980, as exporte grew by only 2 per 
cent in value terms a f t e r  a 26 per cent   Increase  in  1980. A t  the same 
time, the def ic i t  on eervices  account narrowed t o  $0.4 b i l l i o n  i n  1981, 
cmpared  to a $0.5 b i l l i o n   d e f i c i t   i n  1980, and the  net   inflow of trans- 
f ers increased  from $0 -4 b i l l i o n   i n  1980 t o  $0.5 b i l l i o n  i n  1981 - 

The inflow of nonmonetary capiral also  Increased  during 1981, 
reaching $1.9 b i l l i o n ,  compared t o  inFlowe of $1.7 b i l l i o n   i n  1980 and 
$1.0 b i l l i o n   i n  1919. Despite t h i s  increase, a drawdown of net  

1/ Under t h i s   f a c i l i t y ,  commercial  banks swap foreign exchange t o  
obyain pesos which a r e   l e n t   t o   o i l  companiee.  These  companiee, in  turn,  
purchase  foreign exchange from ctlmmercial banke wi th  theee peeoe, which 
are then used t o  unwind the earlier avap operation. Thue, commercial 
banks can meet the peso needs of t h e   o i l  companies f o r  a two-week period 
and reduce t h e  o i l  companiee'  heavy re l iance  on withdrawale from the 
money marke t. 
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Tablo 12. Philippiner: g-ry Balance o f  Paymantr, 1977-81 

Pro1 
1980 1981 1977 1978 1979 

(In .ai l l ionr of 0.9. dollarr) 

-827 

-764 

- 
3 , E i  

-3,915 
(-980) 

42 
-321 

73 
260 

962 - 
878 - 
216 
6 62 

84 - 
- - 
135 - 

-2,051  -2,412 -1,172 

-1,307 
3,425 

4,732 
(-1 * 015) 

135 
4- 

228 
3l3 

1,082 

967 
17 1 
796 

- 

83 

32 

- 
- 
-90 - 

-1,576 

-1 541 
4,601 

-6,142 
(-1,371) 

-3 4 

137 
335 

987 

1.121 
99 

1,022, 

- S T  

- 

-145 

41 

- 
- 

-579 - 

Trade balance 
Export., f.o.b. 
fPpOrtr, f.o.b. 
Of which: Petrolem (-2,226)  (-2,713) 

-112 -m 78 
-9TB 

Senricer and trarufetm 
Invmrtmant income (net)  
O t h e r  rervfcem (net) 
Tt8mfer8 (net) 

Capita l  movement. A/ 
fang-tem capital (net) 
Direct invenment (net) 
Borrowing 

L86 
434 

566 
470 

1,699 1,926 

1.592 
39 2 

1,096 
45 

1 * os1 1,200 

Short-term capi ta l ,  and 
error6 and ogissi0n8 &/ 475 - 

128 - Monetization of sold 

Changes i n  net interrutiotml 
teaemem of banking ayatam -352 - 4 8 6  - 

(In ai l l ion .  of U.S. dollar.; end of  pmrid) 

Memorandum item8 : 
Grore official reserves 1,525 1 883 2,423 3,155 2 707 

3,389 4,109 5,066 6,099 7,073 
5,004 6,200  7,137 8,554 10,054 Total  external debt 

Public external debt 

(In per cent of CNP) 

Currant account def  kit 
Herchaudlre exportr 
Petroleum irportr 
Nonpatroleum import8 

Debt rerPice 
Intercrt 
Aportizatlon 

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

I/ Include8 error6 a d  d # a i o n e ,  3DR allocation#, aad vmluarlon adjurteeat, 
hoTe included together srfth rhort-term capital; also include8 eonetltatioa of gold. - 2/ Inclvdes error6 and mi88ion0, SDR al locr t ioM, and valuation adjurtmmnte. 



(In r i l l i ~ ~  of U.S. dollrto) 
- 

Corpound Annum1 P a r c a n t . ~ a  change 
Crovth Rate over preceding year Pral imtaury 

19 71-81 1979 1980  1981 1981 

Pr incip.1 p r  imry 
eltportr 1002 29 00 14 08 -8.2 
Coconut productr m 73.1 -m -m 
S w a t  praductr 9.9 11.1 179.0 -80 5 603 
Porertrg  productr 6.7 49 a 4  2 4 0  -8 a 6  457 
Copper concant ra te  11.4 7600 23.9 -17 4 4 450 

Nontradi t ional  export. 
Manufactured 

29 00 
31.7 

14 02 
x3 

Other - 2/ 

Total 17.5 34.3 25 08 2.1 5,910 

Source: Date provided by t he   Cen t ra l  Bank of   the   Phi l ipp ines .  

- 1/ Mainly  comprises  coffee, rice, and i r o n  ore agglomerates. 
2/ Mainly  comprieee fruits and vegetablee,   gold,   n ickel ,   marine  products ,  

unm'anufactured tobacco, petroleum  products, and abaca  f ibers .  

, 
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i n to rna t iona l  rarorvom of $0.3 b i l l i on  warn raquired t o  fllunco tho 
largar 1981 Currant account daficit .  Thareforo, tho cumulatlvo  lorr  In 
not rororvor rincr 1977 roachod $1.5 billion.&/ A t  ond-1981, grorr 
off ic ia l  remewam mtood at $2.7 b i l l i o n ,  or . l igh t ly  more than  four wnthr  
of importr   in  1981. 

2.  Currant  account 

a. Export. 

Export  earning8  incteaeed by only 2 .1  p e r  cent   in   1981,  compared 
v i t h  25.8 per   cent  i n  1980  and 34.3 per  cent  In 1979  (Table 13). Not 
only  did  the  1981  out turn  represent   sharply  s lower growth compared w i t h  
recent  years,   but i t  warn a l s o   f a r  below t h e  17.5 per ceat compound annual 
growth r a t e  of the  prwioue  decade. The weak export  performance in 1981 
was par t ia l ly  a r e f l e c t i o n  of the  rnluggirhnese  of external demand. Unit 
value of export8  decl ined by 1 per   cen t  in 1981,  and volume increa8cd by 
3 per  cent  (Appendix  Table XX). Sluggishness was eepec ia l ly   no tab le  i n  
the  four p r i n c i p a l  primary  exports:  coconut  products, e-ar, fo rea t ry  
products, end copper  concentrate.  The t o t a l   v a l u e  of these  four   exports  
declined by more than 2 per c e n t   i n  1981,   with  uni t   valuee  decl ining by 
more than 6 per  cent and export volume iacreae ing  by near ly  4 per  cent;  
nevertheless,   they s t i l l  accounted  for  nearly 40 per   cen t  of to ta l   expor t s .  
Other t r ad i t i ona l   expor t s ,  which  comprised more than 18 per cent  of 
exports  i n  1981,  grew by less than 2 per  c e n t .  Nontradi t ional   exports  
increased by 14 per  c e n t  i n  1981, compared with 29 pe r   cen t   i n  1980  and 
41 pe r  cen t  i n  1979. 

I n  the case  of  coconut  products, t h e  Phi l ipp ines  is  both the  l a r g e s t  
producer and exporter.  Although prices for   copra  and  coconut o i l  tend  to  
move broadly i n   l i n e   w i t h  world  market   pr ices   for   other   vegetable   oi ls ,  
dur ing  the past two yeare  the  world  market price for  coconut  producte has 
been f a r  weaker   than  for   other   oi ls  and o i l seeds .  In 1981  alone,  while 
i n t e rna t iona l   p r i ces   fo r   o the r   vege tab le   o i l s   i nc reased  by about 5 per 
cent ,   prel iminary  information  indicates  that the   un i t   va lue  of exporte 
of coconut  products f e l l  by near ly   12 per cen t ,  and the  total   value  of  
t h e  Phi l ipp ines   expor t s   o f   these   p roducts   fe l l  by more than i per cent  
compared with  tha 1980 level.   Apparently these changes  result  both from 
increased  production and frae changes In t h e   s t r u c t u r e  of demand, as t h e  
price premium of  coconut o i l  over  soy o i l  has disappeared  in  world mar- 
kets .  

Exports of fores t   p roducts  and copper   concentrates   a lso  euffered from 
veak ex te rna l  demand i n  1981,   with  pr ices   fa l l ing i n  world  markets. 

1/ As wae noted in  Section IV above, t h e   P h i l i p p i n e   a u t h o r i t i e s  
c l x s e i f y  FCDU depos i t s  ae i n t e rna t iona l   r eeeme   l i ab i l i t i e s .   The re fo re ,  
i n c r e a s e e   i n  FCDU deposits cause   an   increase   in   reserve  l iabil i t ies of the 
banking  system. I f   changes   in  these depos i t s  were to   be   c l a se i f i ed  a8 
short-term capital  f lows ,   cap i ta l  movements as shown i n  Table XXV would be 
increased,  and t h e  change18 i n  net  reaervea of t h e  banking system would alao 
be increased by a corresponding amount. 
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Eowavar, In the came of copper, 8 pr i ce   dec l ine  Qf 13 per cen t  warn aucer- 
bated by more than 4 per cent dec l ine  in -port volume; t h e  total valua 
of oxport. of copper   concontratau  fa l l  by mor8 than 17  per c e n t   f r o s   t h e  
1980 level. In t he  caoe of mugar, pre l iminary   in for9 . t ioa   ind ica te r  that 
the   dec l ine  in export value of mora than 8 per cant experienced la 1981 
-0 a rerult of louer export volume, 88 NASUTRA ( t h e   S t a t e  mugar mmrketing 
agency) temporarily ourpendad export. i n  1981 to   increams  suppl ieu  to   the 
dmertic w r k a t .  

Nontradit ional  exports have  been the  moat  dynamic elanent  of P h i l i p  
pine  export  performance  over the past decade,  growing a t  a 36 per cent  
cmpound  annual growth rate. A elowdown i n  growth of nont rad i t iona l  
primary  export. (mainly cof fee ,  rice, and iron  ore  agglomerates) began i n  
1980, with  growth  of  theee exports dece lc ra t i ag  to 13 per cent, af ter  a 
39  per  cent  increaoc i n  1979. In 1981, non t r ad i t i ona l  primary export6 
declined by 14 per cent. Nontraditionrl  Panufactured  export. incre8acd 
by more than 18 per c e n t  in  1981, yet   th ie   represented  A eubs tan t i a l  elow- 
down f rau  previous yeare. Exports of ganaente and electrical and elcc- 
t r o n i c  equipment  account  for more than 60 per   cent  of nont rad i t iona l  
manufactured acporte, but  these  exporte grew by only 8 per c e n t   i n  1981, 
a f t e r  a 4 3  per  cen t   i nc reaee   i n  1980, mainly because of weaker ex terna l  
demand . 

Exports of primary  products have become r e l a t i v e l y  lee8 important   in  
recent  years. In 1977 these  exporte  accounted  for  58  per  cent of t o t a l  
exports,   but by 1981,  t h e i r   s h a r e  had decl ined  to  39 p e r  cent  (Appendix 
Table X X I ) .  The r e l a t i v e   d e c l i n e  was s h a r p e s t   i n   t h e  case of  coconut 
products, a e  these  exports ,  which alone  accounted for  more than 24 p e r  
cent  of t o t a l  exports in  1977 repreeented  lese   than 14 per cent  of t he  
t o t a l  by 1981. A t  t he  same time, nont rad i t iona l   expor te  have grown i n  
relative  importance;  nontraditional  manufactured  exports  accounted  for 
lees   than  21  per   cent  of t o t a l  exports i n  1977, but f o r  more than 38 per 
cen t  by 1981. During thie  period,  theee  exporte  have  enjoyed a broad 
range of eubs id l e8  and incent ives ,   inc luding   c red i t   eubs id les ,  tax, and 
o t h e r   f i s c a l   i n c e n t i v e s ,  as well as t a r i f f  preferences. 

b . Imports 

Preliminary  information indicate6 tha t   about  two t h i rd6  of the near ly  
9 p e r  cen t  iacreaee in impart  value  experienced  during  1981 was due to 
higher   un i t   va lues ,  as import volume  grew by only 3 per cent  (Appendix 
Table XXII). The slowing of import  growth in 1381 wae not  epread  uniformly 
over a l l  import  categoriee  (Table  14). The value of petroleum imports 
increaeed by more than 22 per  cent i n  1981 a f t e r  a 62 per   cent   increase 
i n  1980. However, p re l iminary   in format ion   ind ica te8   tha t   in  volume terms, 
imports of petroleum and petroleum  products grew by 3 per   cen t ,  after 
remaining  roughly  constant  during 1980. Imports of consumer  goode con- 
t inued   to  grow a t  a r e l a t i v e l y  rapid pace (19  per  cent)   in 1981. The 
canpound annual  growth rate of these  imports  during  the  paet  decade was 
16  per  cent.   Imports of capital gooda increaeed by only 2 per cent  in 
1981 and fmporte of raw materials and intermediate  goode increaeed by 
l e e s   t h a n  1 per cent. 
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Tablo 14- -Philipptnort Increarer i n  I8portr by Category, 1071-81 

(In mfllionr of 0.8. doLlrrr) - 

Growth Rate Over Prcrding Y u r  Proliminaty 
1971-81 1979 1980  1981 1981 

Norroil iapottr 
Capital goodr 

18.7 mi 2809 15.3 3.4 
Z 7 T I r . r  2.rc 

~ a w  ma te t i a l e  and 
intermediate  goode 21.2 32.1 15.6 0.6 2,871 

Conoumer good0 16.2 19 a2 2804 19.3 761 

Petroleum  and petroleum 
product e 34.5 - - 33.1 62.4 21.6 2,734 - - 

To tal 21 -6 29 08 2S.8 0 a7 8,400 

Sources: Data provided by the P h i l i p p i n e   a u t h o r i t i e s ;  and etaff   es t fmatea.  

Petroleum imports continued to  become r e l a t i v e l y  more important 
during  1981,  accounting  for 32 per cen t  of total  imports: compared to  
29 per cent i n  1980 (Appendix  Table XXIII). A t  t he  oame time, Importe of 
raw mater ia le  and intermediate  goode as vel1 as importo uf capital  goode 
have became r e l a t i v e l y  lese important,  accounting for 34 per cent and 
24 per cent ,   respec t ive ly ,  of total  imports i n  1981. Imports of raw 
materiale and intermediate  goods had accounted for  40 per  cen t  of t o t a l  
imports, and capital goods, for about 29 per   cent  a8 recen t ly  as 1979. 

C .  Direct ion of trade 

The geographic d i s t r i b u t i o n  of the Phil ippinea '  external trade has 
undergone only minor changea in   r ecen t   yea re  (Appendix Table X X I V )  The 
United States and Jspan  remain the Phl l ipp inea '  major trading partaere, 
together  accounting for near ly  54 per cent  of exporte and 43 per cen t  of 
imports  during  1980 ( the  la tes t  year  for  which data are ava i l ab le )  . How- 
eve r ,   t he  share of  Philippine exports going t o  the United  Statee  declined 
from 35 per cent  of total  expor t s  i n  1977 t o  27 per eent i n  1980. At the  
same time, Jepan's ehare has increased  from  23 per cent  i n  1977 t o  near ly  
27 per cent in 1980,  and the  ehare of the EEC coun t r i e s  has var i ed  between 
a high of 20 per cent  in 1979 and 17 D e r  c e n t  i n  1980. 

On the import aide, the ahere of the United Sta t ee  has grovll from 
20 per cent of t o t a l  imports i n  1977 to 23 per cent i n  1980, while that 
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of J8p.n  ham declined from 25 per c e n t   i n  19?7 t o  20 PC cent i n  1980. 
The increame i n  petroleum  pricer ham r a i e e d   t h e   r e l a t i v e  mhare of Middle 
Eamtern o i l   expor t ing  countriam i n  import. from 18 per cen t  in  1977 t o  
21 per c e n t   i n  1980. The EEC countries  accounted for leer than 11 per  
cent  of t o t a l  import. during  1980 compared t o  12 par cen t  in 1977 and 
14 per   cen t  l o  1979. 

Servicem and t tanmferr 

Developments i n   t he   ee rv ices  and tranmFerm accountm  have  been domi- 
nated by inc reaeea   i n   i n t e ree t  paymente on ex te rna l   deb t ,  and by growth 
i n  remittancee  of  Fil ipinos TJorki- abroad. Am a consequence of the  
increaee i n  ex terna l   debt  and h i g h e r   i n t e r e e t   r a t e s   i n   i n t e r n a t i o n a l  
cap i t a l   marke t s ,   i n t e ree t  payments  abroad  have  increaacd frun 0.9 per  
cent  of GNP i n  1977 t o  2.2 per  cent  in  1981  (Table 12). At the  same 
t h e ,  r an i   t t ancea  of F i l i p i n o s  working abroad have grown frm approxi- 
mately 0.6 per cen t  of GNP i n  1977 t o  2.1 per cent  of GNP i n  1981. The 
growth in remittances  ha8  been, i n   l a r g e  part, a reeul t   of   the   authori-  
t iee '  program of coordinating t h e  foreign employment of Fi l ip inoe ,  
e e p e c i a l l y   i n   c o n s t r u c t i o n   a c t i v i t y   i n  Middle  Eastern  countriee.  These 
workers are required by law t o  remit 50 t o  70 per   cent  of t h e i r  earnings, 
depending on the  terms of t h e i r  employment. The growth i n  n e t   t r a n s f e r s  
from $0.3 b i l l i o n   i n  1977 t o  $0.5 b i l l i o n   i n  1981  has  been a result of 
t h e  growth i n  t h a t  por t ion  of pereonal  remittance8 which are c l a s e i f i e d  
as t r ans fe r s ,  presumably from Filipinoe  abroad who are not   subject  t o  t he  
minimum remi ttance  requirement. 

3. Capi ta l  movements 

N e t  capital inf low  in   1981  to ta l led  $1.9 b i l l i o n ,  compared t o  
$1.7 b i l l i o n  i n  1980  and  $1 .O b i l l i o n   i n  1979 (Appendix  Table XXV) . Not 
only d i d  t h e  ne t   cap i t a l   i n f low  inc rease   subs t an t i a l ly   du r ing  1979-81, 
but  the  composition  shifted as w e l l .  While n e t   r e c o u r s e   t o   m e d i m  and 
long-term  loans  ranained  virtually unchanged dur ing   th i s   per iod ,   ne t   use  
of except ional   f inancing 1/ increased from lese   t han   $0 .1   b i l l i on   i n  1979 
t o  $0.2 b i l l i o n  i n  1981.  Recouree to  short-term capital  2 /  grew fran 
l ese   than   $0 .1   b i l l ion  in 1979 t o  $0.8 b i l l i o n   i n  1980,  dFclining  again 
t o  $0.2 b i l l i o n   i n  1981. Direct investment  grew from less than $0.1 b i l -  
l i on   In   bo th  1979 and 1980 to nearly $0.4 b i l l i o n   i n  1981, r e f l e c t i n g  
fo re ign   equ i ty   pa r t i c ipa t ion   i n   ce r t a in   spec l f i c   p ro j ec t e .   F ina l ly ,   t he  
Central  B a n k  uharply  increased  the  monetization of gold,  from $0.04 bi l -  
l i o n   i n  1979 to $0.1 b i l l i o n  In 1980 and $0.4 b i l l i o n   i n  1981. By l a w ,  
a l l  primar.  gold  production must be sold to   t he   Cen t ra l  Bank a t  market 
pr ices .  The Central  Bank carries these gold  holdings  as   an asset valued 
a t  purchase price. Any subsequent sale of  gold may, therefore,  produce 
prof i ts  (or l o s ses )  which are reflected in   the   ba lance  of  payments as 
monetization of gold. The 1981 increase In monetization  apparently 

- 

1/ Includes capi ta l  inflow  from IMF Trust  Fund and from IBRD S t r u c t u r a l  

- 2/ Excluding FCDU depos i t s  as explained in footnote  1 on page 42.  
AdTustment Loans . 

I 
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roru l ted   no t  mo ouch from incroammd #old  production or malar am f r o m  
profatr on r a l o r  of $old  which had Mon acquirad a t  low pricor relative 
t o   t h a  curtont urkmt prico. 

Tho ovora l l  blanc. of paymanto d o t l c i t  i n  1961 of $0.5 b i l l i o n  y11 
financed through 8 $0.7 b i l l i o n  drawdom of not tomowam of the Central  
Bank, 41 the compwrc1.l brnkrq not tomerve p o i t i o n  r t r o q t h o d e d  by 
$0.2 b i l l i o n  . The aroma romarvoa of tho Central Bank declinod by 
$0 .45  b i l l i o n   t o  $2.7 b i l l i o n ,   u h l l e   t h e  caPawrci.1 bnkr sainad $0.3 b i l -  
l i o n  in re rerve  amaetm. Therefor., a t  end-1981, tho  not   internat ional  
reservea of the banking eyrtem wdre nrgat ive $1.3 b i l l i o n ,  while grorr 
reserves ( o f f i c i a l  and o t h e r )   t o t a l l e d  $5.3 b i l l i o n .  

4. External  debt 

On t he  h a i r  of preliminary  dat&, the P h i l i p p i n o r '   n e d i u r  and low- 
term external debt  continued  to grow i n  1981 a t  the pace of recent yearm. 
Debt outetandiq?  (dirburmed) a t  end-1981 rtood at $10.1 b i l l i o n ,  more 
than  1 7  per cent above the  end-1980 level (Table 15). In 1980, t he  rate 
of increase wa8 nearly 2 0  per cent and la 1979, 15 por cent. Of the  
total   debt   outetanding,  mom 70 per cent  war public  rector  debt,   about 
t h e  same proportion am i n  recent  year.. Some $2 .O b i l l i o n  of ths   publ ic  
sector  debt  outstanding a t  end-1981 war contracted  under  the  Conaolidated 
Foreign Borrowing  Program,  by  which the  Central  Bank contract.  debt i n  
foreign  currency  under i ts  ovn name for  onlending t o  other   Phi l ippine 
en t i t i ee ,   bo th   publ ic  and pr ivate .   Total  medium- and long-term  debt  out- 
standing  reached 25.9 per cent  of GNP, compared t o  24 .1  per cent  i n  1980 
and 2 4 . 0  per  cen t  i n  1979. The net debt (def ined  ae   debt   outs tanding  leas  
gross o f f i c i a l  reeervee)  increaeed  eharply  to 19.0 per cent of GNP i n  
1981,  due in part to   the   dec l ine  in gross of f i c i a l   r e se rves .  

Although t h e  au tho r i t i ea  had an t i c ipa t ed  a r i z c a b l t  increare in   appl i -  
cations  for  approval8 of external   debt  i n  1981 related to  the  major indu8- 
t r i a l i z a t i o n   p r o j e c t s ,   t h e   t o t a l  of debt  approved  during  1961  declined 
t o  $2.6 b i l l i o n  fram the  1980 total  of $3 .4  b i l l i o n .  The lower-thaw 
anticipated  approvale were due to   delay6 in f i n a l i z i n g   c e r t a i n  major 
investment  project.. However, debt  dieburaed  increaeed  to $1.9 b i l l i o n  
in 1981 from $1.6 b i l l i o n  i n  1980. In   addi t ion,  the "pipeline" of 
external   debt ,   including  external   debt   contracted but undieburred plum 
debt  approved  but  not yet contracted,   cont inued  to  grow i n  1981. 

The major effort   undertaken  during 1978-79 to   inprove  the  matur i ty  
s t ruc tu re  of the   ex te rna l   debt  was largely  responsible   for   the  decl ine 
i n  amortization paymente (including  prepayments)  during 1980 t o  $0.5 bi l -  
lion from $1.0 b i l l i o n  in  both 1978 and 1979. Amortization payment6 
during  1981  totalled $0.7 b i l l i o n .  Although  information i e  not  complete 
for 1981, it appears   tha t   the  average maturity of external   debt  at end- 
1981 w i l l  be  above  the end-1980 l e v e l  of 13.2 years,  and the  average  grace 
period w i l l  Se Pore  than f ive  years.  The r e l a t ive   eha re  of f loa t ing  



1977 1918 1979 1980 1981 

Outmtandiag debt 

Outatanding  debt 
period 

Net drawings 
Drawing8 
Amortization 

Adjustments 2/ 
Debt serv ice  4/ 

h o r t i Y a t i o i i  
I n t e r e a t  

Prepayment 

Net debt 51 
I 

e t  end of period A/ 
at beginning of 

Debt outetandlng/GNP 
Net debt/GNP 
Debt  eervice/GNP 
Debt a u t s t a n d i ~ / e x p o r t s  of 

Net debt/expotto of  goods  and 

Debt service/exporte  of good8 

goods and nonfac tor   se rv ices  

nonfactor   selvicee 

and nonfactor  eervicee 

(In m i l l f o r u  of U.8.  dollars) 

5,004 6,200 7 , 137 8,554 10,054 

3,932 5,004 6,200 '1,137 8,554 

aw 1,m * ikn ftm 832 1 114 1 053 1 210 
1 

330 959 1,034 547 686 

173 364 -17 7 364 290 - - - - - 
513 721. 1 ,Q64 1,540 m 456 687 
183 268 486 608 853 

- 506 49 2 92 4 

3,479 4,317 4,714 5,399 7,357 

- - - - - 

(_In per cen t )  

24.0 25.6  24 .O 24.1 25.9 
16.7 17 a9 15 -9 15 -2  19 .o 
2 *5 3 *O 3.5 3 *O 4.0 

131.2  146.5 129 e 9  123.5  137 . 7 

91 a2 102 .o 85.8 77.9 100 *8  

13.4  17 *Q 18.7 15 a4 21.1 

Source: Data provided by t h e   P h i l i p p i n e   a u t h o r i t i e s *  

1/ Excludes loan8 of a m t u r i t y   o f  1 year or lese, and  debt t o  IMF. 
L/ Includes prepayment of debt  due i n  fu tu re   yea re .  
3/ Includes  audit   adjustment and  exchange rate chargee. x/ - Excluding  prepayments  of  debt  due in fu ture   yeare ,   and  payment8 to  IMF. 
5/ Tota l  medium- and long-term external debt outetendiag lees groee o f f i c i a l  

T 
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The increaoc i n  amortisation payment. and t h e   i a c r e a a e   i n  total  
lntaramt ch r rga t~  on f l o a t i n g  rate debt   due  to  hiah leva10 of rofarence 
rates (LIBOR, SIBOR, etc.) reoul ted  i n  an increase i n  debt  earvice pay- 
menta on m e d i m  a d  long-term externa l   debt  from  $1.3 b i l l i o n   i n  1980 
t o  $1.6 b i l l i o n  i n  1981 (includiag payment. t o  ZMF) Therefore ,   the  
debt service r a t i o  1/ increased   to  23 per cen t  i n  1981, compared t o  
18 per cent i n  19807 and deb t   aen t i ce  paymente increaecd from 3.0 per  
cen t  of GNP i n  1980 t o  4.0 per  c e n t   i n  1981. Of f i c i a l   deb t  service pro- 
j e c t i o n s   f o r  1982-87 baaed  debt  outstanding  and/or  approved ae of 
September 30, 1981  ind ica te   tha t   debt  service payments w i l l  increase  
sharply  again 2n 1982  (Appendix  Table XXVII). 

By s t a t u t e  (RA 6142),   the  Central  Bank i e  requi red   to   cont ro l  
approvale of externa l   debt ,  eo t h a t  t h e   d e b t   s e r v i c e   r a t i o   ( a s   d e f i n e d  
i n  t h e   e t a t u t e )  does not  exceed 20 per cent.  Although t h e  s t a t u t o r y  
d e f i n i t i o n s  are somewhat complicated,   debt eervice include8  both  service 
on medium- and  long-term as w e l l  as short-term  external  debt 'he 
denominator   for   the  debt   service  ra t io   includes all ex te rna l  $8, 
b o t h   c a p i t a l  and current,   of  the  preceding  year.  AB eo  defined,  the 
ra t io   increased   to   19 .0  per cent l a  1981  from  18.7 per c e n t   i n  1980 
(Appendix Table XXVIII), thus   approaching   the   au thor i t ies '   s ta tu tory  
l i m i  t. 

Although  annual data on ex te rna l   deb t   c l a s s i f i ed  by type of c r e d i t o r  
are only  avai lable   through 1980, i t  appears t h a t  in recent years   the 
Phi l ippines   has  become relatively more r e l i a n t  on f i n a n c i a l   I n s t i t u t i o n s  
as a source of c r e d i t  (Appendix  Table XXIX). The share  of f i n a n c i a l  
i n s t i t u t i o n s  as holders  of medium- and long-term externa l   debt   ( inc luding  
both  public and p r iva t e  debt) increased to 52 per cen t  by 1980 cornpared 
with 42 p e r  c e u t   i n  1977. A t  t h e  same time, t h e   s h a r e  of debt   der iving 
from s u p p l i e r s   c r e d i t s   d e c l i n e d  from 24 per   cent  i n  1977 t o  less than 
13 p e r   c e n t   i n  1980. 

VI. Exchange  and Trade Syetem 

The Phi l ippinsa  has  an exchange  syetem  under  which  the  exchange rate 
is determined  largely  on  the  baeia of demand and supply  in  the  exchange 
market. However, the   au thor i t ies   i f i t e rvene  when necessary to  maintain 
order ly   condi t ions  iu the  exchange  market and fo r   o the r   po l f cy   ob jec t ives .  
The U . S .  d o l l a r  is the   in te rvent ion   cur rency ,  and a t  end-1981, t he  
exchange rate was P 8.2 - US$1. 

1/ Defined 2s t h e   r a t i o  of amort izat ion and i n t e r e e t  payments on 
m e r l i - a -  sad long-term external  debt  ( including  payments to  t he  XMF) t o  
exports  of goods and  nonfactor services. 

- 
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During 1975-80, the  pcro/U.S. d o l l a r  rate moved %?$thin a narrow band 
(Appendix Table XXX). Rowever, due to   t he   dep rec i a t ion  of t h e   d o l l a r  
againet  other major   currencies ,   the   peso  depreciated  in  real e f f e c t i v e  
terms through late 1978  (Chart 5).  During 1979-80, t h e  r e l a t ive ly   h igh  
r o t e  of inf la t ion  in   the  Phi l ippines   brought   about  an appreciat ion of the  
pes3 i n  real e f f e c t i v e  terms of more than 18 p e r  cent   over  1978, bringing 
the real e f f e c t i v e  exchange rate back t o  i t s  1975 level. During  1981, 
the peso depreciated  gradually by about 7.9  per   cent   with respect t o  the 
dol la r .  Given the  genera l   s t rengthening   of   the   do l la r   in   in te rna t iona l  
markets in   ea r ly   1981 ,   t he  peso appreciated in trade-weighted  nominal 
e f f e c t i v e  t e r n  by more than 6 per  cent  between December 1980 arrd Ju ly  
1981  (Appendix Table XXX). During August-December 1981, t h e  peso depre- 
c ia ted  by more than 6 per c e n t   i n  nominal e f f e c t i v e  terne as t h e   d o l l a r  
dep rec i a t ed   s l i gh t ly   In   wor ld  markets. In  real e f fec t ive  terms, the peso 
appreciated by more than 9 p e r  cent  during December 1980-July  1981. 
Although  complete  information i s  not   yet   avai lable ,  i t  appears l i k e l y  t h a t  
the   peso   deprec ia ted   in  real e f f e c t i v e  terns by more than 5 per   cent  
during August-December. Therefore, the  peso would  have apprec ia ted   in  
real effect ive  terms by more than 3 per cent  (December 1980-December 
1981),  and by near ly  2 per cent on a period  average  basis.  

The Phi l ipp ines   main ta ins   res t r ic t ions  on payments and t r a n s f e r s   f o r  
cur ren t   in te rna t iona l   t ransac t ions ,   inc luding:  (1) the  requirement of 
prior  approval by the   Cent ra l  Bank for  foreign  exchange sales for speci-  
fied  imports;  and  (2) limits establ ished by the  Central Bank on  foreign 
exchange sales fo r   spec i f i ed   i nv i s ib l e  payments. 

Import items are divided  into  ten  categories   according  to  type of 
good and the  degree  to  which they are determined t o  be e s s e n t i a l  by t h e  
authorities.  Foreign  exchange sales for   impor ta t ion  of items under three 
categories--nonessential consumer  goods (NEC) ,  semi-unclassified consumer 
goods (SUC), and unclass i f ied  consumer  goods  (UC)--require pr ior   approval  
and are gene ra l ly   t i gh t ly   r e s t r i c t ed  or e f f e c t i v e l y  banned. Xn 1980, 
imports  under these three  categories   accounted  for  1.6 per   cent  of the 
value of to ta l   impor ts .  

Imports of items under  the NEC category are restricted mainly f o r  
balance  of payments reasons,  while  those  under  the UC category are 
restr ic ted  mainly  for   purpoees of dcmestic  protection;  both  categories 
contain scme itema res t r ic ted   for   o ther   reasone  such as hea l th  and 
na t iona l   secur i ty .  As of end-May 1980, t h e  number of t a r i f f  items i n  
these three ca tegor ies  was 1,306. As the f irst  s t e p  i n  a phased 
l i b e r a l i z a t i o n  of  exchange r e s t r i c t i o n s  on imports t o  be implemented i n  
tandem with  the  tariff   reform  discussed i n  Annex I, ef fec t ive   January  1, 
1981  agent  banks  were  authorized  to se l l  foreign  exchange  f reely  for  
263  of these   1 ,306   ta r i f f  items. A f u r t h e r  610 items are scheduled t o  
be l i be ra l i zed  i n  1982 and  87 items i n  1983. L ibe ra l i za t ion  of the 
remaining items subjec t  t o  exchange restrictions, as well as items sub- 
ject t o  trade r e s t r i c t i o n s ,  is being  reviewed = 
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There are reve ra l  other rrgulrtionr governing impor to ,  including the 

following: (a) Importation G f  c e r t a i n  itear r aqu i r a   c l ea rance   ca r t i f i -  
ca t e s  from rpec i f i ed  government wencicr; foreiga exchange for ruch 
imparts is automatical ly  made ava i l ab le  upon pr r r en ta t fon  of the  r p p t e  
priate clearance c e r t i f i c a t e   t o   t h e   C e n t r a l  Bank. There importr are 
re s t r i c t ed   ma in ly   fo r   p ro t ec t ion  and health teasono; the cert i f icater 
requirement is only for  monltoriag  purporer.  (a) P a p e n t r   f o r   i m p o r t r  of 
c e r t a i n  commoditiee  (wheat, raw cot ton,  and l eaf   tobacco)   a re 'pemi t ted  
when f inanced   th rough  cer ta in   o f f ic ia l   c red i t   a r rangements .  This tegula- 
t i o n  i s  in tended   to   ensure   u t i l i za t ion   of   ava i lab le   ex te rna l  commodity 
a s s i s t a n c e ;   i f  it can be demonstrated  that   such  assistance ie not avai l -  
able ,  impurts of the  relevant  commodities are allowed. (c) Importation 
of p l a n t ,  machinery,  equipment,  and  apare  parte  under  deferred payments 
arrangements  with  maturity  periods  longer  than 360 days is sub jec t   t o  
prior  approval by the  Central  Bank. If payment tenns are cash or within 
360 days,   prior  approval by the   Cent ra l  Bank is aeceseary  for  importation 
by any s i n g l e  importer of nonagricultural   machinery and  equipment  with an 
aggregate  value in excess of $50,000 with in  a calendar   sonth,   wi th   the 
exceptian of cer t i f ied  export-or iented  f i rms,  and o the r  importers who 
have  obtained  prescribed  certif ication from t h e  Board of Investment ( B O I ) .  
These regula t ions  are geared  to   foreign  debt  management and the  monitoring 
of investment  priorit ies.   (d)  Trade  with state t rad ing  companies, 
excepting  Yugoslavia, must be effected  through  the  Phi l ippine  Internat ional  
Trading  Corporation. (e) Certain  authorized  agent  banks  require  marginal 
import  deposits  of SO per   cent   against  the opening  of letters of c r e d i t .  

L i m i t s  es tab l i shed  by the   Cent ra l  Bank for  purchases of foreign 
exchange f o r   i n v i s i t l e  payments  mainly  comprise the following: 
(a) Exchange for t rsvel   abroad:   business   t ravel   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 f  in; these  allowances  vary  from $35 per day t o  $150 per  day  plus  repre- 
s tn ta t ion   a l lowances ;   nonbus iness   t rave l  abroad, the a l loca t ion  is 
l imi ted  t o  $1,000 per   year   for   t rave l  to  Africa, North Americe, South 
America, Australia,   Europe,  Japan,  the Middle East, and New Zealand; f o r  
t r a v e l   t o  Guam,  Hong Kong, or any  other  neighboring  country, t h e  l i m i t  is 
$600 per  year. (b) Exchange for  educational  expenses  abroad  for  students 
undertaking  degree  courses a t  duly   accredi ted   ins t i tu t ions :   for   e tud les  
i n  the United  States ,  $250 a month f o r  l iving and other  out-of-school 
expenses,  plus t h e  cost of t u i t i o n ,  books, etc.; f o r   s t u d i e s  In Austral ia ,  
Europe,  Japan, and New Zealand, $150 a month;  any scholarship  allowances 
are deducted  from these amounts. (c) Remittances t o  depeqdenta of resi- 
dents:  $250 a month for each  dependent living i n   t h e  United  States, 
$200 a month i f  l iving  in  Australia,   Europe,  Japan,  or New Zealand,  and 
$100 a month if l i v i n g  in other  areas; allowances for dependents  are 
provided  only  for   c lose  re la t ives   under   condi t ions  prescr ibed by the  
Central  Bank. ( d )  Remit tances   o f   roya l t ies   o r   ren ta l s   on   pa ten ts ,   t rade-  
marks, and copyrights are f r ee ly   pe rmi t t t ?   (ne t  of taxes) fo r   con t r ac t s  
reg is te red   wi th   the   Cent ra l  Bank, provided  that the r o y a l t i e s  do not 
exceed 5 per  c.ent of the  wholesale  price of t he  commodity t h a t  i s  manu- 
factured loca l ly   under   the   roya l ty   cont rac t  (2  per   cen t  i n  the case of 
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marketiag service c o n t t r c t e ) ,  and c c r t a i u   o t h e r   s t i p u l a t i o n m .  
(e) Remittancoo of the producer'.  ahare of earning6 made on motion 
p i c t u r e  film and rental8 on t c l ev ia fon  f l l m r  are f ree ly   permi t ted  pro- 
vided that the   sha res  or rentale   do  not   exceed 60 per cen t  of net  pro- 
ceeds  from  bilme. (f) Profite  earned  and  dividendm  declared by nonrcoi- 
den t s  before January 1, 1973 m y  be remitted over a two-year period;  the 
unremitted amount6 outs tanding are r e l a t i v e l y  6mall. Renittancea of 
p r o f i t s  and dividends  (net  of taxeo)  accruing to nonreeideote 'out  of net 
pro f i t s   r ea l i zed   e ince   J anua ry  1, 1973 are pe rmi t t ed   i n   fu l l   p rov ided  
tha t   remi t tances  are not financed from domest ic   c red i t .  ( 0 )  Applications 
for certain i n v l e i b l e e   f o r  which no basic  al lowance ham been set are 
coneidered on t h e i r  merits \y t he   Cen t ra l  Bank. 

The major changes i n  the  exchange  and  trade sys t em i n  1981 are given 
below 

Narch 9 :  Imports af c i t i z e n  band r ad io   r ece ive r s  w e r e  prohlbi ted 
for  purposes of n a t i o n a l   s e c u r i t y .  

Apr i l  14: Allowrinces for purchases of foreign  exchange  for   t ravel  
abroad were increased  substant ia l ly .   For   nonbusiness  travel the per- 
mitted  allowance w a s  r a i s e d   f r a n  $500 to $1,000 p e r  annum f o r   t r a v e l  to 
Africa,  North and South America, Canada, New Zealand,  Australia,  Europe, 
the  Middle E a s t ,  o r  Japan. For a l l  other   countr ies ,   the   annual   a l lowance 
wae raised from $200 to  $600. Travelers under 12 years  of age are 
e n t i t l e d  t o  half of the  standard  allowance. 

For   bus i ress   t rave l ,  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  dest inat ion is or  is  not one of the coun t r i e s  or areas 
enumerated  above for   nonbusiness   t ravel .  The higher  allowances for 
export-oriented firms introduced on September 8 ,  1980  remain in force.  
Under t h e  new r e g u l a t i o n s ,   e e n i o r   o f f i c i a l s  of firme which have  foreign 
exchange  earnings are e n t i t l e d  t o  $100  per day f o r   t r a v e l   t o   t h e  
enumerated  areae  and $70 per   day  to  a l l  o the r  areas; the  corresponding 
amounts for   other   employees of firms with  foreign  exchange  earnings are 
$70 and $50 .  S e n i o r   o f f i c i a l s  of firme which  do  not  have  foreign  exchange 
earnings are e n t i t l e d   t o  $70 p e r   d a y   f o r   t r a v e l  to the  enumerated areas 
and $50 per  day for a l l  o t h e r  areas; the  corresponding amounts f o r   o t h e r  
employees  of  euch firms are $50  and $35. These per diem amounte may be 
purchased  for  up t o  20 days pe r  t r i p ;   a p p l i c a t i o n s   f o r   t r a v e l   a b r o a d   f o r  
a f i f t h  or subsequent t i m e  within  one  calendar   year  w i l l  be   subject  to 
carefu l   rev iew by the  agent  banks  to  prevent  abuse (MAAB No. 7). 

June 26: A l l  imports valued at more than  $1,000  must  be  covered by 
letters of c r e d i t  and e h a l l  be  subject   to  the releaee c e r t i f i c a t e   r e q u i r e -  
ment. Imports by prequalified  producers  and/or  importere  under  documents 
against   acceptance (D/A) and  open  account (O/A) arrangemente are exempt. 
Certain  imports  valued a t  lese than  $1,000 are exempted  from t h e   r e l e a e e  
c e r t i f i c a t e   r e q u i r e m e n t 4 f   t h e y  are imported free of cost to the   importer  
(C i rcu la r  806) . 



Deembar 13: ffnlerr apecificrl€y authoritad by the Central Bank or 
allowed under aximtiw international wreementm or Central Bank regula- 
tiom, no parson rhall take or traumait or attempt to take or tranrnft 
foreun exchange i n  any form out of the Phllippinea, directly, through 
other peraonm, through the m i l s ,  o-r through international cartiere. 
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Table X. Philippine.: Growth Bator a€ Expenditure on Gro.8 
Nktlonal Product at Conrtant 1972 Price., 1977-81 

(In per cent par annum) 

1977  1978 1979 1980 1981 A/ 

7 03 
7 06 
5 00 

4.4 
4-6  
3.3 

4 04 
4.5 
3 00 

4 08 
4.5 
4.8 

4 07 
4.7 
4 -7  

3 - 9  
6 0 1  

10.6 
1 7  .2 

6.5 
1.6 

-5 -0 

6.3 
6 -4 
4.5 
7 00 
2.1 
8 04 
6.2 

7 04 
7 -5 
5.s 

3.3 
9 ms 
6 - 9  

8.5 

4 00 
8 -9 
9.6 
5 00 
13-2 
8 03 

-a. 3 

2 04 
3 -6 
4.5 
5 - 1  
4 1  
2 -8 

-5 -0 

Groee domestic capital   fomation 
Fixed capital formation 

Construct ion 
Government 
Private 

Machinery and equipment 
Increase i n  stocks 

9 -9 15 05 -3 -4 Export8 of goode and services 18 -7 

Import8 of goods and servicee 6.4 12-5 11-4 60s 

Expenditure on groee national 
product 6.5  5.9 5.4 4 - 9  6 - 1  

Memorandum item: 
Growth rates  of GNP a t  current 

prices 16-1 15.6 23.2 21.1 18 -7  

Source: ,Data provided by the Philippine authorities. 

- 1/ Preliminary o f f i c i a l  estimate- 
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Percentage Share o f  8NP 
19 70  1977 1978 1979 1980 1981 - 1/ 

Cona=ption 
Private 
GoveraPent 

Fixed capital  formation 
Grose domestic capital formation 

Conotruction 
Government 
Private 

Mnchinery and equipment 
Increase fn stocks 

79.2 
7 0  a 8  

8.4 
2 1  05 
16 a 0  

6 -2  
1.0 
5 a 2  
9 a 8  

5 05 

- 
- 

77.1 
67 a 0  
- Y5.0 

65  a 9  
9.9 

- 74.4 
66 a 0  

8.4 

- 75 05 

8-1 
z n  74 08 

7.9 
66.9 

10.1 
28 m9 m 29 a9 m 30 -5 

25.5 
- 30 0 1  

25. 2 
- 

12 -8 
5.3 
7 a 5  

10 a 8  
5 -1 

i2 -4 
5.3 
7 a 1  

11.3 
5 -2 

13 -1 
5.0 
7 a 4  

11.6 
5.2 

iS -0 
5.0 
7 a 9  

11.5 
4.8 

Exports of gooda and eervicee 19 -4 19 .o 17 -7 19 00 20.5 18 a 8  

13 -7 23 -2 24 a 3  26 a 0  24.2 Imports of goode and eervices 

Statietical   discrepancy 1.3 1.5 1.4 0.5 1.4 

100 09 100 a 5  100 04 100 a 9  100 . 9 Gross domestic  product 

-0 a 9  -0 -9  Net factor  income from abroad -1 -7 -0 a 9  4 - 5  -0 -4 

100 a 0  100 00 100 00 100 00 100 -0 100 . 0 Grose national  product 

Source: Baeed OIL data  provided by the Philippine  authorit ies.  

- I/ Preliminary off ic ial  estimate. 
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- Tabla TlI. - Philippinart Growth -tea of Crosa bowmtic Product 
by I n d u a t r l ~ - V r ~ ~ ~  at Conmtant 1972 Pricca, 1977-81 

1977 1978 1979 1980 1981 A/ 

Agriculture, fiohery, and 
foremtry 

Mining and quarrying 

Manufacturing 

Construction 

E lec tr i c i ty ,  sass and water 

Transportation, comunicatlons, 
and B torage 

Conmerce 

Service 

GDP at market prices 

5.0 

16.8 

7.5 

6-0  

4.9 

4.5 

2 -6 

5.3 

6 -0 

6.0 

3.9 

6.8 

6 a 9  

5.2 

5.3 

17.5 

9 a4 

7 -0 

16.2 

2 -0  

6.4 

5.5 

5.7 

4.9 

4 -0 

5.9 

9.7 

a 3 

4.6 

5.5 

5.8 

5.8 

4.3 

1.7 

5.1 

5.8 

7.8 

4.1 

5.0 

4.9 

4.8 

Source: Data provided by the Philippine authorit ies-  

- I/ Preliminary o f f i c i a l  estimate. 



" - - :- - Tabla-XV* ~ Philippiamat Di8tribution of Cromm Damemtic 
Product by Sector# 1970 rad 197f-81 - 

{At curroat pricsr) 

P e r c e n t a g e  Share of GDP 
1970 197 7 19 78 1979  1980  1981 I /  

Agriculture, f iehery 
a d  forestry 

Mining and quarrying 

Mauufacturing 

Construction 

Electricity, gas 
and water 

Transportation,  communi- 
cations and s torage 

Commerce 

Services 

GDP at market prices 

27 e 7  

2 .a 

22.6 

3 m6 

0.7 

4 - 2  

24  a 0  

13 -6  

100 .o 

27 e 5  

1 a 6  

24 a 3  

7 .3 

0.9 

5 .4  

2 1  -9  

11.1 

100 m o  

26.4 

1.9 

25.4 

7 -1 

0.9 

5 .5  

22.7 

11.1 

100 e o  

25.4 

2 m7 

25.1 

7.2 

1.0 

5.6 

22 -9  

10 -3 

100 mo 

23.3 

3 a 0  

25.8 

7 -0 

1.0 

6.2 

23 -1 

10.2 

100 m o  

22.5 

3.1 

26 -4 

7 .8 

1 mo 

6.2 

23 -0  

10 .o 

100.0 

Source:  Based on data  provided by the P h i l i p p i n e  authorities. 

- 1/ P r e l i m i n a r y  official ea  timate. 
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- T a b l e  V. Philippinee:  Production of Major CaarPodLtieo, €977-81 

(Percentage chaPgsr from previoue year) 

1977  1978  1979  1980 I f  1981 Lf - 
Agr icu l tu re ,   f i she ry  and f o r e e t r y  

Agricul tural   crops  product ion ;/ 
?ice 
Corn 
Coconut producte - 3/ 
Sugarcane 
F t u i t e  and nu t s  

Fiehery 
Foree  t ry  

3.8 
4.0 
4.8 
2 a 8  

-11.1 
-6 05 

6.5 
1o.e 
-7.0 

9.7 
10.8 

6.8 
0.4 
2.1 

-12.2 
23.5 

3.3 
-0.3 

5.6 

4 04 
10.9 

-22 3 
-3.3 
25.6 

1.3 
-9.0 

a .5 

-3 09 
-9.5 

5 -0 
-5 - 2  

-19 -7  
25.5 

4 08 
7 -0  

-6 - 5  
8.4 

12.7 
-3 04 

9 06 
10.4 
20.3 

5.7 
18.2 

6.6 

Mining and quarryiug 
Metallic ore  mining 

Gold 
Copper in   concen t r a t e s  
Nickel 

Nonmetallic mining and quarrying 

16.1 
19 - 5  
11 .4 
11.5 

141.4 
1.0 

... ... 
17 - 5  
0.5 

-5.a ... 
3.5 
4 04 

10 .7 
3.3  

-4.9 

4 07 
5.3 
2.7 
4.8 
9 - 2  

4.5 
7.3 
3 -6 
8.3 
5.4 

4.3 
2 .o 

-1.5 
-0 07 
15 -6 

Manufacturing 
Food, beverage,  and tobacco 
Text i lee  and l e a t h e r  
Wood and wood products 
Paper, paper  products  and  printing 
Chemical, chemical  products, petrolaum 

coal, rubber  and p l a s t i c   p r o d u c t s  
Nonmetallic  mineral  products  excluding 

petroleum  and  coal  products 
Basic metals 
Metal products,  machinery and 

equipment 

... ... ... 
0 . .  ... 

3.1 6.1 2 -6 4 00 

-4 09 
4 .2 

6.7 
2.7 

6.8 
-0.1 

22 06 
11 .9 

0 . .  ..* 
0.2 -2 -1 9.9 .a. 

Source: Data provided by t h e   P h i l i p p i n e   a u t h o r i t i e s .  

- l/ Actual or latest  estimate. - 2/ Crop year ending June 30 of year  indicated. 
- 3/ Copra equivalent .  
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T 8 b h  VI. Philippines: National Cover-nt Budgct8ry  Revenue, 1977-82 

1977 1978 1979 1980 1981 1982 
Latent e a t .  Estimates 

'In b i l l i o n s  of Phi l ipp ine   peror )  

20.5 25.9 30.5 
12.7 16.5 18.9 
"- 31.7 

20.7 
- 36.0 

23.8 
- 17.0 

10.7 
Tax revenue 

Domeetic-based taxes  
Taxes on income and 

Excise   dut ies  
Sales and business   tax 
Other 1/ 

prof it e 

Taxes on-internat  ional 
trade and t ran6 ac t ions 

Import d u t i e s  2/ 
Export   duties 

Nontax revenue  3/ 

Total  revenue 

- 
11.6 

(11.2)  
(0.4) 

11.0 
(10.7)  
(0.3) 

12.2 
(11.9) 
(0.3) 

3.0 3.5 - 3.6 4 .2  4.0  4.7 - - - - - 
- 2 0 . 0  24.0  29.5 34.7 35.7  40.7 "- - - 

(As per cent of total   revenue)  

Tax revenue 
Dornestic-based taxes 
Taxes on income and 

Exc ise dut iea 
Sales  and business   tax 
Other 1 '  

t r ade  and t rana-  
a c t  ions 

prof i t s  

Taxes on-international 

Import duties 2/ 
Export du t i e s  

85.0  
53.5 
- 05.4 07.8 87.9 

52.9 5 5 . 9  54.5 
"- aa. 0 - 

5 8 . 0  
88 .5  - 
58.5 

( 2 0 . 5 )  
(17.5) 
(11.0) 
'4.5) 

30.8 
(30 .0)  

( 0 . 8 )  

30.0 
(29.3) 

(0 .7)  

31.5 
(28.5) 
(3.0) 

Nontax revenue - 31 - 15.0 - 14.6 - 1 2 . 2  - 12 .1  - 1 1 . 2  - 11.5 

Tot  a1 revenue - 100.0 "- 100.0 100.0 100.0 
P 100.0 - 100.0 

Source: Data provided by t he  Minis t ry  of Finances. 

- 1/ Includes  property  tax,  documentary  and stamp taxes,   and  unclassif ied tax  

- 2 /  Consists  of cuetame dut iee  and import  taxes. 
3/ Includes  administrative  feea  and  charge8,  property income, and  minor  amounts 

revenue. 

of-grants . 
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Table  VIL. Philippfner: National Covernokat  Budgetary Expenditurt, 1977-82 

1977 1978 1979 1980 1981 1982 
Lateat cat .  Eatitmatee 

Current expenditure 
Personal services 
Maintenance and other 

Allotments to local 

Interes t payments 

operating expenditure 

government s 

Capital expenditure 
Infrastructure 11 
Other capital oztlaya - 21 
Equity corrtribution 
Net lending 

Total expenditure 

Current expenditure 
Personal services 
Maintenance and other 

Allotment8 to local 

Interee t payments 

operating expenditure 

government s 

Capital expenditure 
Infrastructure 1/ 
Other capital oztlayo - 21 
Equity contributions 
Net lending 

Total expenditure 

17.7 
6.3 

9.7 

0.8 
0 . 9  

5.0 
2.3 
0.5 
2.2 

- 

- 

" 

22.7 - 

78 .0  
27.0 

42.7 

3.5 
4 .O 

22.0 
10.1 
2.2 
9.7 

- 

- 

" 

loo 0 
" 

(In billion8 of Philippine peror) 

19.2  20.6  24.5 26.5 
10 .o 

"- 
7 . 5   8 . 4  9.3 

- 
9.6 9.2 11.4 12.0 

0.8 1.2 1.5 1.7 
1.3 1.8 2.3  2.0 

7 . 0  9.2 1 3 . 6  21.1 
3.7 4 . 3   7 . 3  9 .5 
0 .7  0.7  1.1 2.7  
2 . 4   3 . 4  4.5 7.9 31 
0 . 2  0 .8 0 . 7  1.0 

- " - 
- 

26.2 29.8 38.1 4 7 . 6  "- - 
(A8 Der cent of total exnenditure) 

73.3  69.1  64.3 55.7 
21 .o 

"- 
28.6   28 .2  24.4 

- 
36.6 30.9 29.9 25.2 

3 . 1  4 . 0  3 . 9  3.6 
5 . 0  6 0 6.1 5 . 9  

26.7 30.9 35.7  44.3 
14.1 1 4 . 4  19.2 20 .o 
2.7 2 .4  2.9 5.6 
9 . 2  11.4 11.8 16.6  31 
0 .7  2.7 1.8 2.1 

"- - 

- 

100.0 100.0 100.0 100.0 "- - 

30.4 
11.4 

13.5 

2.2 
3.3 

2 0 . 8  
0 . 4  
3.6 
6 .6  
2.2 

51.2 

- 

- 

- 

59.4  
22 .3  

26.4 

4 . 3  
6 . 4  

40.6 
16 .4  

7 .O 
12.9 

4 .3  

loo. 0 

- 

- 

- 
Source: Data provided by the  Minietry of Finance. 

1/ Consists of inveetrnent expenditure by the Minietry of Public Worke and 
Kizhways and by the  Ministry of Traneportation  and  Communication under the 
Infrastructure Inveo tment Program. 

PrZ8ram. 

bution to the Industrial Fund. 

2/ Investment outlays not provided for under  the  Infrastructure Investment 

31 Includes P 5 0 0  million, or 1.1 per cent of total expenditure, for contri- 
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Table VIII. Philippinem: National Covernmant  Budgetary Revenue and  kxpandifurs 
Componentr (18 a ParcentaBe of Grora National Product ,  1937-82 

1977  1978  1979 1380 1981 1982 
Latest est'. Estimter 

Tot a1 revenue 

Tax revenue 
Dome8 t ic-bared tax 

Taxes  on income 
and prof i t a  

Exci8e d u t i e s  
Sales  and  bueineas tax 
Other 

Taxes o n   i n t e r n a t i o n a l  

Import   dut iee  
Export   dut  iee 

t r a d e  and t r aneac t ions  

Nontax revenue 

Tota l   expendi ture  

Current   expendi ture  
Pereons1 services 
Maintenance  and  other 

Allotments t o  local 

I n t e r e e  t payments 

opera t ing   expendi ture  

government 8 

Capi ta l   expendi ture  
I n f r a e t r u c t u r e  
O t h e r   c a p i t a l   o u t l a y s  
Equ i ty   con t r ibu t ion  
Net lending 

13.0 

11.0 
6.9 

(2 .6 )  
( . 1 .3 )  
( I  .4) 
( 0 . 6 )  

- 
" 

4.1 
(3 .7 )  
( 0 . 4 )  

2.0 - 

14.7 

11.5 
4.1 

6.3 

0 .5  
0.6 

3.2 
1.5 
0.3 
1.4 

- 
- 

- 

" 

13.5 13.5 13 .1  "- 
11.5 11.9 11.5 

7.1 7.6 7 . 1  
"- 

4.4 4.3 4.4 
(4.2) (4.0) (4.2) 
(0.2) ( 0 . 3 )  ( 0 . 2 )  

2.0 1.6  1.6 - - - 
14.7 13.6 14.4 
7" 

10.8 9 . 4  9.3 
4.2 3.8 3.5 
- - - 

5 . 5  4.2 4 . 3  

0.4 0 . 5  0 . 6  
0 . 7  0 . 8  0 .9  

3 . 9  - 4.2  5.1 - 
2.1 2 .o 2.7 

- 
0.4 0.3 0.4 
1.3 1.5 1 .7  
0.1 0 .4  0 . 3  

11.7 - * 
(3.2) 
(2 .1 )  
(1 .2)  
(0.3) 

3.6 
(3 .5 )  
(0.1) 

1.3 - 

15.6 - 
a. 7 - 
3.3  

3.9 

0.6 
0.9  

6 . 9  
3.1 
0 .9  
2.6 
0.3 

- 

11. s 
10.2 
6.7 

(3.1) 
(2.0) 
(1.3) 
(0.3) 

- 
- 

3.5 
( 3 . 4 )  
(0.1) 

1.3 - 

14.5 

8 . 6  
3.2 

3.9 

0.6 
0 .9  

5.9  
2.4 
1.0 
1.8 
0 . 7  

- 
- 

- 

Sourcee: Data provided by the Mini s   t ry  of Finance,   and  e taf  f ea timate and 
p ro jec t ion  of GNP for 1981 and 1982, r e spec t ive ly .  
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- 

Table W. Philippine.: Genorul Covernmnt Tax Ratios, 1978-62 

(In per cent of GNP) 

1978-80 1981 1982 
1978  1979 1980 Average Latest e a t .  Eatiumte. 

National governrrrent 
tax revenue  11.5 

Dome6 t i c  baaed  taxeo ( 7 . 1 )  
Taxer on i n t e r n a t i o n a l  

t r a d e  and t r ansac t ions  (4.4) 

Local government 
t a x  revenue 1/ 0 . 7  - 

National gove.nment 
p lus   l oca l  government 
t a x  revenue  12.2 

Soc ia l   s ecu r i ty  
cont r ibu t ions  - 21 0 . 8  - 

General government 
t ax revenue 13.0 - 

11.9  11.5 
(7.6) (7 .1)  

0 . 7  0 . 7  

12.6  12.2 
" 

0 . 7   0 . 7  
" 

13.3  12.9 
" 

11.7 10.4 10.2 
( 7 . 3 )  (6.8) (6.7) 

0.7 0 . 7  0 . 7  

1 2 . 3  - 11.1 - 10.9 - 
0 . 7  0 . 7  0 .6  - - - 

13.1 11.8 11.7  - - - 
Source: Data provided by the Minis t ry  of Finance, and s t a f f  ecltimte and pro- 

j e c t i o n  of GNP f o r  1981 and 1982,   respect ively.  

- 1/ Excluding  tax  revenue  allotment8 from the National Government. 
2/ Consis ts  of  employers'  and  employeee'  contributions t o  the SSS and 

emFloyees ' cont r ibu t ione  t o  t h e  GSIS. 

. 
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Wei8h t t d  average 
RcdiecounL  Interbank  Commercial  interert  rate 
rate - 1/  call  rate  bank loanr (WAIR) 2/ LIBOR - 4/ 

1937: I 5.92  12.87 . .. 13.93 5.11 
I1 9.87  11.33 . a .  13.26  5.56 
I11 5.60  10.88  12.35  11.11  6.21 
IV S.30  12.83  12.77 12 .OS 7.11 

1978: I 5-25 8 .c)4 12.21  9.79  7.28 
I1 s ,01 9.44 12.34  10.14  7.04 
111 4.99 12 .oo 12.90  11.32  8.71 
I V  5.20 12.45 12.68  11.63  11.08 

1979: I 4.43 13.27  12.56  12.45  10.e7 
If 4.52  14.59  12.37  13.01  10.62 
111 4.61 13.64  12.22  13.11  11.66 
IV 5.80 12.81 12.68  12.98  14.70 

1980: I 5.40 12.57  13.17  13.42  17.11 
11 5.85  13.34  13.26  13.88  11.15 
111 5.23 0.88 13.42  12.23  12.08 
XV 5.62  12.69  13.47  13.53 17.10 

1981: I 5.48  15.14  13.96  15.32 16.33 
I1 4.71  l6.11  14.12  15.91  17.47 
If1 7.47  12.89  14.83  15.96  18.44 
IV 7.76 16.22 n. a. 16.18  13.80 

Sources: Data  rupplied by the Central Bank of the  Philippinea; and 
International  Financial  Statistics. 

- 1/ ,entral Bank  loane  to  cammercial banks. - 2/  Baeed  on  total  outstanding  loans. 
- 3/ Based  on money market  inrtruments. - 4/ Three-month  deposits for U.S .  dollars. 
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Liquid i ty  
nul t lplier - 1/ 

1977: I 
If 
I11 
N 

5 000 
5 001 
5- 06 
4 m48 

16.8 
16.1 
16.0 
18.1 

11.9 
14 00 
13 -5 
14 08 

1978: 'I 
11 
€11 
Iv 

~ 7 - z  I 
I1 
I11 
IV 

1980: I 
11 
I11 
nr 

1981: I 
I1 
111 
IY 

4.47 
4.49 
4.54 
4 029 

4.38 
4 069 
4 m66 
3.92 

4.24 
4 057 
4.84 
4.19 

5.02 
4 -84 
4 -92 
4 044 

17.2 
16.3 
16.3 
10.6 

16.7 
17.2 
16.5 
19.1 

17.3 
16- 5 
15.2 
17 07 

15 -8 
15.5 
14 09 
17.5 

14 -6 
14.1 
13 08 
14.3 

14 00 
13.4 
13 -9  
14 07 

14 -0 
12 -9 
13 .2 
14.3 

12 02 
13.1 
13 -2  
11.5 

Sources :   Phi l ipp ine   F inancia l   S ta t i s t ics ;   the   Cent ra l  Bank of t h e  
Philippines;   and s t a f  f ca lcu la   t ione  . 

1/ Defined as at io  of l i q u i d i t y   t o   r e s e r v e  money. 
T/ Defined as r a t i o  of currency in c i r c u l a t i o n  t o  d e p o s i t   l i a b i l i t i e s  

i n r lud ing   depos i t   subs t i t u t e s .  
3/ Defined  ae ratio of banking  spstan reeemes (lee. ,  cash i n  vau l t ,  

baiancee at Centra l  Bank, e l i g i b l e  government s e c u r i t i e s ,  and e l i g i b l e  
fo re ign   eecu r i t i eo  and balances) t o   d e p o s i t   l i a b i l i t i e s   i n c l u d i n g   d e p o s i t  
aubs t i t u t e s .  
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gable XXII. Philippinem: Remews Pornition of C-rcicl, 
3 a n k m ,  1977-81 

DSC.  D a C  . DSC . bC. Dec . 
1977 1978 1979 1980 1981 

(En  mllllona of Philipptne perno.) 

T o t a l  resentee 
Philfppinc National Bank 
Other commercial banks 

Required reeervee 
Philippine  National Bank 
Other commercial banks 

Excess reserves 
(deficiency -1 

Philippine  National Bsnk 
Other commercial banks 

Total reaerves/required 
1: eeerve s 

5,460 
1,243 
4,217 

5,270 
1,039 
4,231 

190 
204 
-14 

- 

3.6 

6,185 6,992 8,172 
1,236 1,983 1,626 
4,949 5 # 009 4,546 

6,308 6 , 942 7,549 
1,230 1,517 1,390 
5 , 078 5 , 425 6 159 

-12 3 50 623 
6 4x 236 

-129 -416 38 7 

- 

( In  per cent) 

-1.9 0.7 8 - 3  

8,221 
1,623 
6,998 

8,649 
1,790 
6,859 

-429 

-2 62 
-167 

-5 .o 

Sources Phi l ippine  Financial S t a t i s t i c s ;  and data a u p p l t d  by the 
Central Bank of the  Philippines. 
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Table " XV, Philippine.: Distribution of C-rcirl Bank Credit 
by Sector., 19f l -81  

Dee. k c .  DeC. me. Dtc . 
1977 19 78 19  79 1980 1981 L/ 

Agriculture 
Mining 
Commerce 
Manufacturing 
Conr truct ion 
scrvicer 2/ 
Real eeta'Ee 
Other 

Tot  a1 

Agriculture 
Mining 
Commerce 
Manufacturing 
Cons t ruct ion 
Serviccr z/ 
Real  estate 
Other 

Total 

(In nillionr of Philippine pcror) 

5,253.0 5,469.2  8,120.2 12,009.7 12,153.2 
1,577.5 3,610.1  5,507.8 7,334.3 8,304.0 

11,714.2 13,879.8  14,045.6 11,210.7 11,517.6 
13,126.3 17,490.5  22,104.6 27,053.3 30,557.1 

679.9 1,323.8 2,043.6 2,722.7 3,182.5 
916.2 1,402.1 2,510.0 2,610.6 3,376.1 

2,017.4 2,273.8 2,620.4 2,297.9 2,734.3 
4,888.4 8,628.6 11,312.0 11,958.9 11,911.b 

13.1 
3.9 
29.2 
32.7 
1.7 
2.3 
5 .o 
12.1 

10.1 
6.7 
25.7 
32.3 
2.4 
2.6 
4.2 

16.0 

(In  per  cent 1 

11.9 
0.1 
20.6 
32.4 
3 .O 
3.7 
3.8 
16.5 

15.6 
9.5 
14.5 
35 .O 
3.5 
3.4 
3 .O 
15.5 

14.5 
9 .9  
13.8 
36.5  

4.0 
3.3 

14.2 

3.8 

100.0 100.0 100 .o 100.0 100.0 

Source: Data  rupplisd by the Central Bank of the  Philippiner. 

- 11  Preliminary. - 2/ Includes  public  utilities,  transport,  etorage,  and  communications. 



. "  ". 1 iL . .  T*b&a-XVI. Philippinor: Dirtributioe o f  Crrdit of 0th.r 
Financial Znr titutiona by Sactorr, l /  1977-81 

." "~ 

D e C  . DOC. DaC D e C .  DeC . 
197 7 1970 1973 1980 1981 L 2/ - 

Agrisulture 
C-rcc 
Indur try 
Real ce  tate 
Conrumptian 
Other 

Tot a1 

Agriculture 
Commerce 
Industry 
Real e s t a t e  
Consumption 
Other 

Tot a1 

(In per cent) 

22.7 26.2 25.6 23.2 22.2 
1.0 1.2 1.9 3.1 4.7 

17.1 20.4 19 .o 22.1 23.1 
23.6 25.3 25.9 24.9 23.2 
5.8 6.5 7.0 7.7 7.1 

29.8 20.4 20.6 19.0 19.7 

100 .o 100.0 100 .o 100.0 100.0 

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

1/ Consists of credits of rural banks, specialized banks, and other Government 
noxbank financial institutions (SSS, GSIS, and ADA). Includes some double 
counting of interbank loans. - 21 Preliminary. 
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fR8B Value h d i r c o w t  rata Uadior t8t. 1/ 
12/31/UO 12/31/61  12/31/80 12/31/81  12/31/60 12/31/81 

Suprv i r ad   c r8d i t r  21 
Nowupervired  credit8 A/ 
8 ~ 1 1 -  and w d i u ~ r c a l e  

Sxport   induatriar 
Aoot r8di t ioaa l  
Traditional 2/ 

Sprci.1 p r o p l o r  21 

i adu r t r i e r  

Elifi iblr  paper with orinin81 
maturity of -re than one ymat 

Supervired credit8 21 
Other 

Two-year or  lerr o r ig ina l  

Xorc than two-year original 
maturity 

maturity 

100.0 
80.0 

80.0 

100.0 
80 .o 

80.0-100.0 

100.0 

80.0 

80.0 

100.0 
80.0 

80.0 

80.0 
80.0 

100.0 

100.0 

80.0 

80.0 

1.0 
3.0  

3.0 

4.0 
6 . 0  

4.0-3.0 

1.0 

10.0 

12.0 

3.0 12.0 
8.0 12.0 

8.0 12.0 

3.0 10.0 
8.0 12.0 
3.0 10.0-6.0 

3.0 12.0 

10.0 16.0 

r a t e  18.0 
Landin 

minur 6% 

12.0 
14.0 

14.C 

12.0 
14.0 
6.0 

12.0 

16.0 

No ce l l in  

Source:  Drta  supplied by t h e  Central  Bank of the Philippiner.  

- 1/ 1ncluder  service  charger. 
2/ fncluder food production programs (i .e. ,  r i ce ) ,   ag ra r i an  refom, cotton, and ce r t a in  

cottage  indur trier. - 3/ Includer barac food  production  (milling of r i c e  and corn!. 
41 Traditional export. are defined a8 c-ditier where export  value in 1979 war 

OS710 mill ion or -re. Pr io r  t o  June 26, 1981 d r f i n i t i o n  war export value   in  1968 of 
US$S mill ion  or  more. A l l  other c w d i t i e r  are t r r8 t ed  a8  nOntr8ditiOn81 export.. 

FoTd Terminal, Inc.,  and Grain8 Quedaa. 
5/ Include. National  Graio  Authority  procurement of corn, sorghum, ropkam, and mugo, 
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Eat . 
1978 197 9 1980 l m l  

Principal primary prductm 
Of which: Coconut producta 

Sugar and product. 
Forrmt product. 
Copper concentrate8 

Nontraditional manufacture6 
Other nontraditional exports 
Other 

Total exports 

Principal primary  products 
Of which:  Coconut  producte 

Sugar and products 
Foree t product s 
Copper concentrates 

Nontraditional manufactures 
Other nontraditional exports 
Other 

Total  exports 

P r i n c i p a l  primary  products 
Of which: Coconut  products 

Sugar and products 
Forest products 
Copper concentrates 

Nontraditional marmfacturee 
Other nontraditional exports 
Other 

Total  exports 

100 00 
100 m o  

100 m o  

100.0 
100 m o  

100 . 0 
100 .o 
100 00 

100 .o 

100 00 
100 . 0 
100 .o 
100 00 
100.0 

100.0 
100 00 
100 0 

100 00 

100 .o 
100 .o 
100 00 
100.0 
100 .o 

100 . 0 
100 00 
100.0 

100.0 

( V o l u u  indls) 

90.0 97 e 6  
760s 85.5 
85 a 0  160.5 
97.7 76.4 
117 01 127 06 

110.1 143.7 

103.9 104 2 

101.1 125 e 8  

(Unit  value  indiceo) 

129 a 8  156.1 

143 -4 143.2 
147 e 8  1 0 5 . 4  
108 m0 192 - 2  
152 e 8  167.0 
150.2 170 -8 

128.2 135.2 
107 -6 109 . 5 
129 00 159-6 

132 09 134 03 

(Value  indlcee) 

I29 -1 139 -7 
113 1 90.1 
91 08 308 -4 
149 -3 127 -6 
175.9 218 -0 

141 . 1 194 4 
139 7 171 -0 
134.0 166 3 

134 .3 169 00 

101.4 
95.5 

109 4 
86.1 

121.6 

157.8 
147 -4 
179.7 

129 5 

134.1 
33 -0  

258.8 
141.5 
148.0 

139 3 
113 8 
l29.5 

133.3 

136.0 
88.8 
283 1 
121 m 9  
180.0 

219 8 
167 -8 
232 7 

172 .6 

Source:- Data provided by the Philippine authoritice, 
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1977 1978 1979 
Peel 

1980 198 1 

Principal  primary  productr 
Coconut product0 

Forert product6 
Copper concentrate8 

Sugar 8ad productr 

N o a t r d i t f o n a l  mmnufacturerr 660  1,028  1,450  1,920  2,272 
Of uhich:  Camntm (246) (327) (405 )  (5Q0) (610) 

equipment and cmponentr (116) (244 )  (397) (643 1 (780) 
Electrical and e lec t ron ic  

Other nontraditional  export. L/ 172  177 246 278 2 38 

Other &/ 490 - 5 16 698 1,066 1,082 - 
To ta l  3,151 3,425 4,601 5,788 5,910 

Principal  primary  products 
Coconut products 
Sugar  and  products 
Forest  products 
Copper concentrates  

Nontraditional  manufactures 20.9 30.0 31 -7 33.2 3a .4 
Of which: Garments (7  08) ( 9  -5) (8 .0 )  (8.6) (10 .3)  

equipment and component8 (3.7) ( 7 . 1 )  ( 8 . 6 )  (11.1) (13.2) 
Electrical and e l ec t ron ic  

Other  nontradit ional  exports 1/ 5.5 5 e 2  5.3 4 08 4.0 

Other - 21  

Total 100 00 100.0 100.0 100 b o  100.0 

Source: Data provided by the   Phi l ipp ine   au thor i t ies .  

- 1/ Hainly coffee,  rice, and i r o n  ore. 
2/ Mainly f r u i t s  ard vegetablee,   gold,  nickel, marine products, unmanufactured 

toFacco,  and  abaca fibera. 



1978 1979 1980 

Capital 8 0 0 6  
Raw ~rtsrirlm and i n t s r w d i r t e  

Conauwr goodm 

Petroleum rnd petroleum products 
Total Laport. 

#oodr 

Subtotal: non-oil import. 

Capital goodr 
h w  m a t e r i a l a  and i n t e rmed ia t e  

Conrumcr goods 

Petroleum  and  petroleum  products 
T o t a l  imports  

8 d a  

Subto ta l :   aon-o i l  imports 

C a p i t a l  goodr 
Raw m e t c r i a l e  and intermediate 

Conrumcr goods 

Petroleum and petroleum products  
T o t a l  Imports 

goode 

Subtotal :   non-oi l   import& 

100 b o  

100 . 0 
100 b o  

100 .o 
100 00 
100.0 

100 -0 

100 b o  

100 00 
100 00 
100 b o  

100 0 

100 00 

100.0 
100 00 
100 00 
100 00 
100 0 

(Volume indice.) 

110 e 8  115.6 

109 4 116 06 
109 0 6 122.4 
110 0 8 117 3 
99 -2 99 00 
109 rn 2 111 e 8  

( W i t  - v a l u e  indlcrm) 

114.1 1 2 1  06 

118 5 129 2 
105 -9 119.4 
11s 3 124.9 
136 - 5  219 06 
117 . 7 144 m3 

(Value indices) 

126 a 4  140.6 

129.6 150.7 
116 01 146 02 
126 -8  146.5 
135 04 217.5 
128 6 I61 e 3  

112.5 

110 4 
122 04 
113 2 
101.9 
108 5 

129.6 

139 1 
143.5 
13% 5 
259.2 
16%- 6 

0 '  

I 

f ,  

145.8 

153 5 
17 5; 6 

264.0 
153.4 

176 . 4 
Source: Data provided by the Phil ippine a u t h o r i t i e s .  
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Table XXfIL #~il ippiuss:  C@apom%tioa of Importr, 1977-81 

Prrl. 
I977 1978 19 79 1980 1981 

Petroleum and petroleum  products 
Non-o il imp0 r t I 

Capi ta l  good@ 
Raw materials a d  

Coneumer goods 
intermediate goods 

To tal 

Petroleum and  petroleum  producte 
NOLI-oil imports 

C a p i t a l  goods 
Raw a t x i a l e  and 

Conaumer goods 
in te rmedia te  good8 

Tota l  

(In million. of PIS . dollarm) 

1 , O l S  1,371 2,226 2 , 713 
3,717 4,771 5 , so1 S2 687 

(1,401) (1,785) (1,986) (2 ,034)  

(1,aw) (2 ,409)  (2,877) (2,892) 
( 4 1 7 )  (497) (638) (761) 

4,732  6,142 7 , 727 8,490 

(In per cent share) 

2 1  -4 22 - 3  2a .0 32.3 
78.6 77.7 71  - 2  67.7 

(29.6) (29.1) (25.7) (24-2) 

(40.1) ( 4 0 . 5 )  (37.2)  (34.4) 
(8 -9 )  - (8.1) (8-3)  (9.1) 

100.0 100.0 100 . 0 100.0 

Source: Data provided by the P h i l i p p i n e   a u t h o r i t i e s .  
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Table XXW. 'Philippinem: D i r e c t i o n  of Trade, 1977-80 

(In per cent) 

Bxpor t r ,  f .o.b. 
d ? 8  1979 1980 

Ir orto, f.0.b. 
1977  1978  1979 1980 

United State6 
Japan 
European Economic Community 

Of which: Gemany 
Nethct lande 
Units6 KingdoP, 
France 

Middle Eae t  
Of which: Saudi  Arabia 

Kuwa it 
I r a q  

ASFAN 
Of which: Indonesia  

Malaysia 
Singapore 

A u s t r a l i a  
Hong Kong 
South Ko rea 
USSR 
China, Peoples '   Republ ic  of 
Other 

To tal 

Source: Data provided by the P h i l i p p i n e   a u t h o r i t i e s .  



1977 1978 19 79 19 813 19 81 

Capital mvcaent 

Direct inver tPant (net) 

Nuclear power project (net) 

Exdaptional f inancing (net) 
Truet Fund 
IBRD Struc tura l   Mjue tment  Loan 

Other medium- and  loag-term loam (net) 

Other  short-term capital (net) 

Monetization of gold 

Allocation of SDRe 

Errors and omieaione 

962 

- 216 

-13 

19 
(19) 
("1 

- 

556 

411 

- 
- 

-2 27 

1,082 

171 

-12 

59 
(59) 
("3 
749 

263 

32 

" 

-180 

997 

99 

11 

60 
(60)  
(-1 

- 

951 

80 

41 

28 

-27 3 

1,699 

45 

43 

52 
(52) 
("1 

356 

765 

128 

29 

-319 

1,926 

392 

43 

200 
(") 

(200) 

957 

202 

400 

27 

-295 
~ ~~ ~ ~ 

Source: Data provided by t he   Ph i l ipp ine   au tho r i t i e s .  
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Reacrvea of the 

Decemhr 31 
1970 1- 1980 1WT 

N e t  international reeerves 

Grose reeerves 
Central Bank 
c o ~ r c i a l  banks 

Reserve l i a b i l i t l e e  
Central Bank 
Commercial banks 

O f  which: FCDU depoaite  

(In milU.oncl of U.S. dol larr)  

- 243 153 -426 -7 78 -1,265 - - " 
2,263 3,195 3,731 5,059 
1,525 1,883 2.423 3,155 

7 38 1,312  1,308  1;904 

2 , 021  3,042 4 157 5,837 
2,150 

6,580 
602 689 2 , 406 

1,419  2,353  2,978 3,687 4,174 
(1,160) (1,878) ( 2 , 4 0 2 )  ( 3 , 0 7 7 )  (3,049) 

Source: Data provided by the   Phi l ippine   authori t ies .  
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Table XXVII. Philfppfner: Projected Debt Service Payments on Hedim- 
a& Long-Term Debt, 1982-87 A/ 
(In m i l l i o n s  of U .S d o l l a r s )  

~ ~~ 

19 82  1983  1984  1985  1986  1987 

Service payments on debt   outs tanding a8 
of Septesnber 30, 1981 

Publ ic  eector 
I n t e r e e t  2/ 
AmortizatTon 

Private eec to r  
Interest &/ 
Amortization 

Tot a1 

Service payments on debt  approved  but 
not drawn as oi September 3 0 ,  1981 z/ 
Publlc  sector 

I n t e r e s t  ?/ 
Amortization 

P r iva t e   eec to r  
I n t e r e s t   2 1  
Amortization 

Tota l  

To ta l   s e rv i ce  payment8 
I n t e r e s t  
Amortization 

414 5 30 608  720  805  641 

- 682  669  641 652 4 98 361 
324 29 8 269 234 16 9 113 

- - - - - 
358 371 3 72 418 329 248 

1,761  1,891  1,922  1,972  1,786  1,357 

120  157 205  268 47 5 605 
64 91  115  134  183 209 
- - - - - - 

56  66 90 13 4 292 39 6 

14 1 197 242 248 2 71  281 
37 m m T lslg T 5  

54 a9 134 152 173 18 5 

261 3 54  447 516 746 886 

- - - - - - 

2,022  2,245  2,369 2 408  2,532  2,243 
1,140  1,189  1,165  1,064 

- 
933  773 

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

Source: Data provided by P h i l i p p i n e   a u t h o r i t i e s .  

1/ Excludes IMF. 

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

- 
- 2/ I n t e r e s t  on f l o a t i n g  rate loans assumed t o  be 15 per cen t  per year. 

t r ac t ed  * 
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Table XXVIII. Philippinem: External  Debt Service Ratio., 1977-81, 
ae Defined Statutorfly 

(In millioam of U.S .  dollarm) 
" 

1977  1978  1979  1980  1981 

Total  foreign receipts A/ 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 rat ios  per Statute 2/ 
( i n  per cent) - 13 a7 18.0 - - 18.6 18 e7  19 00 - - 

Source: Data provided by Phil ippine  authorit ies .  

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

3/ Limit for debt service  rat ios  as deflned by Statute l e  20 per cent. 

- 
t e k  external  debt. 
- 

. .. 
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1977 19 78 1979 1980 

(In nillioru of P.8. dollatr; 
and end of period) 

Total 5,004 6,200 L 7 137 - L 8 554 

By c r e d i t o r  
-Suppl ie r r '   c red i t r  
Financial i n ~ s t i t u t i o n o  
Bods 
M u l t i l a t e r a l  loane 
Bilateral loane 

By maturity 
Over 1 year  up  to end 

including 5 yearr 
Over 5 peare up t o  and 

including 12 years 
Over 1 2  rears up t o  and 

including  15  years  
Over 15 years 

By i n t e r e s t  rate 
No i n t e r e s t  
Over 0 per cent  up t o  and 

including 3 per cent  
Over 3 per cen t  up t o  and 

including 6 per   cent  
Over 6 pe r  cen t  up t o  and 

including 9 per cent  
Over 9 per cent  
Floating rate 

Tota l  

By creditor 
Supp l i e r s '   c r ed i t s  
Financial  institutions 

Mvlt i la te ra l   loane  
'dllateral loans 

' Bond8 

1,203  1,172 862 - - 

2,116 2,689 3,663 
501 776 890 
579 761 959 
605 801 763 

1,089 
4,457 

966 
1,222 

820 

308 

2,903 

362 
1,431 

55 

19 7 

5 82 

2,207 
272 

1,691 

100 .o - 
24 .O 
42 -3 
10 .o 
11 *6 
12.1 

258 181 

3,514 3,984 

475 51 3 
1,952 2,459 

78 74 

244  412 

747  719 

2,941 3,284 
283 294 

1,906 2,354 

(In per cent rhare)  

100 b o  100 .o - - 
18.9 12.1 
43 .4 51.3 
12   *5  12 a 5  

1 2  e 3  13.4 
12 -9 10.7 

168 

4,802 

1 
) 3,584 

*.* 

. . a  

b b  

... 
3,186 
.. . 

100 b o  - 
12 a 7  

52.1 
11.3 
14.3 
9.6 

Source: Data provided by the Centra l  Bank o f  the Philippinee.  
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1977 19 78 1980 

By maturity 
Over 1 year up to and 

Over 5 yearm up to and 
including 12 year. 

Over 12 yearm up to and 
includiag 15 year8 

Over 15 yerrr 

including 5 P 8 l e B  

By inttrtrt rate ~ 

No intercrt 
Over 0 per cent up t o  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 

4.2 4 -2  205 2*0 

58 e 0  56.7 55.8 56.1 

I 
Source: Data provided by the P h i l i p p i n e  authoritiee. L 

I 

- 1/ Original  maturity over 1 year, exc ludes  IMF c r e d i t .  
1 
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Pe8o/SDA rate 
Trade Weighted Index 2/ 
Nominal 'Ih.1 g 

1975 
1976 
1977 
1978 
1979 
1980 
1981 

1978 I 
I1 
I11 
Iv 

1979 I 
I1 
I11 
IV 

1980 I 
I1 
111 
IV 

1981 I 
11 
I11 
IV 

1981  June 
J u l y  
Auguet 
September 
October 
November 
December 

7 025 
7.44 
7.40 
7.37 
7.38 
7.51 
7.90 

7 -37 
7.36 
7.36 
7.37 

7 -38 
7.38 
7 -37 
7-38 

7 - 4 2  
7 049 
7.55 
7.58 

7 -68 
7 086 
7 096 
8.10 

7.95  4/ 
7 095 
7 096 
7 -99 
84.06 
8.11 
8.20 

- 

8.80 
8-59 
8.64 
9.22 
9.53 
9.78 
9 032 

9 000 
9 -03 
9.31 
9 a56 

9.51 
9 041 
9-60 
9.61 

9.67 
9.72 
9.97 
9.75 

9.54 
9.29 
9.03 
9.41 

9.18 4/ 
9-03 
8.93 

- 

9.14 
9.31 
9.46 
9.54 

100.0 
99.3 
96.1 
86.7 
88. 1 
86.7 
85 -6 

90.5 
88.6 
84.1 
83.5 

86. 1 
88. 5 

90.1 

90.5 
86.6 
85.1 
84.5 

84.6 
86.1 
87 .8 
83.9 

87.8 

86.7 
89 .o 
87.6 
86  -9  
86.0 
82.6 
83 -0  

100.0 
97 06 
94 e 6  
86.8 
96 e9 

100 . 8 
102 5 

90.3 
87 02 
04.5 
85.4 

88.7 
96.3 
99.3 

103.1 

104.2 
99 e6 
99.5 
99.9 

99.8 
101 1 
106 6 
102.5 

102.3 
108.3 
106.5 
104 a9 
104.1 

102.7 3/ - 
100.6 5/ 

Sources: IMF, I n t e r n a t i o n a l   F i n a n c i a l   S t a t i s t i c s  - and e t a f f   c a l c u l a t i o n e .  

- 1/ All d a t a  are period  averages.  - 2/ A decrease in the number i n d i c a t e s  a deprec ia t ion .  
3/ Adjusted for changes i n  relative consumer p r i ces .  s/ End of period. 
S/ Based on real exchange rate movements of a smaller basket of cur renc ie s ,  

which  comprise 87 per cent of the larger baeket. 



- 86 - ANNEX I 

T a r i f f e   e n d   F l a c a l  Incentive6 

1. T a r i f f e  

I n   e a r l y   1 9 8 1 ,   t h e   P h i l i p p i n e   a u t h o r i t i e s   b e g a n  a canprchcneivc 
reform of t h e   e x t e r n a l   t a r i f f  to be implemented  over  the  four-year  period 
1901-85. The o b j e c t i v e s  of t h e   r e f o m  are to increase e f f i c i e n c y  and 
i n t e r n a t i o n a l   c o m p e t i t i v e n e e e  of P h i l i p p i n e   i n d u e t r y  by lower ing   the  
o v e r a l l   l e v e l  of p r o t e c t i o n  and having more  uniform t a r i f f  ratee a c r o s s  
and   wi th in   sec tors .  Under t h e   r e f o r m ,   o v e r a l l   e f f e c t i v e  rates of protec- 
t i o n   f o r   t h e  economy w i l l  be reduced  from 36 per: c e n t  to  23 p e r   c e n t  and 
for  t he   manufac tu r ing   s ec to r  from 44 p e r  c e n t   t o  2 9  per cent. 

The f i r s t  phase of the   re form,   involv ing  a reduct ion   in   nominal   peak  
r a t e s  (i.e.,  rates i n  excess o f  5 0  p e r   c e n t )  to no more than  SO per c e n t ,  
w a s  Implemented i n  two s t e p s :  on January  1, 1981,  and  on  January 1, 1982. 
In   January  1981,  a program fo r   phased   r ea l ignmen t   o f   t a r i f f  rates i n  
1 4  major indus t ry   subsec to r s   ove r   t he   nex t   fou r   yea r s  w a s  in t roduced . l /  
These 1 4  i n d u s t r y   s u b e s e c t o r s  are: food  proceseing;  text i les  and gar" 
mente ;   l ea ther   and   lea ther   p roducts ;   pu lp   and   paper ;   i ron   and  steel;  
cement;  automotive; wood and wood products ;   motorcycles;   ceramice/glass;  
e l e c t r i c a l / e l e c t r o n i c s ;   d o m e s t i c   a p p l i a n c e s ;   m a c h i n e r i e s ;   a n d   f u r n i t u r e .  
I n  August 1981, af ter  a review of t h e   r e m a i n i n g   l i n e  items of t h e   T a r i f f  
Code, a four-year   program  for   phased  real ignment  of t a r i f f  rates w a s  
i n t r o d u c e d   f o r   t h e   f o l l o w i n g   t e n   i n d u s t r y   s u b s e c t o r s :   a g r i c u l t u r a l   a n d  
forest   products ;   pharmaceut icals ,   cosmetics   and  perfumery;   detergents ,  
miscel laneous c h e m i c a l  p roduc t s ,  basic i n d u s t r i a l   c h e m i c a l a ,  fertili- 
z e r s  and pes t i c ides ;   mi sce l l aneous   manufac tu res ;   sundr i e s ;   r a i lway  and 
air  t r a n s p o r t ;   b a s i c   n o n f e r r o u s  metal, mining  and  quarrying;  petroleum 
r e f i n e r y ;   p l a s t i c ,   r u b b e r  and rubber  products;  and  photographic,  cinema- 
tog raph ic  and op t i ca l   p roduc t s .2 /  The r e a l i g n m e n t   o f   t a r i f f  rates, has 
t o  date, bean implemented as scKeduled.  While most of t h e   m o d i f i c a t i o n s  
i n   t a r i f f  rates i n v o l v e   r e d u c t i o n s ,   f o r   c e r t a i n  i tem t h e  new tariff 
r a t e s  are h ighe r ,  especial ly  for cap i t a l   goods  which have had  low rates 
a n d / o r   w h i c h   t h e   a u t h o r i t i e s   b e l i e v e  can be  produced  economically  in  the 
Phi lxppines .  Typical i n c r e a s e s  are from r a t e e  of 10 per c e n t  and 20 p e r  
c e n t  to 20 per   cen t   and  30 p e r   c e n t ,   r e s p e c t i v e l y .  

The impac t   o f   t he   t a r i f f  reform on  government  revenue is  d i f f i c u l t  

1 2 0  m i l l i o n ,   b u t   t h i s  estimate w a s  l a t e r  r ev i sed  upward t o  P 400 m i l -  
to assess. In the budget for 1981   t he   r evenue   l o se  w a s  e s t ima ted  a t  

l i o n .   F o r   1 9 8 2 ,   t h e   a u t h o r i t i e s  estimate an   add i t iona l   r evenue  loss 
of P 180 m i l l i o n ,   r e s u l t i n g  from t h e  ta r i f f   changes   implemented   in  
January 1982. The a u t h o r i t i e s   h a v e  also prepared "high" and "low" 

I/ The t a r i f f   c h a n g e s   i n v o l v i n g   r e d u c t i o n s   i n   n o m i n a l  peak rates 
a s  real ignment  of t a r i f f  rates i n  these   14   major   indus t ry   subsec tors  
are embodied i n   E x e c u t i v e  Orders 609  and 632A which   t ook   e f f ec t  on 
January  1, 1981. 

in-Executive  Order 706 which took e f f e c t  on August 16, 1981. 
2/ The t a r i f f  changes i n   t h e s e   t e n   i n d u s t r y   e u b s e c t o r s  are embodied 
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eetimatee of t h e  impact on revenue  for   1985,  af ter  the completion of 
the reform,  depending on a l L e r a a t i v e   a s e m p t i o n s   a b o u t  the responeiveneas 
of domestic  supply  and demand to   changes  i n  tariffs.  According to  t h e s e  
e s t ima tes ,   gove rwen t   r evenue  w i l l  remain  unchanged (low estimate) or 
l n c r e a e e  by 5 per cent  (h igh  estimate) as a result of the tariff  reform. 
The  low revenue   es t imate  aesuaes that importe will i n c r e a a e  by 5 p e r   c e n t  
i n  value  terme, while t h e   h i g h  revenue estimate is based on a 14 per c e n t  
i nc rease   i n   t he   va lue   o f   impor t s .  

2. F i s c a l   i n c e n t i v e s  

The widesp read   f i s ca l   i ncen t ive8   sys t em  (ma in ly   i n   t he  form of t a x  
concesslone and exemptions as w e l l  as t a x  c red i t s   and   subs id i e s )   has   had ,  
o v e r   t h e  years, a s i g n i f i c a n t   e f f e c t   o n   t h e   s t r u c t u r e  of i n d u s t r i a l  
product ion.L/   Although  the  Investment   Incent ives  Act of 1967 and t h e  
Export I n c e n t i v e s  A c t  of 1 - 7 0  were sube tan t i a l ly   mod i f i ed   In   subsequen t  
years ,   the   sys tem of f i s c a l   i n c e n t i v e s   h a s   c o n t i n u e d   t o   s u f f e r  fran a 
number of shor t comings .   F i r s t ,  i t  has  had a c s p i t a l - c h e a p e n i n g   e f f e c t ,  
encouraging   an   indus t ry  m i x  and a choice of   t echnology  tha t  were exces- 
sively cap i t a l  Intensive.   Second, t o  t h e   e x t e n t  that  the   inves tment  
jnpent ives   de   fac to   have   d i scr imina ted   aga ins t  small- and  mediumsize 
e n t e r p r i s e s  and l a b o r i n t e n s i v e   i n d u e t r y ,   t h e y   h a v e   I n d i r e c t l y   d i s c o u r -  
aged  regional  dispersal s i n c e  these i n d u s t r i e s  are ones t ha t  might  be 
expected to l oca t e   ou t s ide   Me t ro   Man i l a .   Th i rd ,   t he re   appea r  to have 
been s u b s t a n t i a l   c o e t s   i n   t e r m s  of revenue  foregone. . 

The a u t h o r i t i e e  are c u r r e n t l y   i n  the p r o c e s s   o f   f i n a l i z i n g  a major 
reform of t h e  system of f i s ca l   i nves tmen t   and   expor t   Incen t ives  which 
would a l l e v i a t e  s o m e  of the   present   eystem's   shortcomings.  Thus, t h e  
number o f   i n c e n t i v e s  would be sharp ly   reduced ,   and   incent ives  would 
focus more c l e a r l y   o n   a c h i e v i n g   s u c h   s p e c i f i c   o b j e c t i v e s  as employment 
c r e a t i o n ,  expor t  p romot ion ,   and   reg iona l   d i spersa l  of i n d u e t r y ,  and 
would be more c l o s e l y   l i n k e d  to performance.  The  costs of t h e  new sys t em 
of f i s c a l   i n c e n t i v e s  are d i f f i c u l t  to assess; pre l imina ry  estimates 
i n d i c a t e  that the amount of revenue  foregone w i l l  be  reduced,  but great 
u n c e r t a i n t y  is a t t a c h e d  to  any such estimates. The a u t h o r i t i e s   e x p e c t  
t h a t   t h e  new s y s t e m  w i l l  become effective from January  1, 1983; for  a 
t r a n s i t i o n   p e r i o d ,  however, t he   p re sen t   sys t em vi11 contlnw t o   o p e r a t e  
for c e r t a i n   i n c e n t i v e s .  

1/ A de ta i l ed   r ev iew of the eye tan  of fiscal i n c e n t i v e 8  is  presented 
in-Philippines--Use  of Fund Resources--Supplmuentary Material, SM/78/132. 
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Development Plan, 1983-87 

The m a j o r   q u a n t i t a t i v e  macroeconomic targets of the Five-Year 
Development P l a n  (1983-87) are set o u t  i n  t h e  table below. In  a d d i t i o n  
t5 t h e   t a r g e t s   i n d i c a t e d  in t h e   t a b l e ,  i t  is p r o j e c t e d   t h a t  GNP a t  c u r r e n t  
p r i c e s  w i l l  be 9 775 b i l l i on  in 1987, resulting i n  a per c a p i t a  income of 
P 13,680,  canpared to P 5,471 i n  1980. The i n f l a t i o n  rate i6 p r o J e c t e d   t o  
average  around 9 per cen t   yea r ly   du r ing   t he   P l an   pe r iod .  The average 
annual  growth rate for employment i e  projec ted  to be 3.7 p e r   c e n t ,  while 
ove r seas   emplopen t  i e  expec ted   to   reach  500,000 by 1987,  compared t o  
200,000 i n  1981. 

Real CNP is p r o j e c t e d   t o  grow by  6.5 pe r   cen t   on   ave rage  in 1983-87, 
assuming  moderate  world  economic  recovery  and  structural   adjustment 
measures. Real pr iva te   coneumpt ion   expendi ture  is p r o j e c t e d   t o  increase 
at  a f a s t e r   p a c e  (5.1. p e r   c e n t )   t h a n   i n   r e c e n t  years becauee of h ighe r  
incomes,   moderate   pr ice   increases ,   and  l iberal ized  imports  of consumer 
goods. Groas domeet ic   cap i ta l   format ion  i e  p r o j e c t e d  t o  i n c r e a s e  by 7 per  
c e n t   i n  real terms dur ing   t he   P l an   pe r iod ,  somewhat h ighe r   t han   t he  
growth  achieved  in   recent   yeare .   Export   volume is expected to rime by 
10 pe r   cen t  per annum; t h e   s h a r e  of ncncradi t iona l   manufac tured   expor t s   to  
t o t a l   e x p o r t s  is expected to i n c r e a s e   s i g n i f i c a n t l y .  

During t h e   P l a n   p e r i o d ,   t h e   i n d u s t r i a l  Bector i s  expec ted   to  be t h e  
leading  growth sector. Manufacturing  output is p r o j e c t e d   t o   i n c r e a s e  by 
7.9 p e r  c e n t ,   l a r g e l y   a t t r i b u t e d  t o  t h e  Government's i n d u s t r i a l   r e s t r u c -  
t u r i n g  program. The P lan  aims at  indus t r i a l   deve lopmen t   a long   t he   l i nes  
of comparative  advantage,  which  would  imply p r i m a r i l y  l abor - in t ens ive  
i n d u s t r i e s ,   t o g e t h e r   w i t h  selected cap i t a l - in t ens ive   i ndus t r i e s   based   on  
d m e s t i c  r a w  materials. Mining  and  quarrying  output is  pro jec t ed   t o  grow 
by 6.6 p e r  cen t   pe r  annum, re f lec t ing   h igher   wor ld   p r ices ,   deve lopment  of 
new mining areas, and  increased  processing  capaci ty  of l o c a l  firms. The 
growth ra te  of the a g r i c u l t u r a l   s e c t o r  i s  pro jec t ed  a t  5 p e r  cen t  per 
annum, almost   the same growth as the p rev ious   P l an   pe r iod .   Agr i cu l tu ra l  
expansion w i l l  be s u s t a i n e d  by inc reased   p roduc t iv i ty .  It is  es t imated  
t h a t  2.0 m i l l i o n   h e c t a r e s  would  be i r r i g a t e d   i n   1 9 8 7 ,  compared t o  
1 . 4   m i l l i o n   h e c t a r e s   i n  1982. R i c e  c u l t i v a t i o n ,  which i s  l a rge ly   based  
on  i r r igat tsd land, is 2 r o j e c r e d   t o   i n c r e a s e  by 3.7 p e r   c e n t   a n n u a l l y  
dur ing  t h e  Plan  per iod.  Emphaaia w i l l  also be  placed on the  development 
of nontradit iDna1  foodcropo. 
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Philippinam: Tarleted Plan Growth -tar 

(&conmtaat prfcar) 
I 

Expapdtturar on gromr rutiolul Product 
Permonal conamption 
Covtrment conrrrrptton 
Grorr domotic capital. formtion 

Fixed  capital formation 
Conmtructioa 
O f  which: Govet=-ut 

Durable equipment 
Private 

Increame i n  rtocks 
Erportr of goods and aonfactor earvices 
Imports of goods and nonfactor rerviccm 

5.4 
6.8 
6.9 
7.1 
7.3 
5.9 
8.5 
6.9 
-5 -2 
9.9 
7.4 

Grome national product 6.5 - 
Induetriel origin of gross national product 
Agriculture, f iohery, and forcotry 5.0 
Indue try 7 07 
Of which: Mining and quarrying 6.6 

Manufacturing 7.9 
Colu truct i o n  7.3 
Electric%ty, $as, and water 8.9 

Services 6.1 

Source: Philippine Development Plan,  1983-87. 
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Foreign Currency Paporit and Offmhore B.nk1- 
. Syateau--A Shor t  Himtory 

The f i n a n c i a l   m y e t a  of t h e   P h i l i p p i n e e  i o  r e l a t i v e l y  well developed 
and ~ncorporatem commercial bank., t h r i f t  benkr, rpsciallted bnkr  much ar 
t h e  Development Bank of t h e   P h i l i p p i n e e   a n d   t h e  Land Bank of the Phfl ip-  
p ines ,  imcrrtmcnt ho !see,  f inance  companies ,  and peneion  and inrurance 
funds.  One a l e a c n t   o f   t h i s   c o m p l e x   f i n a n c i a l   e t r u c t u r e  i m  the f o r e i g n  
currency  opccrations of Foreign Currency  Depoolt Units (FCDUm) and  Offmhote 
Banklng Unita (OBUu) .  T h e s e   i n a t i t u t i o n a  were c r e a t e d  t o  channel   o f fehore  
funds   to  the Phi l ipp ines   fo r   l end ing   ope ra t iono   approved  by t h e   C e n t r a l  
Bank. 

In 1970, t h e   m o n e t a r y   a u t h o r i t l e u  of the Philippinem under Monetary 
Board  Resolution 1104 and C e n t r a l  Bank C i r c u l a r  304 permi t ted   rcn idcnte  
and   nonres idents   to   open   fore ign   exchange   accounts   in   au thor ized   loca l  
commercial banks.   Foreign  currency  could be d e p o a i t e d   i n t o  demand, 
savingr,  o r  t ime  accounts.  One o b j e c t i v e  of this change ~ 1 1 8  t o  provide 
i n c e n t i v e e   f o r   r e s i d e n t s   l i v i n g  overscaB, p a r t i c u l a r l y  workere t h a t   h e l d  
fore ign   exchange   in   bank   accounts   abroad ,   to   depoei t   fore ign   kwrrency   in  
t h e   P h i l i p p i n e s .  Toward t h i s  goal, t h e   r e g u l a t i o n   p r o v i d e d   t h a t   t h e  with- 
drawal  of f u n d s   c o u l d   t a k e   p l a c e   w i t h o u t   r e s t r i c t i o n e   o t h e r   t h a n   t h o s e  
agreed by the  customer  and  the  bank  (e-g. ,  as t o   m a t u r i t y ) ;   t h a t   a n y   f u t u r e  
changes   i n   Cen t ra l  B a n k  r e g u l a t i o n s  would n o t   a p p l y   t o   e x i s t i n g   d e p o s i t s ;  
and t h a t  numbered accounts  were permitted.   Usury ce i l ings  were not   appl i -  
c a b l e  to f o r e i g n   c u r r e n c y   d e p o s i t s   o r   l o a n s .  The c i r c u l a r   d i d   n o t  al ter 
the   su r r ende r   r equ i r emen t  on e x p o r t s  and  inward r e c e i p t e  of cur ren t   t r ane -  
a c t i o n a   b u t  i t  d i d  exempt foreign  exchange  deposi ted by r e s i d e n t 6   i n   a n  
au tho r i zed   accoun t  from t he   eu r rende r   r equ i r emen t .  A reserve requirement 
of 15 per   cen t   on   which   the   Cent ra l  Bank p a y s   i n t e r e s t  w a s  imposed OP 
t h e s e   f o r e i g n   c u r r e n c y   d e p o s i t a .  The remainder   o f   fore ign   cur rency  
d e p o s i t s   c o u l d  be r edepos i t ed   ab road   o r   w i th   t he  Central Bank, l e n t   t o  
d o m e s t i c   r e s i d e n t s  In fore ign   exchange ,   o r  swapped w i t h   t h e   C e n t r a l  Bank 
to f u n d  peso  loans.  Any l o a n  to a domest ic   bor rower   (e i ther  i n  domestic 
o r   f o r e i g n   c u r r e n c y )  muet r e c e i v e   p r i o r   a p p r o v a l  of t h e   C e n t r a l  Bank 
through MEDIAD j u s t  as a l l  ex terna l   bor rowings   dab   Loans  are made to 
firms t h a t  are expor t -or ien ted  as de f ined  by C e n t r a l  Bank r e g u l a t i o n s   o r  
are  r e g i e t e r e d  w i t h  t h e  Board  of  Investments  under the Export I n c e n t i v e s  
A c t  (R.A.  No. 6135) .   Except   for   foreign  exchange  converted  under  a swap 
a r r a n g e m e n t ,   d e p o s i t   l i a b i l i t i e s  must be matched  with  an asset  in the 
same fo re ign   cu r rency ;   t hue ,  no exposure to riek a r i e i n g  from  exchange 
rate changes is permitt& ( i - e . ,  no open  foreign  exchange  posi t ion) .  To 
ensu re   t ha t   adequa te   fo re ign   exchange  cover is provided ,   fore ign   cur rency  
l o a n s  are l i m i t e d  to shor t - t e rm  ma tu r i t i e s  which are r e d i l y  marketable.  

In   1972,  to provide a f i rmer  legal b a s i s  for the   opera tdon  of 
f o r e i g n   c u r r e n c y   a c c o u n t s ,   l e g i e l a t l o n  was passed (R.A. No. 6426-Foreign 
Currency  Deposit  A c t  of the Phi l ipp ines)   which   formal ized   the  earlier 
d e c i s i o n  of the   Monetary  Boara-- in   par t icular ,   the  w i t h d r a w a l  p r i v i l e g e s ,  
eec recy   p rov i s ions ,   and   ope ra t ing  rules discussed above. h l i g i b i l i t y  
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requirements for banks to   accep t   fo re ign   cu r rency   depos i t s  were also for- 
malized and included:   paid- in   capi ta l  of P 20 mil l ion ;  r a t i o  of c a p i t a l  
account   to  tota l  r t s k  assets of   no t   l ees   than  1 5  per c e n t ;  and  no  suspen- 
s i o n  of lending  operat ions i n  the   previous six months. Banke already 
operating  under Central  Bank Circu la r  (CBC: No. 304 were authorized  auto- 
matically.  While banks under CBC 304 w e r e  permitted to "pay I n t e r e s t   i n  
foreign  currency  or   such  deposi ts   outs ide  the  regulatory ceilingm" under 
the  new A c t  they were l imi ted  t o  the  maximum provided by l a w .  The Mone- 
t a r y  Board implemented t h e  new A c t  by i s su ing  CBC No. 3 4 3 ,  and i n a t l t u -  
t ions  authorized  to   open a FCDU w e r e  termed "343" banke. After auehori- 
za t ion  by the   Cen t ra l  Bank, a commercial  bank  only  had to c r e a t e  a new 
ent ry  i n  its balance  sheet  to  accummdate foreign exchange accounts i n  
orde r   t o  go into business.  

In  l a t e  1976, f u r t h e r   e f f o r t s  were made to attract  foreign  exchange 
resourcee   to  t h e  Philippinee  and to promote Manila as a r eg iona l   f i nanc ia l  
c e n t e r .   P r e s i d e n t i a l  Decree (PU) No. 1034  es tabl ished  offshore  banking 
u n i t s  (OBUs) to   s t rengthen  the  l inkage  between  the  Phi l ippines  and fore ign  
banking   cen ters ,   c rea te  employment oppor tun i t i e s ,  and develop  expert ise  i n  
i n t e rna t iona l   f i nance ,  and  enhance the   f low of resources  to t he  P h i l t p -  
pines. The Monetary  Board i n  CBC 546 (November 26, 1976) iesued  imple- 
ment ing  regulat ions  for  the offshore  banking  system. Only  banke  organized 
outs ide  of t h e   P h i l i p p i n e s   a r e   q u a l i f i e d  to opera t e  as an OBU and are 
required  to  show a s u f f i c i e n t l y   s t r o n g   l i q u i d i t y  and net   worth  posi t ion  as  
w e l l  as the  necessary managerial and in t e rna t iona l   bank ing   sk i l l s .  Typi- 
c a l l y  these requirements would  be m e t  by a subs id i a ry  or a brsnch of a 
major   forelgn  internat ional   bank.  An OBU i s  f r e e   t o  engage i n  normal 
banking  functions  with  nonresidents  and  other OBUs in any  currency  other 
than  Phi l ippine pesos and i s  outs ide   the   regula tory  framework of banks 
o p e r a t i n g   i n  t h e  Philippines.   Thus,   an OBU i s  n o t   r e a t t i c t e d ,  as "343" 
banks  are, by any  usury law, reserve  requirement,   foreign  exchange  cover 
requirement, or l i m i t a t i o n  on loan  maturities with  nonresidents.   Trans- 
actions by OBUs with r e s i d e n t 8   f a l l  i n t o  two broad  categoriea--thoee 
made with  Foreign  Currency  Deposit Banks ( i .e. ,  "343" banks)   or   the  newly 
created  Foreign  Currency  Deposit  Unit (TCDU) and loans t o  r e s i d e n t s  
which r equ i r e  prior Centra l  Bank approval. 

The O B U s  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 w a s  i s sued   the  s a m e  day t h e  OBU r egu la t ions  w e r e  promulgated, expanded 
the opera t ing   au thor i ty  of qualified  banks  under CBC No. 3 4 3 .  SpecificaLiy, 
banks  with c a p i t a l  of a t  l e a s t  P 150  mil l ion and  competence i n  conducting 
foreign  currency  t ransact ions w e r e  e l i g i b l e  to apply %r Lhe expanded 
p o w e r s  avai lable   under  CBC No. ,547, whicn inc luded   t he   au tho r i za t ion   t o  
maintain  foreign  currency  accounts  with OBUs and o t h e r  FCDUs; t h e  ab i l i t y ,  
with the prior approval  of t h e   C e n t r a l  Bank, t o  extend longer maturity 
fo re ign   cu r rency   l oans ;   i nves t   i n   l onge r   ma tu r i ty   fo re ign   cu r rency   deb t  
instruments  whether  readily  marketable or not;  borrow  from  nonresidente, 
OBUe and FCDUs; exemption from t h e  15 per   cen t  reserve requirement; and 
i nc lus ion  of fore ign   cur rency   depos i t s   wi th  OBUs and o t h e r  FCDUe and 
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foreign  loans  and  investments  of  beyond  one-year m a t u r i t y   i n  eligible 
assets, which sa t i s fy   the   fore ign   exchange   cover   requi rement   tha t  waa 
i n i t i a l l y   m a i n t a i n e d  a t  100  per   cent  .I/ - 

The above   descr ibed   regula t ions   have   essent ia l ly   es tab l i shed   th ree  
tiers o f   i ne t i t u t ions   i nvo lved  i n  fo re ign   cu r rency   i n t e rmed ia t ion   i n   t he  
Philippinee--the "343" banks,   the  "547"  banks,  (both of which are part of 
t h e  1 :eign  currency  depoeit system) and  the  OBUs.  Within   the   fore ign  
currency d e p o s i t  s y s t e m ,   t h e   i n s t i t u t i o n s   t h a t  are less c a p i t a l i z e d  
and less experienced in i n t e rna t iona l   marke t s   a r e   t he  "343" banks (11 
o p e r a t i n g   i n s t i t u t i o n e ) ,  while t h e  "547"  bank6 are major Phi l ipp ine   banks  
or fore ign   banks   opera t ing   in   the   Phi l ipp ines  (29 o p e r a t i n g   i n s t i t u t i o n s ) .  
Given t h a t   b o t h  "343" banks  and "547" banks  operate  as p a r t  of t he  domee- 
t i c  banKing  system i n   t h e   P h i l i p p i n e s   a n d   t h e i r   o p e r a t i o n s  are merged 
in to   t he   ba l ance   shee t s  of t h e i r   p a r e n t   b a n k s ,   t h e   d i f f e r i n g   r e g u l a t i o n s  
r e f l e c t   p r u d e n t i a l   r e s t r i c t i o n s   t o   p r o t e c t   t h e   f i n a n c i a l  system. Simi- 
l a r l y ,   t h e   r e g u l a t o r y   f r e e d m   g i v e n  to OBUs was combined wi th  more s t r i n -  
g e n t   q u a l i f i c a t i o n s   t o   p r o t e c t   t h e   i n t e g r i t y   o f   t h e   o f f s h o r e   b a n k i n g  
system,  which  has  been  limited  to 21 opera t ing  OBUs.  

Foreign  banks,  which  can  operate a6 e i t h e r   a n  OBU or FCDU, have 
greater freedom f o r   t h e i r   f o r e i g n  exchange  operations as an OBU but  have 
g r e a t e r  access t o  t h e  domestic  market as a r e s i d e n t  bank wi th  a FCDU. 
I n   p a r t i c u l a r ,   a s  a domestic  bank  with a FCDU, they  have  the  option  of 
sourcing  funds in Phi l ipp ine  pescs or   fore ign   exchange   for  m a k i n g  loans  
i n  either Phi l ippine  pesos or foreign  exchange  with  the  except ion  that  
the  Philipp-tne peso cannot  be  used  to make a foreign  currency loan--a 
r e s t r i c t i o n   t h a t  hlso a p p l i e s  t o  OBUs. Among t h e  m a i n   a t t r a c t i o n s   f o r  a 
fo re ign  bank i n  having an  OBU i s  t h e   c l o s e r   t i e e   t o   c u s t o m e r s   i n   t h e  
Ph i l ipp ines  and t h a t  i t  can   bene f i t  from c e r t a i n   f i s c a l   i n c e n t i v e s   t h a t  
a r e   a v a i l a b l e .  T t e  Grlnc ipa l  f iscal  Incent ive  is a lower income tax rate 
on  interest   rayments   pafd by the  borrcwer.  This tax is a withholding  tax 
paid by res idents   and  i s  t r e a t e d  as t h e  f i n a l   t a x .  

The OBUe w e r e  designed  to  a t t ract  o f f shore   r e sources  t o  fund  loans 
t o   r e h i d e n t   2 n t e r p r i e e s   i n   t h e   P h i l i p p i n e s   e i t h e r   d i r e c t l y  or i n d ? r e c t l y  
through r'CDlls and have  largely  funct ioned i n  t h a t  manner.  Total assets 
of OBUs have r i s e n  from about  $750  mill ion a t  end-1977 t o  about $4,500 m i l -  
l i o n  a t  end-1981 for  an  average  annual rate of expansion of over 5 0  per  
cent .  However,  most of t h i s   r a p i d   g r o w t h   o c c u r r e d   i n   t h e   e a r l y   y e a r s  of 
the   o f fshore   banking  system; thus,  as the  system  nas  matured  the rate of 
expans ion   hss   s loved ,   wi th   to ta l  assets rising on  the   o rder  of 10 to 15 p e r  
cen t  in 1981. I n i t i a l l y ,  o f fshore   sources   accounted   for   on ly  48 p e r  cen t  
of l i a b i l j t i e b   b u t   t h d t   s h a r e  had  increased to  n e a r l y  85  per   cen t  by  end- 
1981.   Similar ly ,   the   proport ion of assets booked i n   t h e   P h i l l p p i n e e  rose 

1/ Under CBC No. 623 (August 11, 1978)  the  percentage of t he   fo re ign  
c u T r e n c y   l i a b i l i t y   t h a t  had t o  be  matched i n  a fore ign   cur rency  asset of 
the  earns currency was reduced t o  70  p e r  cen t  from 100 per   cen t .  Thio 
would e f f e c t i v e l y  pe rmi t  t h e  FCDU to   have  an open o o s i t i o n  in the exchange 
market equ iva len t   t o  30 per   cen t  of its depos i t s .  - 
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f rom  51  per   cent  a t  t h e  end  of  1977  to  about 76 per cent at t h e  end of 
1981. Duriq t h e  erne per iod ,   the   percentage  of onshore aseets l e n t  
d i r e c t l y   w i t h  nonbank r e s i d e n t s  expanded t o  45 per cent a t  end-1981 from 
19  per c e n t  a t  end-1977.  About half   of  the  interbank  placernente  over 
t h i s   p e r i o d  were wi th  FCDUs. Thus, t he   o f f~hore   bank ing   sya t e rn  ha6 
succeeded i n  a t t r a c t i n g  offshore funds t o   t h e   P h i l i p p i n e s   f o r  predomi- 
n a n t l y  onshore  lending either d i r e c t l y   o r   i n d i r e c t l y   t h r o u g h  FCDUe. 

Data from the   monetary   accounte   ind ica te   tha t   fo l lowing  a period of 
rapid  growtL from 1975 t o  1980,  which  corresponds  with  the  period  of  rapid 
expansion of OBUe, d e p o s i t s   i n  FCDUs d id   no t   i nc reaee   i n  U.S.  d o l l a r  terms 
i n  1981,  even  though i n  peeo terms FCDU depos i ta   cont inued   to  rise due to 
t he   dep rec i a t ion   o f   t he   Ph i l ipp ine  peso vie-a-vie  the U.S. d o l l a r .  A t  
end-1981, FCDU depos i ta  w e r e  P 25.0 b i l l i o n   ( a b o u t  $3.0 m i l l i o n ) ,  or about  
t h e  same amount i n  U.S. d o l l a r  terme ae a t  end-1980 a l t h o u g h   e u b e t a n t i a l l y  
greater t h a n   i n  December 1977 (P 8.6 b i l l i o n  or  $1.2 b i l l i o n ) .   A v a i l a b l e  
in fo rma t ion   i nd ica t e s  tnat i n  1981, as i n   p rev ioue   yea r s ,   t he   bu lk  of 
these depos i t a   (nea r ly  80 per  cent) were Interbank  deposi ta   (e .g . ,  OBUe, 
banke i n   f o r e i g n   f i n a n c i a l   c e n t e r s ) ,   w h i l e   a b o u t  1 5  per cent   represented  
d e p o s i t s  of nonbank r e s i d e n t s  of t he   Ph i l ipp ines .   These   depos i t s  were 
used t o  fund l oans   i n   fo re ign   exchange   t o   t he   p r iva t e   s ec to r  and t h e  
pub l i c   s ec to r ,   t o  make peso-denominated  loans  using  pesos  obtained from 
the Centra l  B a n k  i n  a swap ar rangement ,   to   redepos i t   wi th   the   Cent ra l  
Bank, or tc lend to Lhe Cen t ra l  Bank as p a r t  of t h e  l a t te r ' s  consol ida ted  
foreign  borrowing program (CFBP).  Excluding the proceeds  of  the CFBP 
which were onlent ,   about   half  of FCDU d e p o s i t s  were employed to make 
foreign  currency  loans t o  t h e   p r i v a t e   a e c  or, whi le   t he   p ropor t ion   t ha t  
went t o  t h e  p u b l i c   s e c t o r  w a e  less than  5 per c e n t .  The remainder of t h e  
foreign  exchange w a s  placed  with the  Cent ra l  Bank as r edepoe i t s ,  medium- 
and long-tern loans, as p a r t  of t h e  CFBP, o r  through swap opera t ions .  
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