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RESPONSIBILITIES AND OBJECTIVES
OF THE CENTRAL BANK

“It shall be the responsibility of the Central Bank
of the Philippines to administer the monetary and
banking system of the Republic.

“It shall be the duty of the Central Bank to use
the powers granted to it under this Act to achieve the
following objectives:

““(a) To maintain monetary stability in the Philip-
pines;

“(b) To preserve the international value of the
peso and the convertibility of the peso into other
freely convertible currencies; and

““(c) To promote a rising level of production, em-

ployment and real income in the Philippines.”’—Sec-
tion 2, Article I, Republic Act No. 265.
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MANILA

OFFICE OF THE GOVERNOR

March 51,%1956

President Ramon Magsaysay
Malacanang, Manila

Dear Mr. President:

Pursuant to the provision of Section 37 of
Republic Act 265 and the instructions of the Monetary
Board, I have the honor to submit herewith the Seventh
Annual Report (1955) of the Central Bank of the
Philippines.

Very respectfully,

T . Cg{/t—¢u<p/5h_;;r—;——-

M. CUADERNO, Sr.
Goverrnor






MANILA

OFFICE OF THE GOVERNOR

March 31, 1956

The Honorable
The President of ths Senate
Congregs of the Philippines
Manila
Dir:
Pursuant to the provision of Section 37 of
Republic Act 265 and the instructions of the Monetary
Board, T have the honcr to submit herewith the Seventh

Annual Report (1955) of the Central Bank of the

Fhilippines.

Very respectfully,

M. CUADERNO, Sr.
Governor ..
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March 21, 195¢

The Honorable

The Speaker of the House of
Representatives

Congrezss of the Philippines

Manila

Sir:

Pursuant to the provision of Section &7 of
Republic Act 265 and the instructions of the Monetary
Board, I have the honor to submit hercwlth the Seventh
Annual Report (1955) of the Central Bank of the
Philippines.

Very respectfully,

%W

CUADERNO, Br.
Governor
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SOURCES AND SYMBOLS

SOURCES.—Statistics are derived mainly from government bureaus
and offices through direct communication with the entities concerned
and from published statistical reports and bulletins.

Data on money and banking are derived from the reports of the
former Bureau of Banking, Combined Statement of Resources and Lia-
bilities of Other Banks! and other information suppliecd by other depart-
ments of the Central Bank.

UNITS,—The word “thousand” is used to mean 10 hundred units;
“million™ 1,000 thousand units; and “billion”, 1,000 million units.

In consonance with the recent practice of the United Nations, all
index numbers are published, whenever possible, with a postwar year
as base period. Gregorian calendar years and months are used. Data
for fiscal years ending June 30 are properly noted whenever used. Owing
to the rounding of numbers, totals do not always tally with their com-
ponent parts.

SYMBOLS.—The following symbolz are used to convey the infor-
mation in each case. ;

Symbol Information

Data not awvailable.

Data not applicable or appropriate.
— Nil or zezro,
- - Data too small to be expressed.

jo ‘ (Set up as a superior index) Preliminary.
r (Set up as a superior index) Revised.
e _ (Set up as a superior index) Estimate.

* Consisting of conmercial banks and savings banks,
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" -~ The trena of the Philippine economy in the past year continued to

I

OVER-ALL REVIEW

be expansivef despite the presence of recessionary elements in certain
sectors of the export trade. The main expansionary elements were found
in the domestic sector, and were paced by heavy government expendi-
tures (previous and current) for economic development, by a substantial
rise in private credit operations and by continuing budget deficits. The
P109.6 million or 8.9 per cent increase in money supply during the year
was accounted for wholly by the domestic sector, and in that sector,
government operation was responsible for two-thirds of the expansion.
Rising local Iiroductlon increased savings and time deposits, and heavy
imports \Mhlch pulled down the level of the mternatmnal Treserve coun-
teracted mflatmnary pressures and kept prices stable..

A brief rgvxew of significant statistics gives a picture—percentage-
wise—of a growing economy. Gross national product was up by 5.7 per
cent over 1954 The total production index was 128 (1952= 100), show-
ing a 6.7 per, ‘cent increase over the pravious year. 'I%e manufacturmg
index was 1428 or up by 125 per cent over 1954; mining was 107, or
up by 9.2 per cent; and agriculture was 123, or up by 3.4 per cent.

The agricultural sector made gains not only in acreage planted but
also in total output The area brought under cultivation was 4.9 per
cent over that of 1954 and 30.2 per cent over 1949 figures, while food
crop output showed a gain of about 4.1 per cent. Rice, however, showed
hardly any appreciable increase. As to the over-all export crop output,
the index was% 114, or a gain of 2.7 per cent.

In the industrial sector, all major industries except textiles set the
pace for accelérated manufacturing growth. Non-durable manufactures
displayed an ﬁpward trend, total production being 13.1 per cent higher
than a year ago. Food produects were up by 21.5 per cent; tobacco pro-
dacts by 24.3 per cent; beverages by 4.4 per cent; rubber products by
10.9 per cent; and chemicals by 16.2 per cent, to mention only a few
items. Duruble manufactures reflected a similar trend with an 11.5
per cent gain above a year ago. The biggast strides were made in the
m.etalwvorking} industries with a net advance of 387 per cent and in
electrical appliances with a net gain of 36.9 per cent.

Reflecting these gains, daily wages in real-incoma terms showed an
increase of 1.3 per cent and 3.8 per cent for skilled and unskilled work-
£rs, reSpectwely Employment in 734 non-agricultura] firms employing
approximately 176,000 workers was also up by an estimated 3.1 per
cent. Gross sales of the 1,174 establishments surveyed in Manila indi-
cated a gain of 5.3 per cent in 1955 over 1954. '
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- The upward trend in production was materially alded by the heavy.
importation of capital goods and producers’ items. The increase in busi-
ness activity was also indicative of the general improvement in the
peace and order situation. Corporate income estimated at P263.2 mil-
lion showed a net gain of 19.1 per cent above 1954. Of this amount,
P168.4 million or 64 per cent was refained and made available for ex-
pandmg production.

" External trade, however, 1nd1cated a different position in the ‘over-.
all economic picture. Export prices experienced a general decline of
8.3 per cent. As a partially compensating factor, the total quantity of-
exports shipped rose to a record high this year (an increase of 7.6 per
cent). This prevented the total value of exports from falling appre-:
ciably. ~Total exparts declined by only -$9.8 million,. or 2.4 per cent.

- Some individual items were not adversely affected by this year's’
general decline in the export sector. Base metals and forest products’
emoyed favorable conditions of world demand, and exports thereof rose‘
both in quantity and value. The copper boom, partlcularly, encouraged a’
four-fold expansion in the value of exports of copper concentrates, On
the whole, minerals and metals registered an increase of 14 per cent
over the previous year. Logs, lumber ‘and timber 11kew1se showed an
expansion, thl‘; time by a net galn of 10 6 per cent, = : '

Of the exports affected by prlce dechnes the pr1nc1pal on»es “all
showed quantity increases and only. copra showed.a value decrease. ;
The average price of copra in.the world ‘markets reglstered a fall of 12 .
" per cent during the year, notwithstanding the much reduced Indonesian.
copra exports. Large sales of American agricultural surplus stock of fats
and oils were generally believed to have had a damaging effect on prices.:
Qf the eleven major exports, all except abaca, coconut eib and. canned:
pineapples were exported -in quantities exceeding the boom year 1951,
and all except iron ore and leaf tobacco showed quant1ty lncreases over
1954. .

‘ The shght decrease in mternal purchasmg power due to the decllne .
in total export receipts was completely overshadowed by heavy govern--
ment expenditures for development purposes, the main factor imparting
an expansionary tone to the economy. The budget deficit, which resulted
largely from. development expenditures, was P140.2 million for fiscal.
year-1954 and P64:5 million for:fiscal year 1955. The latter was'signi-:
ficantly less than the deficit of 113 million previously anticipated; in-
dicating tax collections and levels. of economic activity in excesg.of-ex-
pectatlons For fiseal year 1956 the-deficit is- expected -to- reach P183:
mﬂllon unlesg revemnues are.stepped. up or expendltures «cut, The mount-
ing -tempo of developmental efforts is: evident in-the economic: develop-:
ment-expenditures-of: the hatienal government (exclusive of :government:
corporations) of P151.0 million in fiscal year 1953, P267.7 million in fiscal”
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year 1954, a.n(i £202.5 million in fiscal year 1955. Including government
corporations, the total figure is $330.9 million for fiscal year 1955 and
P477.5 million for fiscal year 1956.

L

‘Domestic credit operations of the banking system and other selected
financial institutions reinforced the expansionary fiscal policy. Total
domestic credits of the banking system as of December 31, 1955 reached
a record peak of P1,753.1 million as compared to P1,341.2 million in 1954,
an expansion of P411.9 million or 30.7 per cent. Similarly, domestic
credits of the selected financial institutions rose by $93.9 million, from
$633.5 million in 1954 td P727.4 million in 1955. Agricultural 10ans of
‘ the banking. system and selected financial institutions increased by 12
. ber cent and industrial loans by 7.9 per cent,

[

e As already stated, the mflatlonary effects of these increasing ex-
" penditures and credit expansion were counterbalanced by greatly in-
creased productlon rising private savings and heavy importations.
Savings and time deposits rose by P52.8 million or 12.2 per cent, These
. deposits form a reservoir of passive purchasing power that might be
\Mactivat«ed to provide fuel for a future inflationary spiral. '

The level .of import arrivals in 1955 at $547.6 million f.ob. reached
its highest point since 1949 and acted as a spur to greater domestic .
productivity. = As' import prices remained firm during the year, the
135.5 per cent rise in value resulted wholly from ga larger quantity of
goods imported. An analysis of their composition shows that the items
which put some strain on the trade balance were primarily industrial
supplies and capital equipment, thus underscoring the accelerating pro-
cess of domesitic productive activity. Capital goods and raw materials
took 72.5 per cent of all imports., Importation of non-glectric machinery
increased by 17 9 per cent, electric machinery, apparatus and appliances
by 25.1 per cent and tranqportatlon equipment by 19.3 per cent. Total
raw materials 1mports jumped by 12.7 per cent.

The total ‘forelgn exchange allocations for imports in 1955 amounted-
to $565.8 mllllon compared to $616.1 million in 1954, or a reduction
of $50.26 million, due to the tightening oiiﬂ.the control policy towards
non-essential items in the second semester.® Despite this cut in foreign
exchange allocations, import negotiations as lndlcatg%yy import arrivals
were 13.5 per cent higher in 1955 than in 1954 here was a large
carry-over of letters of credit opened during the latter part of 1954
ag evidenced by the excess of import payments during the year over
letters of credit opened.

’/'I'hese mcreased import payments resulted in a trade. deficit of
£171.0 m11110n in 1955 as against $99.9 million in 1954. sﬂ’ﬁe widening
trade gap was partly covered by invisible receipts made up largely of
U. S. government expenditures of $129.4 million, and partly by running
down the country’s international reserve from $272.7 million in January
to $209.2 million in December,
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This deterioration of $63.5 million in the international reserve was
$40.2 million more-than that experienced in 1954.. The downward move-
ment which started in September, 1954, continued to May of 1955, A
temporary improvement took place from June to August with the draw-
ing of $10 million from the International Monetary Fund and the cur-
tailment of allocations for non-essential goods. However, a noticeable
weakening began in September and continued unabated through De-
cember when it touched a record low of $209.2 million.” It is important
to note that while the present international reserve is not at poverty
levels, it may not be easy to liberalize imports as an offset to domestic
é‘xpansiondry policies iif such action should become necessary. '

‘But for the compensating factors herein stated, there is little doubt
that consumer prices would have risen. Increases in population, do-
mestic credit, money supply, wages and earnings, and employment sig-
nified greater aggregate effective demand within the economy, rein-
forced by continuing budgetary deficits.

Recessionary factors from external sources, therefore, permitted
heavy development expenditures, while. the level of.the country’s re-
serve made possible, up .to a certain point, compensatory importations
te absorb the newly-generated purchasing power, keep prices at reason-
able levels and prevent hardships to consumers and to manufa.cturel_'s
requiring imported equipment and materials,

- The downward drift in consumer prices seems, however to have
reversed itself about the middle of the year, coincidentally. with. the
start of a rapid rise in money supply which went up from P1,208.6
million in May to a record P1,336.2 million in December, or a rise of
10.6 per cent in seven months. is was coupled with an increase im
the turnover rate of average peso demand deposits over the previous
year. At about the same time, the declining trend in the international
reserve compelled a stricter policy toward imports. The gradual up-
ward drift in consumer prices, therefore, which started in the middle
of the year and only partially receded after November can no longer
be countered by an import pohcy Similar to that Whlch was followed
in the two previous years. ,

The experience of the past year shows the hmlts which cxrcumsﬂ'
cribe a policy of absorbing increased -expenditures, purchasing power.
and budget deficits by means of greater importations in order to pre-
vent inflationary price rises. Price stability from now on will have
to depend on the ability of local production.to meet domestic demand,
a determined fiscal policy either to raise tax revenues or retrench on
expenditures, the magnitude, programming and rate of development
expenditures, and the country’s ability to secure external assistance
for development needs .at this stage in the countiry’s economic develop-
ment. The great increase of production and an apparent expansion over
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the past few years-of the monetary sector of the economy will probably
allow a somewhat higher level of money supply than was.feasible a few:
yvears ago.. The improvement in techniques  of budgetary control-
renders the fiscal system more responsive to the requirements of sound
economic policy, and- the renewed consciousness in public policy regard-
ing the importance of development with monetary stability allows a
somewhat greater and faster rate of monetary expansion as a stimulant
to economic" growth. Nevertheless, the trend of money supply and
prices. will bear watching to prevent any 1nflat10nary Spmral from get-‘:
ting out of control. .

] It should be borne in m1nd that government development expendl-.
tures alone (mcl'udmg government, corporations) are expected to rise
to P640.9 mllllon in fiscal year 1957 For. %ﬂi samte fiscal year the.
hudget. deflmt is projected at P252 million. ¥The increased money in-
come and nommal purchasmg power stemming from these ouflays and
from: such as may be made in the prlvate sector W“lll have serlous repefr-‘
cussions on e1ther the price level or the- balance -of payments unless a
strong fiscal’ pohcy is followed, dredit for non-productive activities
tight'enéd ‘and increased production for domestic consumption achieved.

None of 'these short-run p011c1es “however, provides ‘a real solu-
tlon “for the ‘Phlllpplne economic problems of unemployment low pro-’
du(,t1v1ty and external imbalance. y’fhe disequilibrium in the country’s’
internal and external position has roots deep in its unbalanced economic’
structure, and g long-run solution: can be found only in a well-donceived
development plan./What is needed is greater diversification of the.
economy’; development of industries producing substitutes for mnported_
consumers” -goods, raw materials and equ1pmen’t development of new.
exports; and at the same time 1ncreasmg productzwty in ex1st1ng export_
and domestlc 1ndustr1es

RECOMMENDAT!IONS:

‘ The fmancmg: of economic development by non-inflationary me-'
thods ‘will be the main, problem of the economy in the coming year.
In the government sector this will mean minimizing deficity either
by reducing operating expenditures or raising revenues.. In the private
sector this will mean channeling more credit toward productive acti-
vities and away from mnon-productive fields. To a cerftain extent, this.
applies to the government sector also. Measures taken along all tnese:.
lines should result in raising the national savings function.

There are in addition other objedtives to be pursued, pmnupal
among Wh1ch‘ are the rationalization of produection, promotion and diver-
sification of 'foreign trade, protection of domestic industries, redistri-
bution of income, and the siphoning off of wmdfall gaing in certam lines.
of nnportatwn :
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Development expenditures, budget deficits, private investments, and
rising domestic credits will have the effect of raising money incomes,
and effective demand. If s'ueh demand is not to be dlSSlpated_ in price
rises which penalize the lower income groups, or in 'pressures generated
on the international reserve, the incremental demand must be . taxe\d
and devoted to investmenf 'in development projects. Since much of the
incremental demand under present conditions shows up directly or in-
directly as a demand for imported commodities, fiscal measures bear-
ing on the import sector must be resorted to with increased vigor.

The problenmi i$ not one of mére changes”in monetary income and
nominal purchasing power but one Of transferx"ing' real resources from
non-productlve or less efflc‘lént 'uses to‘ productlve or more effltnent
Ones . A . . . . LR

With the above in mind, the followmg recommenddmons are made

1. ‘More Extensive and More Flexible Use of Tariffs. The coun- ~
try’s use of tariffs is at present greatly restricted by the nature of
the trade relatlons with the Umted States. Even w1thm such lnmlts,
however, it is possible to make a more imaginative use of tariffs in
order to achieve national objectives. “Tariffs can be uged Yo promote
‘many ends. Besides raising revenue and protectlmg domestic mdus-
tries, tariffs can be used to restrict ‘consumption, economize in the use
of foreign e;gchange diversify the pattern of foreign trade, and syphon
off the windfall gains of importers of certain goods. The present tarift
system should be revised with ‘all these. points in ‘mind. For example,
although it may be desirable to raise fariff rates, a steep increase in
tariffs will have the effect of prolonging the preferentlal _pattern of our
trade by widening the” margin of difference between American and
other goods, incidentally also discouraging importers from seeking lower-
cost sources of imports and economizing on foreign exchange resources.

It is necessary to explore a wide range of special tariffs which dO
not fall within the meaning of ordmalry customs_duties as defined in
the revised trade agreement with the United States, One way to make
the tariff system: more effective is to make more widespread and more
ingenious uses of such special tariffs. In view of all these considera-
tions, the following specific featmes should be 1ncorporated in our
tariff system:

a) Special high tariff rates should be lmpoeed on import, g*oods
receiving subsidies, bountles price supports or preferential freatment
in multiple-currency sx_stems in other countries, or which are traded

in by government monopolies.

b) Special high tariff rates should el_s_o be imposed on goods com-
ing from countries that have preferential tariff systemg with no in-
tention of diminishing such preferences. (This, however, should not
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dpply to customs unions entered into by contiguous countries.) These
rates should also apply to goods from countries that in effect discrimi-
nate: agamst Philippine goods in their import trade; either by exclud-
ing Philippine goods from global quota increases or by currency res-
tnctlo'ls ‘

-C) Ordmary tariff rates should not be raised to prohibitive levels
except for goods whose local productlon is adequate to supply local needs,
and on__lggcurles

d) Other ordinary tariff rates may be raised moderately, but not
to the point where, by widening the absolute cost differential between
Amjerican and other goods, they discourage recourse to lower cost sup-
pligrs and thus prevent us from diversifying our import trade and from
making the opt1mum use of fore1gn exchange resources. :

N e) It w111 probably not be ‘advisable to raise the last-mentioned
tariff rates ste eply at one “fime. - The present, tariff system should pro-
vide, for those items on which rate increases are deemed desirable, tor
progressively increasing duties_over time, to_be synchronized with . the
‘diminishing | preferenoe accorded Urnited States goods under the terms
of the rev1sed trade agreem.ent with the United States. Thus, for ex-
ample, rate increases could be divided into three stages: part to come
into effect m 1959 part in 1962 and the remainder in 1965.

f) Since full tariff effectivity ‘cannot take place 1mmed1ate1y, quan-
titative controls will have to be maintained to complement and reinforce
the tariff system for some time.

2 The Appraiser’s Division of the Bureau of Customs should be
strengthered.

With increasing resort to tariffs, and with the need to check care-
fully on import arrivals to prevent false valuation and black market-
ing of dol]ars, this Division occupies an important and crucial position
in the Government’s control system and should be greatly strengthened.

3. A Greater Proportion of the Gross National Product ;should pass
throug’h the Public Sector. '

This W111 mean a substantial increase in giovernment‘_revenue,_ pre-
ferably by intensification of tax collection and by taxation on sectors
'of the economy that so far are not bearing a fair share of the tax burden.
Compared with other countries, including many undAerdeveIOped coun-
tries, the ratio of taxes to gross national product in the Philippineg is
still quite low. Increased revenues, including increased tariff revenues,
will not only decrease budget deficits and inflationary pressures but
will also mobilize development funds and increase the rate of nationat
saving. Revenue increases should be accompanied by improved fiscal
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management and a more careful and rational programming of all public
expenditures.

4. The Securities Market should be Broadened. Investment outlets
for savings are still meager in number and variety. Encouragement
should he given to the listing of more industrial stocks in the Manila stock
market. The government should consider listing govermmient corpora-
‘tions on the board of the Manila Stock Exchange. As these corpora-
tions need funds, they would be able ‘to go either to Congress or to the
market for them. Recourse to the market will be an incentive to ra-
tionalize operations and put the corporations on a self-sustaining basis,
and would pave the way for implementation of the government’'s an-
nounced policy of turning over going concerns to private enterprise.

- b. A More Divergified Commodity Trade Pattern should be Pro-
. moted.

While diversification is taking place under the impact of world
demand for additional products such as minerals and forest products,
the government can do much to accelerate this diversification. This
can be done by promoting research, by making market studies, by en-
couraging better quality and the utilization of by-products. The set-
ting up of standards and grades and the effective administration ot
these is imperative.

6. Comntries which discriminate in their trade by cwrency areas
and have no payments or commercial agreements with the Phil-
ippines should be urged to eliminate their remaining restrictions
against the Philippines, :

If no action is forthcoming, then all those with which the Philip-
‘pines has a markedly unfavorable trade balance should be put into a
special licensing category. To prevent further trade deficits from be-
ing incurred with them, imports of non-essential goods from them should
cease altogether.

7. Price Supports should be Revised. — Price supporits should be
‘revised 80 that they will be set at levels which will equate domestic
production and consumption. In the absence of other criteria, the world
market price can be taken as the level of reference. Production beyond
domestic needs is justifiable only if conditions in the export market
warrant it. In the absence of such conditions, excessively high prices
will lead to unmanageable and costly surpluses, and may ag in other
countries necessitate acreage controls. Concomitant with any revision,
of price support levels should be the extension of greater credit and mar-
keting facilities to farmers and the enforcement of strict grading in
crops receiving price supports im order to encourage the growing of
better grades.
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- 8. Existing Quota Systemg should be reexamined. Quotas of sugar,
pearl buttons, coconut oil, and cigars should be transferred from mar-
ginal to. eff1c1ent producers, thus raising the profitability of produc-
tion = and glvmtg a reward to efficiency. Marginal producers holding
quotas should be helped in transferring to other occupations by a subsidy
which can be borne by the respective industries concermed.

9. Food Production should be even more vigorously promoted, and
Food Packing and Preserving Industries should be Encouraged.

_ Greater sufficiency in food needs can be attained by more active
efforts to increase food production, but the growing output of foodstuffs
'w111 be of limited benefit unless these foodstuffs can be processed into
a form in which they can be kept and stored. This should help to ensure
year-round availability of. otherwise perishable commodities, and will
contribute to smoothing out seasonal price fluctuations both for pro-
ducers, and consumers. A high priority should be given in economic
planmng to this type of industry.

. 10: Commoodity Exchanges should be Established. Another way- of
‘-helpmg to smooth out seasonal -price and supply fluctuations is by
.establishing 'commodity exchanges. for spot and future transactions.
BStudies should be made by the national planning agency on how best
to encourage the establishment of such exchanges. :

J1. The ‘Transportatlons System should be Improved. and Developnedt

- “While the construction of roads continues to acceléerate, public at-
tention’ should also be called to the development of other forms of trans-
portation, espemally‘ water transport. This includes  inter-island and
.overseas. shipping, and the development of inland waterways, The in-
tegration of major riversystems by means of linking canals, the dred-
.ging .of-silted. channels, and.the restoration of waterways fOrmerly in
'aCtIVe economm ase may.-open up. new possibilities of low-cost haulage
and of tapping extensive producing regions,

. 12. -Anti-Monopoly - Meves should- he Started. Areas of- monopoly
'control a,nd monopoly pr0f1t exist in the; economy. Where they affect
commodltles or . operations essentlal to the public welfare, the govern-
h:ment sho'uld take steps fo 1nst1tute antl-monopoly proceedings. . The
1eform of quota, eystem.s and the e1phon1ng off -of. import windfall gams
‘by tariffs, as. recommended‘ earlier, seek. to -attack specific monopoly
.gaing in ‘the. economy. Vigorous act1on is also called for against mono-
poly practlces in the handling and distribution of goods. . The forma-
tion of cooperatlves and the expansion of ACCFA’s activitiegs will help
m ﬂue respeet but thesa. will -not, ‘be fully effective unless the force
:of laW is. brought to bear, on monopoly practices in, the. dlstrlbutlon of
goods. W
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CHAPTER ]

'INTERNATIONAL TRENDS

Economic developments in most industrialized countries indicated 2
steady expansion of production, increased internaiional trade and im-
provements in their gold and foreign exchange holdings. Most under-
developed countries of Asia and Latin America, on the other hand,
achieved only moderate rates of growth. In some instances, export
earnings were not sufficient to pay for expanded import requirements
bringing about a deterioration in the foreign exchange position. An
encouraging note in world trade was greater progress toward conver-
tibility and relaxation of import and exchange controls. Bilateralism
weakened, although there was a growing tendency for industrialized
countries to trade among themselves rather than with underdeveloped
nations. :

The gross national product of the United States for 1955 was
to. be a-record $387 billion, 7 per cent above the 1954 figure:
The increment resulted from all major types of private expenditure,
financed by :rising incomes and increased use of credit. Consumer
spending was larger than the year previous, featured by an upgurge in
purchases of durable goods specially automobiles. A large portion of
the increase in expenditures represented a gain in real consumiption as
average consumer prices remained stable. Government expenditurzs
showed no appreciable change.

Private investments indicated a considerable expansion over 1954.
Business construction increased appreciably from late 1954, after one
and a half years of relative ‘stability, but residential construction
slackened off. Similarly, business inventories rose from:the 1954 low.

Employment went up, and unemployment wag considerably lower
than a year earlier. Earnings increagsed, reflecting the sharp growth
in employment, longer hours of work in manufacturing and continued
increases in wage rates. While personal income was considerably dbOVG
the 1954 level, income of farm proprietors declined furthetr.

A striking change in the trade position of the United States was
the rapid expansion of exports caused by a record level of business
activity in Western Europe. Excluding grants of a military nature,
merchandise exports registered a .13 per cent increase, largely made to
the United Kingdom and Western Europe.

Developments in most European countries foilowed similar trends.
Industrial production rose but agricultural output stayed at about the
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same level as the previous year. Increased production resulted in the
reduction of: 'unemploymenrt

The unfavorable trade balance of the region which started since
1946 continued through 1955. Only Germany had a substantial trade
surplus, but it was comparatively lower than that experienced in 1954.
Terms of trade remained firm. France, Germany, Belgium, Italy, Nor-
way and Switzerland made gains in their gold and dollar holdings over
levels a year ago, but the United Kingdom, Austria, Denmark, Nether-
lands and,Svlveden suffered deteriorations.

Germany, Netherlands and the United Kingdom experienced a boorn,
which pushed up the demand for goods and renewed inflationary strains.
As an anti-inflationary measure, dollar trade and payments were libe-
valized. Thel rise of imports from the dollar area, consisting mostly
of raw materials, was not however accompanied by a proportionate in-
crease in exports. Cheaper importation of primary products helped im-
provei the terms of trade and lower the manufacturing costs for miost
European industrial countries.

Latin Awmerican: countries experienced pressures on the money
market, increased imports and unfavorable terms of trade. There was
a decline of exports in the region as a whole, particularly in Uruguay,
Haiti, Brazil and Colombia. Only Nicaragua, Paraguay and Guatemala
made appreciable export gains. However, the region enjoyed a favor-
able balance of trade, although it reflected a; decline of about 26 per
cent from 1954. The worsening trade deficit was particularly marked
in Bolivia, Colombia, Honduras, Peru, Dominican Republic, Haiti, Argen-
tina and Urdguay. These unfavorable trends were counterbalanced by
an improvementin the trade surpluses of Cuba, El Salvador, Guatemala,
and Venezuela. At the same time, the trade deficits of Mexico and
Brazil decreased appreciably. Nicaragua recovered from a trade deficit
to achieve a favorable balance. The favorable ftrade balance of the
region was réflected :in the increase of gold and foreign exchange hold-
ings. 'The cost of living rose in varying degrees, although it held
steady in Pahama, Venezuela, Colombia, Costa Rica, Cuba and the Do-
minican Republic. Several countries moved toward the direction of sim-
pler forms of multiple exchange rate systems, notably Argentina, Brazil
Colombia, and Nicaragua.

The agricultural production of the ECAFE region was marked by
2 decline in food output and an uptrend in non-food agricultural com-
modities, resulting.in a production index at about the same level ag the
year previous. Ceylon, Indonesia and Japan increased their production
appreciably, while Thailand suffered a considerable setback. Mainland
China, India ‘and Japan, where the industrial activity of the Fregion is
concentrated, experienced a rate of increase in industrial productivity
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of 5 to 8 per cent over that of the previous year. Realizing the dis-
advantages of excessive dependence on imported products, other coun-
tries have laid the groundwork for indugtrial development to process
their own raw materials and become self-sufficient in basic commodities.

Asg a whole, world demand. for primary products was fairly strong.
Due to increased production, this manifested itself more in increased
export volumes than in price rises. Despite lower prices prevailing, in-
creased shipments resulted in improved trade balances for Burma, Ceylon,
Thailand, Taiwan, Indonesia, Malaya, Pakistan, Japan and Vietnam. On
the other hand, Cambodia, Hongkong, India, Korea, Laos and the Philip-
pines suffered deteriorations in their trade balances.

Countries like Japan, Indonesia, Ceylon, Thailand, South Korea and
Pakistan registered increments in their foreign exchange resources. Bur-
mg and the Philippines suffered losses, The improved trade position
of Japan was caused by a Tise in exports of manufactured goods and
in Ceylon and Indonesia, by stronger demand and higher prices of
rubber. Pakistan experienced a net inflow of investments and overseas
borrowing, and a current account surplus, while Thailand had a larger
volume of rice exports and priceg for her rubber were higher. On the
other hand, Burma had an unfavorable balance of payments position
because of debt repayment, low export earnings and heavy 1msp0rts
for developmental purposes.

Monetary conditions i most export-oriented economies remained
fairly stable in 1955. Price and cost of living indices fluctuated within
fairly narrow ranges. In some countries notably in South Korea, Tai-
wan, South Vietnam, Cambodia and Indonesia, inflationary pressures
continued due to heavy governmental expenditures. A large inflow of
external aid to most countries, except Indonesia, helped ease balance
of payments difficulties.
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CHAPTER 11

' EXCHANGE POLICIES AND THE MANAGEMENT
OF THE INTERNATIONAL RESERVE

A.\ OVER-ALL TRENDS

In view of the limited foreign exchange resources available, a
policy of selective intensification of restrictions had to be pursued
during .the year. But to step up the ecomomic development pro-
gram, a steady flow of capital goods and raw materials was main-
tained even to the extent of drawing on the international reserve.
_ L1kew13e to maintain an adequate standard of living necessary for
~ "social stablhty, essential consumer items were decontrolled. How-
~ ever, reductlons in the allocations for non-essential items were ef-
" fected, to prevent the'foreign exchange asc;ets from declining to

dangerously low levels.

o Total foreign exchange allecations for imports during the year

_ amounted to $565.83 m1111on compared to $616.09 million in 1954,
or a reductlon of $50.26 million. Of the total allocations, 552 per
cent was for producer items, against 51.7 per cent for the same
group. of commodities in 1954, indicating a favorable'shift to goods
for economic development purposes. Despite the cut in the foreign
exchange budget, imports caused a heavy drain on the international
reserve.,

One of the main factors responmble for this deterioration was
the larg'e carry-over of letters of.eredit opened during the latter.
part of 1954, as indicated by the excess of import payments dur-

~ing the; year over letters of credit opened. Other contributory
factors were higher freight rates and low prices prevailing for
most of the major export crops. Together they brought about a
decrease in export receipts, thus magnifying further the country’s
unbalanced payments position.

/ International Reserve of the Philippines, 1949-1955
(Million U. 8. dollars)

International Net Foreign Ex-
Period Reserve of the | change lioldings Total
Central Bank of other Banks

194G-—Deccmber 225.76 2486 250.62

December 230.70 29.39 260.09
1950—December 295. 61 60.30 355.91
1951—Dceember 31.. 244.42 59.45 303.87
1952—December '31.. 236. 06 69.82 305.88
1953— December 31.... 240. 38 55.60 294,98
1954—December 3 207.49 65.20 272.69
1955—December 154.91 4. 30 209.21
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It is important to note that while the present level of inter-
mnational reserve is not at poverty levels, continued increased im-
portation as an offset to domestic expansionary policies cannot
be maintained without serious consequences to the external position
of the country. The international reserve position suffered a de-
“terioration of $63.48 million which is $40.19 million more than that
experienced in 1954 and is the largest decrease since the imposi-
tion of exchange control. The downward movement which started
in September of last year continued to May of the current year.
A temporary improvement took place in June to August with the
drawing of $10 million from the International Monetary Fund and
the curtailment of allocations for non-essential goods. However,
a noticeable weakening began in September and continued unabated
through December when it touched a record low of $209.21 million.

—Tnternational Reserve Quarterly Movements, 1954-1955
(Million T. 8. dollars)

Ttem Dec. 31, Sept. 30, June 30, March 31 Dec. 31,
1955 1955 1955 1955 1954
intcrnational Reserve of the Central

Bank..... ... ... .. ... ... 145.01 178.51 178.16 181. 64 187.79
Open Account with Japan........... 9.90 12.70 . 13.70 - 7.39 19.70

Net Forcign ]-L\ohanp;c Holdings of ’ !
Other Banks.................... 54.30 54.62 52.48 65.14 656.20
CTotaloooo '200.21 245.83 244.34 - 254.17 272.60




B.

The quarterly behavior of the-international reserve was gen-

- erally downward except for a slight improvement during the third

quarter. « This recovery, however,:was followed by a decline dur-
ing the fourth-quarter caused by the sudden-spurt of import pay-
ments and the failure of export receipts to rise. Declines on quar-
terly levels ranged from 3 9 per cent to 149 per cent

COMPOSITION AND INVESTMENT OF THE CENTRAL BANK
INTERNATIONAL RESERVE

The international reserve of the Centnal Bank at the end of
1954 and 1955 con51sted of the followmg

(Million U. 8. Dollars)

1955 1054
Time Deposiff .. ..ouuiitiir et ie e 112.00 167.50
Demand Deposits.. ...... e 15.67 7.05
United States‘ Treasury Bxlls ........................... — 2,99
Gold. .. e 15.54 9.41
Foreign currencv ...................................... .54 .46
Accerued Interest on Time Deposits..................... .44 .38
Phlhppmes—Japa.n Open Accounts........... e 9.90 19.70
Speetal Account with U, 8. Banks...................... .82 —

Total. .ivireree e e ) 154.91 207.49

+ 1. Time Deposits—The decline in the international reserve of
the Central Bank was brought about by the consistent heavy net
withdrawals of time deposits during the year. They aggregated
$55.50 million or 33.1 per cent of the level at the beginning of 1955.
Interest earned this year on time deposits amounted to $2.20 mil-

-lion as compared to $3.20 million in 1954, From 1-1/4 per cent

per annum, the interest rate rose to 1-3/8 per cent in April, to

- 1-3/4 per cent by the end of August and finally to 2 per cent in

September., Despite Increases in interest rates, interest earnings

. were reduced due to the heavy withdrawals miade.

2. Demand Deposits—At the end of 1955 demand deposits
with United States banks more than doubled, compared to figures

_ at the start of the year. The purchase of $10 million from the

International Monetary Fund in June to strengthen the interna-
tional reserve accounted for the increase.

3. United States Treasury Bills—The practice of reinvesting
the proceeds of maturing treasury bills in new issues, as in the
past, was continued only up fo the middle of the year. Invest-
ments in  United States Treasury bills amounted to $5.97 million
in October, but were fully liquidated before maturity to meet im-
port demands for foreign exchange. Increased income amounting
to $.03 million from this source, was realized due to higher rates
of discopnts on purchases. '

4. { bed—Gold holdings of the Central Bank increased by $6.14

Act No. 1164 grantmg subsidies to gold mmmg compames.

.ﬂ//‘
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5. Foreign Currency—At the end of the year, United States

dollar notes and coins amounted to $538,392. Incoming travellers
and visitors during the year brought in $472,687, while $39‘7 886

were sold to outgoing travellers.

6. Philippines-Japan Open Account—During the year under
review, trade with Japan under the Philippines-Japan Trade Agree~
ment resulted in a favorable balance of $21.70 million with exports
of $64.22 million as against imports of $42.52 million. The favor-
able trade balance was. slightly below that of last yeam due to
heavier imports this year.

Open Account Balance Against Japan, Dec. 31, 1954... .. .. .. ... .. $19,697,727.63

Exports to Japan, 1955.. ... . . ... .o s 64,223,592.49
Tobal o e S $83,921,320.12
Imports from Japan, 1055. .. ... ... ... ..o —o... 42519,594.24
Balance ... .. e $41,401,725.88
Deduct: Payments made by the Bank of Japan—~ ' '
January... .. oL $11,307,804.13
February........ .. ... .. i 2,290,173.00
Mareh. ... oe i 1,350,398.43
May. .. _ .. 809,258.97 .
JUly. e o 4,346,913.92
August. .. coe e 1,885,378.83
September. - ... 1,580,227.12 o
Qectober- - ..o . 3,356,086.44
December. . . oo oo 4576,114.65  $31,502,445.40
Open Account Balance Against Japan, Dec. 31, 1055,............... $ 0,899,280.39

At the start of the year the balance in favor of the Philip-
pines wag $19.70 million. This increased to $41.40 million during
the period, but the Bank of Japan made partial payments aggre-
gating $31.50 million leaving a net balance of $9. 90 million due\
from Japan at the end of 1955.

/ Trade with Japan, 1950-1955

Year Importa Exports Total
1950 (July—December)................. .. % 2,565,544.10 $12,022,026.40 §15,487,570.59
106) . e 34,539,628.43 31,395,454.47 65,935,082.90
1082 e 20,447,363.79 39,02] .507.95 59,468,871.74
1058, i 22.830,446.72 51,525,415.72 74,355,862.44
1064, e 28,053,727.37 53.483,109.67 £2,436,837.04
1065, . e 42,519,594.24 64,223,502.49 106,743,186.73

For the first time since 1950, total trade exceeded the $100
million level mentioned in the Agreement. This was traceable to
substantial increases in both exports and imports between the two
participating countries. Exports for the year rose by 20.1 per cent
and imports by 46.8 per cent.

The trade agreement which after several extensiong was
scheduled to terminate on January 31, 1955 was further extended
to May 31, then to September 30, and finally to January 31, 1956.
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C PURCHASES AND SALES OF FOREIGN EXCHANGE

, Saleqx of fore1gn exchange by ‘the, Central Bank this year ag-
gregated $588.37 million or an increase of $9.05 million or 1.6 per
. cent over: last year’s transactions. Sales to. local commercial banks
- amounted to $579.28 million, while the balance of $9.09 million was
gold to government agencies and .other institutions. As in the
"i.previous ‘yesr, total sales of foreign exchange exceeded total pur-
chases by a wide margin. Purchases during the year amounted
to $494.98 million, of which $493.567 million were bought from local
commercial banks and $1.41 million from government agencies and
other institutions.

D. / EXCHANGE RATES

The buying and selling rates for U S dollar bllls of exchange
enforced.1n.195.4 remained unchanged. The. exchange rates Zfor
transactions of not less than $500 is indicated hereunder.

Exchange Rates®. .

Minimnum Maximum
buying rate selling rate
. per $100 per §100
Central Bank: o A
Telegraphic tramsfers. . f.e v v e e i e P200.75 T'200.81
Bight draft‘s ................... e e 200.70 200.80
Other Banks:
Telegraphic transfers and sight drafts............ .. .. e 200.375 201.50
30-day date drafts. . . . ... ... e 200.00 201.00
30-day sight drafts..... ... .. .. i 199.875 200.875
G0—day date drafta. ..o o e e 199. 50 200.50
‘60—day sight drafts... ... .. - 199.375 200.375

& The rates abowe do not include the 17 per cent excise tax levied on all sales of foreign e\xchange
except those specifically excmpted under Republie Act No, 1197 amending Rep., Acts Nos
1175 and 601. -

In cases where the volume of purchases did not exceed the
sales made by an authorized agent, the same rate was applied for
both transactions. On purchases in excess of sales, the authorized
agents were charged the Central-Bank’s regular- selling rates of
P200.80 per $100 for demand drafts, and $200.81 per $100 for tel-
egraphic transfers. However, where an authorized agent sells to
the Central Bank a demand draft and in turn buys a telegraphic
transfer, the Central Bank pays at its regular buying rate for
demand drafts of P200.70 per $100, and charges a selling rate of
P200.76 per %100 on amounts within the aggregate sales made to
- the Central Bank by the same agent.

E. FOREIGN' EXCHANGE RECEIPTS AND DISBURSEMENTS

With both receipts and disbursements registering comparatively
higher levels than last year, foreign exchange transactions resulted
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- in a‘ net deficit- of $60.26 million, against $23.24 million registered

in 1954. Since total dlsbursements increased by $56.62 million
and aggregate receipts by. only $19.60 m11110n there was a net in-
crease of $37 02 million in the unfavorable balance :

‘-_,.Fbreign Exchange Receipts and Disbursements, 1954-1955

(Million. U. 8. dollars)

I

Ttem 1855 1954
RECE]PTS:

Merchandisc Exports (edf)a. . ..o i . 399.23 402. 62
Ol . e 6.14 -
U, 8. Government ExXpenditures. .. .........o.uveeereeean oo 129.38 126.93
Miscellaneous Invisibles.. .. ... .o i 57.45 43.05
Total. cn e e i, 592 20 572.60

DISBURSEMENTS:
Merchandise Imports, (edf)e. ... ... ... ... ... ... ... ... 570.20 . 502.49°
Philippine Government Expenditures.... .................... 13.57 27.90
Miscellaneous Invisibles.. . ... ....ccvvirereeaiir oo, 68. 69 65.45
Total. . o e 652, 46 595.84
NET RECFEIPTS (DISBURSEMENTS)... ... oiiiiiiia., (60.26) (23.24)

4 Includes trade with Japan under the Philippines-Japan Trade Agreement.
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On tjhe receipts side all items registered improvements, except
export receipts which declined by $3.39 million. This was brought
about by lower prices prevailing for the country’s export crops as
indicated by the export price index which fell from 845 in the
previous year to 77.5 (1948-1949=100), or a decline of 8.3 per cent.
Higher freight rates charged by shipping companies aggravated
the situation.

Broken down by semesters, receipts during the first half were
comparatively lower than those of the corresponding period a year
ago. However, receipts during the second half were slightly higher.
This can be explained by the fact that some shipmients made during
the first semester were only collectfed during the last half of the
year.

Import payments which were the highest recorded since 1950
rose sharply by $67.71 million. over those of 1954. A substantial
portion of the expansion took place during the first half when they
rose from $245.96 million in 1954 to $301.17 million during the
current year. Because of cuts impoSed by the Monetary Board on
quota a.l‘li)ca‘tiolns for nomn-essential items, import payments for the
second half went down to $269.03 million, only $12.5 miltion higher
than the comparative figure for the previous year. An important
factor in the gignificant expansion was the carry.over of letters
of credit opened during the previous year. While letters of credit
opened during the year amounted to $551.22 million, actual pay-
ments amounted to $570.20 million.

The. implementation of Republic Act No. 1164 providing for
the payment of subsidies to qualified gold mining companieg start-
ing January of the current year resulted in purchases of gold by
the Central Bank amounting to $6.14 million. Foreign exchange
receipts ffrom U. 8. Government expenditures also registered an in-
~crease of $2.45 million ‘involving outlays for new services like social
gsecurity, civil service retirement, and war claims. Disbursements
by the United States Veterans Administration accounted for 52.58
per cent of total disbursements by U. S. agencieg,

Philippine Government expenditures declined by $14.33 million,
compared to the unusually heavy disbursements made during the
previous year. The reduction was due to the mon-recurring acqui-
sition of Manila Railroad bonds by the Rehabilitation Finance Cor-

poration for $13.2 million in 1954 and the postponement of the
. Romulo-Snyder Loan installment this year amounting to $3.5
million.

Miscellaneous invisible receipts increased by $14.40 million due
largely to the $10.00 million purchase from the International Mo-
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netary’ Fund. Miscellaneous invisible payments likewise rose by
$3.24 million due to increased outlays for ‘travel, education and
donations. Outward remittances on investment income however
declined by $3.81 million possibly because applications for remit-
" tance were deferred to avoid payment of the 17 per cent exchange
tax and also due to the wider spread of the amortization period of
allowable remittance because of the lower level of the 1nternat10nal
reserve. :

F.- EXCHANGE POLICIES

1. On Imports—Notwithstanding unfavorable export prospects,
the Monetary Board made available $310.62 million during the first
half of 1955, or only $20 million below the allocation made for
the second half of 1954. The reduction was mainly in the form of
reduced allocations for contingency funds and for textiles for which
a big ampunt of letters of credit was opened during the previous
semester. To meet the requirements of the economy for essential
consumer goods, certain items were placed under the decontrolled
category. Among these  commodities were milk and wheat flour.
Starting July, however, importations from the United States of
canned milk were effected under a provision of the Memorandum
of Understanding arrived at by the Central Bank, PHILCUSA and
the United States of America Operations Mission to the Philippines
(USOM). Squid, salmon, and sardineg were decontrolled in March.
The control on the importation of books, textbooks, scientific ma-
gazines, periodicals, music books and supplementary readers and
library books was also lifted in March and henceforth these items
were to be handled through the Informational Media Guaranty

Program.
Aflocations for 1954 and 1955
(Million U. 8. dollars)
1954' 1955

1st Half I 2nd Half ‘ Total 1st Half ' 2nd Half Total

TOTAL. .......... 285.57 330.52 616.09 310.62 255.21 565. 83
Highly Essential Items. 11.40 17.00 28. 40 -89 .85 1.74
Esscntial Producer.. ... ... 132.61 "111.56 244.17 135.55 117.49 253.04
Non-Essential Producer.... 30.50 43.97 74.47 36.770 22.54 59. 31
Essential Consumer........ 34.39 52.55 86. 94 12, 65¢ 19.30 31.95
Non-Essential Consumer. 29.04 38.39 67.43 29.51b 18. 89 48.40
Unclassified Items ........ 09 3.00 3.14 4.93 1.47 6.40
Non-Restricted Quota. . ... 47.54 64.00 . 111.54 60.76 4278 103.54
Decontrotled ltems........ — — — 29. 56 31.89 61.45

& Milk wan classified as HE during the 2nd  semester, 1954, but decontrolled during the 1st
semeaster, 1955, .

b The decreasc in the quota allocation for ihis item was due to ex-quota allocation granted 1o
producers a8 non-recurring which does not form part of the regular quota allocation for the suc-
cecding semester. Most of ihe items were ex-guota allocation for textile items granted by the
Banker's Committee.

Flour, salmon, sardines and squid, were classified as EC during the 2nd semcster, 1954, but de-
controlled during the 1st semester, 1955
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Because of the continuous decline of the intermational reserve
from P272.69 million at the beginning of the year, to $244.34 mil-
lion at the end of June, the Monetary Board was constrained to effect
.some cuts in the budget in order to prevent the international reserve
from, dropping to a level that might affect the stability of the
currency. Towards this end, a total allocation of $255.21 million
was made available during the second half, which was $55.41 .mil-
lion ‘below the allocation made during the previous semester., How-
ever, reductions were made only on non-essential items while ade-
quate allocations were made to meet the requirement of producers.
‘The details of the reduction were ag follows:

I.  General Reduction of 50% .
a. Non-Essential Consumer items, exclusive of Division 65
- .and NEC quotas of Filipinos whose aggregate quota is
$15,000.00 and below per semester;
b. Division 65—Textile yarns, fabrics and made-up articles,
" exclusive of quotas of Filipinos whose total allocation is
$15,000.00 and below per semester; and
¢. Non-Restricted Quotas—
(1) Highly Essential or essentlal commodlty
(2) Miscellaneous and varioug
(3) NEP or NEC
except those of Filipinos whose total sllocation - is
. $15,000.00 and below per semester.

II. Spécial Reductions
a. Auto (completely knocked-down) parts ........... 20%
b. Steelrods and bars ..........veeririen 50
c. Refrigerators (Household and Industrml) finished .. 30%
d. Refrigerator parts (Imported by 1m(porters and not

by producers) .. o...ooooe L 309
e. Concentrates for bottling companies .............. 50%

III. Quotas of Filipinos falling below $15,000, after the cut, were
proportionately readjusted to $15,000.

IV. Essential and Non-Essential Producer Items, except textiles,
were not subjected to reduction.

To effect further savings and to encourage new industries, ad--
ditional -items were included under the unclassified category, for
which no dollar allocations were made available. Among the items .
rlaced under this classification were storage batteries for auto-
mobiles and trucks, ready mixed paint, cotton knitted fabrics and
synthethic knitted fabrics; and knitted jackets sweaters, outer-
wear and all made-up garments of cotton or rayon.
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2. On Invisible and Non-Trade Items—The basic policies of
exchange control concerning invisibles and .non-trade items were
maintained during the year under review. There were, however,
new rules and regulations adopted by the Monetary Board to in-
sure an improvement in the implementation of these policies in the
light of prevailing conditions.

a) Maintenance and Living Expenses

An amendment to the rules and regulations governing supple-
mentary remittance for living expenses of Philippine diplomatic and
consular officers and their staff was introduced this year. The
amendment particularly refers to the staff members whose salaries
" and allowances are inadequate to take care of the educational and
other foreign exchange requirements of their families abroad. For
an officer or employee abroad having two dependents, remittances
for the aforestated purpose were limited to an amount not exceed-
ing 30 per cent of his total annual remuneration, or $1,200 per
annum, whichever is higher. For each additional dependent, the
remittance of $600 per annum may be allowed.
b) Educational Expenses and Student Maintenance
This year, there was a relaxation of the policies on the remit-
tance of educational expenses and student maintenance. Ags pro-
vided for by Resolutions Nos. 148 and 314, passed by the Monetary
Board in January and February, respectively, Philippine residents
attending educational institutions abroad may be allowed monthly
maintenance under the following conditions:
1. Not exceeding $3,600 per annum—studying in the United
States and Canada _

2. Not exceeding $3,000 per annum—studying in Europe,
South and Central America

3. Not exceeding $1,800 per annum—studying elsewhere,

These allowable remittances are exclusive of tuitionr and other
school expenses payable to the institution unless covered.by a
scholarship and/or grant which should be deducted from the allow-
able remittance. ' S

With respect to resident interns, the evaluation of‘ a monthly
board and room privileges was reduced from $150 to $100, thereby
increasing the supplemental allowance received from the Philip-
pines. : :

c) Peso Accounts of Non-Residents
On January 31, 1955, the Monetary Board extended the period
allowed for re-investment of the proceeds of sales of Philippine
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securities 'belonging to non-residents to within 15 days from the
date of sale.” Effective July 28, however, authorized security deal-
ers were instructed not to issue licenses authorizing- switch tran-
sactions for accounts of non-residents involving securities of Phil-
ippine companies organized on or after December 9, 1949.

The Monetary Board also ruled against the use of blocked peso
accounts of non-residents for the purchase-of Rehabilitation and
Developmient Bonds and other government securities maturing in
five years or less. However, blocked funds of non-residents, ILes,
funds actually deposited in banks as of the closmg of business on
October 4, 1955, could be invested in Philippine séturities but only
the securities purcha,sed with 50 per cent of the funds involved
could be exported. ' Cash dividends due on securities held by non-
residents are allowed to be remitted provided the allocation for di-
vidend remittances of the company concerned under the approved
dividends remittance base is mnot exceeded.

Subject to the approval of the Exchange Control Department,
remittances to non-residents were allowed on earnings from their
Tocal investments, bank balances and proceeds of sale of assgets,
for living expenses not to exceed an aggregate amount of $1,000
monthly. . ‘

d) Royalties .

Remittances on royalty agreements are considered by the Mo~
netary Board based on the following criteria:

1. Dollar earning or dollar saving potentlahtles of the product;

2. Techmcal processes introduced;

3. Essentmhty of the product and whether it is being produced

locally or not;

4. TUse of local raw materials; and

5. -Capital structure.

e) Donations and Contributions

On July 7, 1955 the Monetary Board disallowed the remittance
of institutional donations or contributions.

f) Travel

On July 14, 1955 the Monetary Board dec1ded that as a matter
of general policy, no more peso tickets shall be allowed to foreign
entertainers, athletes and other performers coming to the Philip-
pines to fulfill engagements, unless duly authorized.
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CaarrEr 111

BALANCE OF PAYMENTS

A. OVER-ALL POSITION

With most developed countries reaching new peaks in output
and relaxing trade and exchange restrictions, the highest level of
international transactions in any postwar year was reached in 1955.
The payments position of many countries was further strengthened
by increased inflow of funds from the United States.. However,
some underdeveloped areas, particularly those dependent on exports
of raw materials lagged behind without participating significantly.
in this prosperity. _

For the Philippines, high import demand arising out of the
quickened pace of economic development exerted undue strain on
its balance of payments position with the rest of the world. During
the year the net deficit in current transactions increased from $55.3
million in 1954 to $133.7 million., To a large extent, this deficit
was financed by the country’s forelgn exchange resources and in-
creased equlty of foreign investors arising from unremitted and re-
invested earnings.

_/,.Bahmcé of Payments of the Philippines, 1952-1955
(Million U. S. dollars)

Ttem 1052 1053 10547 19550
-A.  Current Transactionsa '

Imports (c.l_.f.) ............................ —480.1 -528.8b  —537.5 ~607.3

Exports (eif). ..o 337.8 386. 1b 392.3 384.4

Trade Balance........................ -142.3 -142.7 —145.2 —222.9

U. 8. Government expenditures............. 153.3 158.0 144.7 150.5

Invisible (met)........... ... ... ... ...... - 30.9 - 45.5 - 54.8 - 61.3
Total. . o - 19.9 - 30.2 - 55.3 -133.7 .

B. Capital Movemenis e
Short-Term

(a) Pri_vate .......................... 2.1 3.6 - 1. - .2
(b) Offigial.......... .. ... ......... .8 - 3.0 24.1 33.1
Total.. ..o oo . 2.9 6 22.7 32.9
Long-Term
(a) Private ...... ... ... ... .. .. ... 32.6 43.4 4+4.1 59.1
(b) Official..........oouoiooi .. - 7.9 10.4 - 22,8 41.2
Total, - 24,7 53.8 21.3 100. 3
C. Monetary Gold Movement................. - 25, = .2 — - 6.1
) 25,1 54. 2. 44.0 127.1
D. Errors and Omissions...................... - 5.2 —-24.0 11.3

6.6 .

Nore: Minus sign indicates a debit; no sign indicates a credit.
& A debit entry indicates a paymcnt; a credit indicates a receipt,
b From the Foreign Exchange Record.
¢ A debit entry indicates am increase in net assets (e.s, forelgn investments ebroad, withdrawals

of foreign investments). a credit entry indicates a decrease in assets (e.g., foreign invesiments coming
in, oblieations increased)
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B. MERCHANDISE TRANSACTIONS

Continued expansion in'the import sector increased foreign trade
disequilibrium, resulting in an unfavorable balance of $222.9 million
as compared to $145.2 million a year ago. " Imports totalled $607.3
million (c.if.). Of thig total, $55.1 million were for! freight and
$1.4 million for insurance, ICA-financed importations amounted to
$16.4 million, which was slightly higher than last year’s $15.1 mil-
lion aid. 'The main causes in the rise of imports were the decontrol
of certain essential consumer items and the rising tempo of develop-
mental efforts. On the other hand, exports recorded at $384.4 mil-
lion fell somewliat under the impact of deteriorating world prices

for coconut products even as the value of other exports increased.

C UN'ITED STATES GOVERNMENT EXPENDITURES

United States Government expenditures aggregated $150.5 mil-

lion, or 5.5 per cent over the 1954 level. The gain of $5.4 million

- was brought about by a 19.1 per cent increase in ICA grants, a slight

boost in ‘military expenditures and a $2.5 million increase in the

spending of other United States agencies such as the Social Security

and Civil' Service Retirement Administrations and the War Claims

Commission. On-the other hand, a mild decline in the expenditures

of the Veterans Administration was accompanied by a petering out
of Veterans Hospital appropriations.

The rise in grant aid did not parallel the general reduction in
such payments to Asia, while United States military expenditures in
the Philippines coinecided with military expenditures abroad which
were estimated to be significantly larger than those in any prior
year, including World War II. Moreover, increased expenditures in
the form of expanding present military installations are in prospect
during the year. In view of the larger deficit in the trade balance,
credits ar1smg out of United States Government expenditures co-
vered only 67.5 per cent of this figure. In 1954, they almost equalized
the trade imbalance on current account. '

/f‘l ;I/fz'i:téd States Government Expenditures, 1952-1955

/ o . ‘ (Million' U. 8. dollars) ‘ : *

Item " T oaes2’ | 1ms3 1954 ¢ 1955 P

TOTAL. ... .. PV e wor.-. 153.3 158.0 144.7  150.5
Military expenditures..................... s 3.0  50.5 . 49.7 . 518
Veterans Administration . ...................... 86.1 83.7 68.2 68.0
MBA/FOA/ICA.. .. ..o 21.5 18.5 17.8 21.2
Veterans HOSpitalfProject Fund................ — i 4.9 2.9
Other U, 8. Government agencies ............. 15.7 5.0 4.1 6.6




D. INVISIBLES

The net payments for invisibles worsened by $6.5 million from
$54.8 million in 1954 to $61.3 million for the current year. This
unfavorable movement was largely the result of higher foreign in-
vestment income, while slight increases were noted in trave] expen-

. ditures and other Philippine: Government expenditures abroad.
Opposed to this, however, the invisible account benefited somewhat
from increased net private foreign donations and slightly lower in-
surance payments. ~Of the net debit in the investment income ac-
count, $1.5 million represented interest payments on official loans
extended by the Export-Import Bank and the U.S. Re.construct;pn
Finance Corporation. .

—

7
o
Invisible Movement, 1953-1955

f J . (Million U: S. dollars)
 Item - ) ' 1953 ‘ 1954 T, \ 1955 P
TOTAL........... TR - -45.5  -54.8 613
Non-monetary gold movement... ... .. R e 16.8 14.6 - = 14.7
Foreign travel... ... .o oo i e oo -l0.2 —12 4 - -14.3
Insurance..........., e . N e - 3.4 -54  ~-49
Investment ineome....................... i, D48 —56.6 —66.6
Government, nof, mcludcd clsevwhere ..... e P s - 4.1 - 2.7 - 3.6
Donations............. e e e e e - 2 3.6 . 7.8
Miscellaneous. ... ... ... e iy S -0 7 5.6

4.1 -

E CAPI’I‘AL MOVEMENTS

During the year, shortfterm capltal movements reglstened a
net outflow of $64.1 million. In the private sector, little activity was
noted jin short-term capital transactions, Hence, the net decrease
in the short-term assets was almost entirely brought about as a
result of running down. the. international reserve. Moreover,; a net

.. inflow of $69.0 million-was recorded in long-term capital movements:
~10f this-gmount, '$59.1 milfion pertained to the private sector, predo-
" minantly reinvested and unremitted profits of foreign investments
- ‘amounting to $50.2 million and imports without dollar remittances
« . of $7.4- million.’ On the other hand, the movements in the. official
..~ sector registered increased liabilities in the utilization of: the- Export-
" Import Bank line of credit of $6.0 million and the purchase of $10
: '_‘-‘mllhon from the International Monetary Fund. Offsetting- debits
- .. in the amount.of $6.1 million were. entered for the annual amorti-
* zations of the Rehabilitation Finance Corporatlon and the War Assets
: A(ﬂmmlstratlon notes Of the liabilities in' the Offlcw,lI Loans ac-

: States banks to: local banks for the. productlon and expertatlon of
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Philippine. products. A compensating asset entry in the' _same
amount indicates the dollar proceeds from these loans credited to
" Special Deposit Accounts for the Central Bank.

REGIONAL DISTRIBUTION

As usual, merchandise trade accounted for the major part of
foreign transactions although those with the United States also in-
cluded significant items such as services, donations, remittances,
government expenditures and other invisible items, while EPU
countries obtained more than half of the freight paid abroad. With
the exception of Latin America and the Middle East, the balance
of current transactions with the other areas worsened during the
year.

Increased imports of capital equipment and foodstuffs, and a

" decline in the exports of coconut products intensified the deficit in
current transactions with the United States from $27.9 million in
1954 to $68.2 million for the year under review. Trade with neigh-
boring countries expanded, but the import increase, particularly
from Japan, exceeded the rise in Philippine exports, thereby con-
verting the favorable balance in 1954 into a $1.4 million net deficit
in 1955. A similar movement took place in transactions with EPU
countries. While -imports from this area increased, Philippine ex-
ports, particularly copra, declined. These two factors, together with
higher freight payments, produced a deterioration of $22.3 million
in the balance of current transactions with this area. On the other.
hand, larger Philippine exports dispatched to the Middle East and
Latin America compared favorably with reduced imports from these
areas to improve the balance in favor of the Philippines. Transac-

tions .with the other regions assumed more or less the pattern of
the previous year, :

-

Current Transactions—By Region, 1952-1955
‘ (Million U. 8. dollars)

Region 1952 1953 19547 1058 P

TOTAE...... O -19.9  -30.2  -55.3 -133.7
United States... .. e 17.7 - 8.9 -27.9 -68.2
Canada........... b cee.. =113 -11.0 -11.7 -16.8
Latin-America..................ooiiiiia.. 2.3 7.9 7.0 10.9
Sterling Area........... . ... .ol -27.1 -31.6 -39.3 -42.7
Other EPU Area..........................:...  -12.0 -10.1 3.7 -18.6
Middle East............coiiiniiiiiinienanans - 9.3 -15.4 -18.1 - 8.8
Far East. ... 12.2 29.1 21.1 - 1.4
Other regions®... ... .............c.ciiirnnn.. 7.6 9.8 9.9 11.9

B This {s a net figure which Includes non-monetary

gold to the following amounts: .................. 16.4 16.8 14.8 14.7



TABLE I.—Balance of Payments Summary

A. CURRENT TRANSACTIONS
(Million U. 8. dollars)

Reporting Country: Philippines

Currency: Peso Unit: Peso

Exchange Rate: $.50 per ¥1.00

Period Covered: 1955 (Preliminary)

Credit Debi Net Credit
Ttem (Recreelpts) (Payrenelgts) or nglxt.e(—)
1, Merchandise (1.1 plus 1.2).. ... ... ........... 384.44 .550.81 (166.37) .
1.1 Exports and imports (both f.o.b.).......... 384.44 550.81 (166. 37)
011 0 I
2. Non-monetary gold movement (net)........... 14.67 14.67
3. Foreign travel. ... .. ..\ viii . 1.33 15,60 (14.27)
4.  Transportation (4.1 plus 4.2)............ e 60.19 (60.19)
4.1. Gross freight....._..‘_...‘.‘._.‘._.._ ..... 55.13 (55.13)
4.2 Other...........cco i . 5.06 ( 5.08)
5. ImBuranee..... ... .. ... ...iii.iiiiiieeaaie... 1.25-- 7.56 ( 6.31)
6. Investment income (6.1 through 6.8).......... 2.61 60. 24 (66.63)
6.1 Direct investment....................... 2.61 67.71 (65.10)
6.2 Other interest.................0 ... ..... 1.53 { 1.53)
6.3 Other equity...............
7. Government, not included elsewhere (7.1 plus 7.2) 127.74 4.93 122.81
7.1 Military expenditures and surplus property. 119.83 119.83
T.2 Other.. ...t iiieaaanann 7.91 4.93 2.98
8. Miscellaneous . ... ... it 30.70 20.05 10.65
Total goods and services (1 through 8)........
9. Donations (9.1 through 9.4).........0......... 34,64 2.76 31.88
9.1 Personal and institutional remittances.. ... 7.20 .37 6.83
9.2 Other private transfers.. . ... ... .. .... 3.37 2.39 .08
9.3 Reparations,.......covenerenrvinaenns
9.4 Official grants................ e 24.07 24.07
10. Total current transactions (1 throﬁgh [¢) IR 597.38 731.14 (133.76)
FRRORS AND OMISSIONS (16 minus 10)........ 6.70
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’PﬁLE I.—Balance of Payments Summary

B. MOVEMENT OF CAPITAL AND MONETARY GOLD

Reporting Country: Philippines = - i

Period covered: 1955 (Preliminary)

Currency: Peso Unit: Peso Exchange Rate: U.S. $.50 per F1.00
Net Movement Increasing (+)
. Ite'm: or -Decreasing (—)
- Assets _ Lisbflities - |- Af::ts

PRIVATE (Evcludmg bankjng lnstltutlons)
11 Long-term capital (11.1 thiough 11. o S .35 +B8.81 7 -50.18

" 11.1 Direot investment...................... — 35 449.07 —49.42

11.2 Portfolio securities: bonds............... R

v 11.3 Portfolio securities: shares........... -

C11.4 Amortization ... ...

v 11.5 Other contractusl repayments. ..........

116 Ofher. iee.. i e e +.9.74- - =974
12. Short-term capltal (12.1 plus 12.2)............ =1.70 L lo4 4 .24
.' 12:1 Currency, deposits, government obliga~ ' . )

tions:. . ..oun. .. e S mae e R o .
12.2 Other..evvoveueneoaeanirinannnaae = 170 ~Lo4  + .24
OFFICIAL AND BANKING IN STITUTIONS. o )
13, Long-term capital (13.1 through 18.6)......... 41,18 ~41.18
13.1 Official loans.............. e +47.26 ~47.26
13.2 Bank loans..........veuinovnnnnnnnnns
13.3 Portfolio securities........... [
184 Amortization.. .. ............eii.l.. -6.08 + 6.08
13.5 Other éontractual Tepayments....... ... 1 ' o
13,6 OtHEr .vvoonnneennieanaieeioeieieint
14. Short-term capital (14.1 through 14.4)........ . -18.17 +14.93 -33.10
14.1 Payments and clearing agreements.. ...... - 9.80 - 9.80
14.2 Lisbilities to IMF and IBRD... .. ..... +10.00  -10.00
14.3  Other liabilities to official and banking in-
' Stitutions. ... ....................... +41.26 -+ 4.98 -+ 36.33
14,4 Other.......oooeeein e 4963 -49.63
15. Monetary qud ............................. + 6.14 + 6.14
16. Total movenient of capital and monetary gold
(11 through 15).......... .. ..o iioion, -14.08 4112.98 -127.06




NOTES TO TABLE I

The data represent preliminary estimates of the balance of pay-
ments of the Philippines for the year 1955. The .primary sources of
the basic data used are the exchange record and customs manifests
supplemented with pertinent data from other sources.

Current 'I_‘réns.acﬁons ;
1. Merchandise

Both exports (credit) and imports (debit) are f.o.b. and are
based on customs manifests.

"2, Non -monetary Gold Movement

“The ‘enfry reépresents gold Productlon of 419.2° thotisand fine
ounces during the year valued at the official rate of $35 per fine
ounce. .

3. Foreign-Travel o _ _
The credit figure represents purchases of dollars from in-
coming tourists, while the debit entry refers to the sales of foreign

exchange to residents for foreign travel, education, subsistence and
other expenses abroad.

4. Transportation

" 4.1 The entry refers to freight on imports: pald to carriers of
foreign registry per customs manifests. -

4.2 The figure represents payment of passenger fares, charter
hire and other freight charges.

5. Insuratice
The credit entry covers insurance premiums recelved through
the banking system, while the debit entry refers t¢ insurance on

imports paid abroad per customs manifest plus insurance premium
payments per exchange record. . .

-6. Investment Income

6.1 The credit eintry includes earnings, profits and dividends re-
ceived from abroad and interest earned on time deposits of the
Central Bank., The debit entry refers to remittances of earnings,
profits and dividends per exchange record, plus estimated invest-
ment income aceruing to foreigners which has been reinvested in
the Philippines.

6.2 This entry covers interest payments on outsta.ndmg govern-
ment obhgatlons
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7. Government not included elsewhere

The credit entry represents disbursements made in the Phil-
ippines by the United States Government and other foreign govern-
ments, while the debit entry refers to Philippine Government ex-
penditures abroad other than. amortization of government obliga-
tions' and i‘nterest payments, .

8. Mzscellaneous

Both credit and debit entrles are prlmarlly based on the ex-
change record and cover remittances for services and miscellaneous

items.

9. Dbnationis‘
Private
The entries cover personal and institutional remittances inciud-
_ing private transfers all taken from the exchange records,
Official ‘
The entry refers to ICA grants for goods and services, with-

drawals! from the Veteran’s Hospital Project Fund, and the special
ac.counts for milk and for JUSMAG

MOVEMENT OF CAPITAL AND MONETARY GOLD
Private

11. Long term Capital

Asgets

11.1 The entry represents net repatriation of Philippine in-
vestments abroad per exchange records

Liabilities ' :

11.1 This figure refers to the net increase in foreign invest- '
ment in the Philippines and is inclusive of estimated reinvested
earnings.

11.6 This entry includes imports without dollar remlttances and
other 1nvestment remittances,

12. Short term Capital

The entries represent receipts spd payments in settlement of
obligations arising’ from merchandises transactions per foreign ex-
_ change records,

Official and Banking

13. Long term Capital

13.1 This entry covers the net balance of the obligations of
banking institutions to United States banks plus the portion of the
Import-Export Bank Joan to the National Power Corporation utilized
during the year,
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4.

15.

13.4 'The entry represents installment payments of principal on
the United States-R.F.C., and War Assets Administration loans.

Short term Capital
Assets
14.1 The entry represents the decrease in the Open Account

 Balance due from Japan under the Philippines-Japan Bilateral Open

Account Trade Agreement.

14.3 This refers to the net balance of the proceeds of loans from
geveral United States private banks credited to the Central Bank's
“Special Account”.

14.4 The decrease in assets refers to the net decrease in the
foreign exchange holdings of the Central Bank and other banks and
is inclusive of the changes in the balances of the Money Order and
Fiscal Agency Funds.

Liabilities

14.2 The entry is based on the purchase of dollars from the IMF
with pesos. The pesos are now deposited with the Central Bank.

14.3 The increase in liabilities indicates the increase in the
foreign exchange liabilities of the banking system.
Monetary Gold

The entry refers to purchases of gold by the Central Bank out
of current production. o
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/ / ternational Transactions2 1955

(In million U. 8. dollars)

A. Goods and Bervices

Exports, foob, . P

TImports, f.0b. o s

Trade balance. .......... e e e e e e e

Non-monetary gold movement............ e e e
Foreign traviel.... ... e
Transportation and insurance.... ... ... ... ... . ... ... oioioiooo..
Investment income. . ... ... ... .ol A

Governmenti not included elsewhere

Other SOUrCeS. .. oo v ieie i iiie e eaennnn e e -

N A O N ’

B. Private Donations and Capital Movements

Rt EATICOR. « o o v v v n et e e e e e e e e e e e e

Direct INVestIEnts - ..o tv et et e i e e |
. .Bank liabilities to foreigners................ i .
Other short term capital.. ... ... .. ... . . . . i

Loan from Eximbank to N.P.C.

. Purchase of dollars from IMF ... ... ... . ... . . ... . i

C. BSpecial Official Financing

JU. 8. grants and credits..c..o...nu i e i

Payment of U. 8~R.F.C.loan. ..o, e

Payment of U. §.—War Assets Administration loan

E. Surplus or JD S T

F. Compensatory Official Financing Short-term Capital

Mometary gold. ... e e

Short-term eapital... ... ... el

384.44
-550.81

24.07
- 6.00

17.99
6.70

2 No sign indjcates credit:
minus sien indicates decbit.
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internalional Monetary Fung BP 3

TABLE A, cont’d. UNIFORM AREA CLASSIFICATION OF BALANCE OF PAYMENTS '
e 1

/r/ {Revised April 1953}
- B. MOVEMENT OF CAPITAL AND MONETARY GOLD
Heporting {ountry c EEILIOPIKES

Period Covered .. i85 PRELIMINARY

FESO (iN wiLLION .S DOLLARS) Exchange Rate: US, $0.50.  per PLOG

3 Western Hemisphers Y Sterling Area o a Diber EBY Arzea .
ATRAE - | Soviet Bioc ||| Other Burops Oter. -, Other: Ynzliocated Totad
Tizm Unlied States Canada Latin Amerloan 1n Europs UK. Overseas cther Biddle FHast ™ Far EastZ
Regublicy =
#3sets | Liabs. ;| Asseis’ Lisbs. ! Assets| Liabs, iabs.

- Mot
Asgets | Liabs. [ Assels Liabs. | Asasiz

{3} {4§ 15} 1 (8] i} (87 (27} {28; {28} (30} {38}

235,78

25, Valuation correction, . . . . ... ..

26, Corrected change (24 plus 25}, &, ... ., L i 0. Lk - 837+14.93 i

s ) - E 2EN ~3.80° / -18J7 [+14.9%5 |- 33,0

1/ Excluding monetary arsas of Burcge

ar countries,
2/ Excluding sterling area.
3/ Excluding Mainiand of China aad monetary areas of Europedn countries: [ 37 .f
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CHaPTER 1V

EXTERNAL TRADE

SUMMARY OF DEVELOPMENTS

The aggregate value of international trade flowing through
Philippine ports in 1955 reached an unprecedented $1,886.0 million.
This amount surpassed the previous peak reached in 1951 when
total trade registered a level of P1,851.0 million, Compared with
1954, the 1955 figure represented an increase of P110.4 million.
This 6.2 per cent trade growth was the outcome of the greater
inflow of imports, while exports decreased slightly.

In 1955 Philippine exports broke the upward trend started
in 1953. Their total value dropped from P810.3 million in 1954
to P790.8 million in 1955 or 2.4 per cent. However, the volume
of shipments expanded by 7.6 per cent as the quantum index
climbed to a new high of 187.7 (1948-1949=100). Without this
volume increase, the tota]l value of exports would have decreased
considerably as a result of the downward movement of prices which’
registered a drop of 8.3 per cent.

Average export prices drifted to a nine-year low with
an index of 77.5. This movement emphasizes the relatively
unfavorable position of Philippine exports in the world market,
although the Philippines benefited to some exfgpt from the fact
that in many countries the economic trend is”strongly upward.
Consequently, it has been far easier to expand sales than in some
earlier periods. As it was, exports of abaca, sugar, logs, lumber and
timber were boosted despite freight rate increases. But this did
not conceal the glaring weak spots in the export front during the
vear in copra and desiceated coconut. A decline of P28.0 million
in copra alone wiped out gains made by the other commodities.

In contrast, the value of imports reached its highest level
gince import controls were instituted in 1949. Imports increased
from, P965.3 million in 1954 to P1,095.2 million in 1955. As import
prices remained firm during the year, the 13.5 per cent rise in
value resulted wholly from a greater quantity of imports purchased
which registered a 13.3 per cent increase. An analysis of the com-
position of imports shows that the items which put some strain
on the trade balance were primarily industrial supplies and capital
equipment, thus underscoring the accelerating process of indus-
trialization of the country. :
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No important developments were registered in the geographic
pattern of external trade, although there were incidental changes
in the trade participation of the United States. Total Philippine
imports in 1955 brought in from the United States decreased from
67.6 per cent to 65.0 per. cent, while the Philippine exports to the
United States changed to 60.0 per cent of total exports compared
to 60.5 per cent a year ago. Since trade with Northwestern Europe
remained at much the same level as the previous year, the shght :
shift from the United States was taken up by increased tl‘ade with
the ECAFE countries, particularly Japan.

- As arresult of the adverse movement in export prices; the terms
of trade of the Philippines deteriorated with all countries. An
over-all decline of 8.1 per cent appeared in the net terms of trade
as the index which stood at 87.8 in 1954 dropped to 80.2 in 1955.
This change was heavily weighted by the major role played by
the United States in our foreign trade. The 7.3 per cent deterio=
ration in the terms of trade with the United States underlined
the over-all shift, However, only moderate reversals occurred in
the terms of trade with other countries although the severe de-
terioration in the terms of trade with the Benelux area was an-
other depressive factor in this year’s over-all terms of trade.

The combined effect of g fall in export shipments and a rise
in imports precipitated a larger balance of trade deficit. The table
below shows that the trade deficit all but doubled from P155.0
million in 1954 to P304.4 million in 1955, Exports paid for only
72.2 per cent of the 1955 imports whereas 83.9 per cent of im-

ports W‘ervnced out of exports in 1554.

Foreign‘ﬂrade of the Philippines, 1954-1955 Ty
/ (F.0.B. value in millien pescs)
Imports Exrnorts Balance of Trade Per Cent Change
FPeriod . .
1855 ' 1954 1955 1854 1955 1954 Imports

TOTAL. ... ... 1,085.2  965.3  790.8 B10.3 -304.4 -153.0 138 -2.4
January ... ... 96.5 §3.6  63.5 67.5 - 33.0 - 16.0 15.4 -5.9
February............. 82.2 60.0 69.2 86.0 - 13.0 20.0 37.0 -13.5
March. ... ... 89.2 81.2 64.0 67.8 — 25.2 - 13.4 9.9 -5.6
Aprile. ... ol 90.0 7 80.3 78.3 50.8 - 11.7 .5 12.1 -3.1
May.........oooitt. 111.9 4.7 72.9 583.7 - 35.0 - 26.0 321 24.2
June. ... oL 102.5 £7.0 5.6 . 64.7 - 3.0 — 3223 17.8 21.5
July........... b 74.7 82.3 G5.7 9.0 - 8.0 7.7 - 9.2 -2h.9
August. .. ... ... ... .. 75.6 74.3 69. 4 62.9 - 16.2 - 11.4 1.7 - 5.6
September’. ... .. e 73.1 72,6 60.9 5.2 - 12,2 - 214 7 18.9
Qetober. .. ... 0. ..., 82.5 81.3 53.8 56.9 - 28.7 -~ 244 1.5 -5.4
November............ 95.2 87.3°  50.6 62.3 — 44.6 - 20.0 9.0 -18.8
December............. 121.8 90.7 72.8 67.5 —49.0 - 23.2 54.3 7.9
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B/ PATTERN AND DIRECTION OF TRADE /’

s
1. Exports—

On the whole, no significant shifts were noticeable in the com-
modity pattern of Philippine exports. Slight increases occurred
in the shares of sugar, minerals, forest products and fibers, ac-
companied by a fall in the proportion of coconut produects, How-

~ever, the ranking of the five leading commodity groups remained

practically the same. They are the following: (1) coconut and co-
conut preparations; (2) sugar and related products; (3) minerals
and metals; (4) logs and lumber; and (5) fibers and manufac-
tures. Together they made up 94.0 per cent of total exports dur-
ing the year, and appeared to be assuming a relatively more im-
portant role in the export trade. Last year they accounted for 92.5
per cent of total export earnings:-Other export groups which
played a minor role appear in the table below: ‘
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Phllzppme Exports by Commodity Group, 1954-1$55

A ) (F.O.1B. value in thousand pescs)
1955 1954 - .
B — e ————————— ey Cen
Commodity

Per Cent . P nt Change

Value Disfzfibue&on Valae Disgiggtion anee
TOTAL. ... ... . b i i, 790,763 100.0 810,327 100.0 - 2.4
Total Domestic' Exports, ... . .... 784,771 99.2 793,212 97.0 - 1.1

1. Coconut and coconut prepara-
HODS. .. ol 299,819 37.9 2° 220 40.5 - 8.7
2. Sugar and related products. .. 223,001 28.2 C,W)H 27.2 1.2
3. Minerals and metals........... ~ 80,063 10.2 7()_ 991 8.8 14.0
» 4. Logs and Jumber. ... ......... . 73,697 10.0 71,180 8.8 10.6
5. Fibers and manufactures....... 61,224 7.7. 58,704 7.2 4.1
6. Fruity and preparations.. ...... ; 11,602 1.5 9,916 1.2 17.9
7. Tobacco and manufactures..... = 7,897 1.0 -~ 8670 1.1 - 8.9
8. ‘Wood, bambog, rattan, reeds
and manufactures............. 5,796 0.7 2,597 0.4 93.4
9. Cotton and miseellancous fiber .

productsi.. .. ... ... el 3,149 0.4 12,226 1.5 -74.5
10. . Chemicals... . ...... 2,840 0.4 2,824 0.3 0.6
11, Al others 9,603 1.2 7,041 0.9 -%7.2
Re-exports. .- ........ e 5092 0.8 17115 2.1 —65.0

i . .

EXPORTS BY GOMMODITY GRQUP
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Copra still heads the list of principal commodity exports by
supplying 29.6 per cent of total export earnings for the year.
However, despite a slight 3.0 per cent increase in volume dis-
patched, its share slipped from the 1954 percentage on account
of the weakening of world prices which reduced the value of
copra exports by 10.8 per cent. Even with substantially reduced
Indonesian exportg of this product, the average price in the mar-
ket registered a fall of 12.0' per cent as indicated in its price
index. Large sales of American agricultural surplus stock in fats
and oils were generally believed to have had a damaging effect
on prices, |

Centrifugal sugar ranked next to copra in export earnings.
Exports of sugar remained at relatively the same level as in 1954.
A fall of 5.9 per cent in the price index was experienced, but was
compensated by an increase of 6.6 per cent in quantity shipped
abroad. Sugar accounted for 27.1 per cent of total exports in
1955 as against 26.6 per cent the year before. Trends during the
year show that while participants in the International Sugar Agree-
ment supplied a little more than 70 per cent of the market, they
did not control price and output. Unwieldy supplies coming from
non-participant countries bhecame increasingly important, so that
last November the spot price of sugar sahk below the minimum
level of 3.25 cents per pound set by the .Agreement.

Exports of logs and lumber again topped abaca to ret#in
third position in our principal exports.  The trend shows that forest
products are increasing their contribution to the total export yield:
their share riging from 9.0 per cent in 1954 to 10.0 per cent of total
exports in 1955. Their values are up 10.6.per cent from last year
with the price index increasing moderately by 8.7 per cent. Despite
the serious burden of a steep rise in freight rates, trade in logs
and lumber was' bouyant throughout the year. A high de-
mand was maintained by the recovery in Japan and a building-
and-constructiony boom and a brisk demand for furniture in the
United States. Increased exports demonstrate that forest products
are one of the most robust items of the export trade.

Abaca showed some gains from the severe setbacks suifered
in 1954 whic¢h sent prices tumbling to their lowest levels since the
war. The 5.6 per cent increase in value was the direct result of
an expanded volume of exports of 14.3 per cent and a 5.7 per cent
rise in the price index. The contribution of abaca to total
export proceeds waas boosted froms 6.6 per cent in 1954 to 7.1 per
cent in 1955. Rising world prosperity in shipping and shipbuild-
ing stimulated buying. of ropes and more abaca, bringing about
an improvement in prices.

[ 43 ]



Coconut oil and desiceated coconut stood fifth and sixth in
the commodity rankings. Together they took 7.5 per cent of export
earnings, during 1955. The price index of coconut oil, following
that of copra, dipped 16.1 per cent. However, a volume increase
of 13.8 per cent neutralized the severe price fall. The volume in-
crease of 6.3 per cent in desiceated coconut, on the other hand,
did not completely overcome the price slump of 8.3 per cent. This
resulted in a fall in value of 5.3 per cent.

‘Chr‘fcnmite ore and iron ore occupied seventh and eighth posi-
tiong. The value of chromite ore increased by 9.2 per cent, while
iron ore fell by 4.2 per cent. With their price indices relatively
stable during the year, the volume of chromite ore sHipments in-
creased significantly by 23.9 per cent. Tron ore shipments to the
United States were all but discontinued and diverted to Japan.
Pineapple came out of its 1954 slump and registered a gain of
17.9 per cent in value.

Copper concentrates dislodged leaf tobacco from tenth posi-
tion, when the value and volume of this export more than tripled
during the year. The greater bulk of copper concentrates exports
during 1955 was shipped to Japan, where none was sent the pre-
ceding year.

Exports of leaf fobacco during 1955 declined fromr P7.4 million

to P5.1 million. Contractual difficulties and the low level of inven-

tories deterred the shipment of the regular volume during the first
half of 1t‘he year.

.
/I"en Principal Exports of the Philippines, 1954-1953

(F.0.B. value in thousand pesos)
(Quantity in thousand kilograms)

1955 1054
Item - -
Quantity | Value Quantity Value

TOTAL DOMESTIC EXPORTS..... AP 784,771 793,211
Total Ten Principsl Exports. ................ 701,043 707,863
L. Coprae oo e 786,449 232146 763,220 260,151
2. Sugar (centrifugal)...................... 926,796 212590 869,403 211,248
3. Logs and lumbers ..... ............... 685,605 78,697 605,893 71,180
4. Abaeca, (unmanufactured) ............... 111,302 55,661 . . 97,848 52,687
5. Coconut oil.........oooiiiii 74,177 33,069 65,208 33,136
6. Desiceated eoconut....... ...l 48,529 25,620 45,6569 27,047
7. Chromite 0T - ovvees e eannenn. 857,195 20700 530,465 18960
8. TEOM OTEe e v ee s oo ee i e 1,271,113 20,602 1,350,120 21,404
9. Pineapples (canned).......... ... 33,353 11,093 34,013 9,412
10. Copper concentrates..... ... ............ 30,806 10,865 7,206 2,648

8 In fthousand board feet,
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2. Imports

The following developments were reflected in the year’s im-
port picture: (a) increased volume and value of imports; (b) stable
import prices; (c¢) decontrol of certain prime necessities; and (d)
early effects of the YLaurel-Langley Agreement.

The aggregate value of Imports rose by P129.9 million, from
P965.3 million in 1954 to P1,095.2 million in 1955. With import
prices relatively stable, the increment of 135 per cent in value
was accompanied by an equivalent rige in volume,

As the tempo of economic development picked up, importation of
capital goods and raw materials increased by 9.6 per cent over 1954.
They took 72.5 per cent of all imports, reflecting expanded activity
in local manufacturing firms as well as the establishment of new
ones. ‘Capital goods registered a slight increase of 0.4 per cent, and
this may be construed as a leveling off in the country’s requirement
for some of the items inecluded in th?lassifivca,ti'on./ However, a

detailed analysis of its composition showéd an increasing demand for
machinery and transport equipment./ Importation of non-electric
machinery increased by 17.9 per cent; electric machinery, apparatus
and appliances, by 25.1 per cent; and transport equipment by 19.3
per cent. On the other hand, importations of raw materials jumped
by 12.7 per cent, or an absolute increage in value of P68.7 million.
In line with the policy of gradually relaxing exchange controls, -
the Monetary Board decontrolled essential consumer items like sar-
dines, corned beef, flour and milk, to ensure a steady supply of these
commodities and bring about lower prices. However, in view of the
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low level of the international reserve, it was felt in some quarters
that these items should be reverted to a controlled status.

The Laurel-Langley Agreement also intensified speculations
bringing on a fkurry of importations, which resulted in an unprece-
dented increase of P46.5 million in food import items. Cereals and
cereal preparations rose by P22.1 million, fish and fish preparations
by P11.7 million, dairy products by 9.1 million, and meat and meat
preparations by $2.2 million,

In view of the low level of the international reserve, cuts
were imposed on the second semester allocations for non-essential
consumer items, In spite of these cuts, however, the import volume of
non-essential consumer items wasg not appreciably reduced hecause
a good portion of the letters of credit opened in 1954 was nego-
tiated during the current year. On the whole, imports of con-
sumption goods increased by 25.2 per cent brought about mainly
by the rise in the imports of decontrolled items. The end result
was that a greater share of imported consumption goods went
to more highly essential consumer commodities, while less em-
phasis was given to imports of non-essential items.

Classified as to End Use, 1954-1955

/ v/frgborts

(T.G.B. value in thousand pesos)

i st Per Cent . Per
Clasgsifleation 155 ietion| 1990 |njenibasion| Chanee
TOTAL. ... . ... .. 1,095,211 100.0 965,284 100.0 13.5
Capital GOQdS ...................... 183,869 16.8 185,221 19.0 0.4
R‘aw Materdals.. . t.ooooo i, 610,501 85.7 541,774 56.1 12.7
Consumption Goods. ... ............. 300,841 27.5 240,289 24.9 25.2
" IMPORTS BY GOMMODITY GLASSIFICATION
(FO VALUE 1N WILLION PESOS) .
1200 .
| so0
"1000
~ 7. s00
00 & aw
| 0y & WATERIALD
p—— +00
000
% H;GONSUIER G00D%
__,.._,_._Q\ —mr é@\.\ - —| 300
W% &
400 £ p
7 ey’
2900
GAPITAL. GQQODS —.
200 ll
. {100
. : e T,
1954| 1965 1949] 19501 1951 ] I952{ 1953’ |954l 1955

DEFARTHMENT O0F .&"604'041/‘7 AESEARCH
CENTITAL BAYH OF THE Pwil [FENES

[ 46 ]



In terms of commodity groups, the following were the principal
items imported into the Philippines during 1955: (a) manufactured
goods, chiefly raw materials, 34.9 per cent of total imports; (b) ma-
chinery and transport equipment, 19.1 per ecent; (c¢) foodstuffs, 18.7
per cent; (d) mineral fuelg, lubricants and related materials, 9.8 per
cent; and (e) chemicals, 8.0 per cent, Together, they account for
90.5 per cent of total imports. Of these items, only fuels and lubri-
cants showed a decrease. The 0.6 per cent reduction indicates that
even with the increased market needs, local production of motor fuels
ig progressing adequately. Substantial value increases were recorded
for machinery and transport equipment, 19.8 per cent; foodstuffs,
29.4 per cent; chemicals, 15.1 per cent ; and manufactured goods chiefly
used as raw materials, 8.1 per cent. It is noteworthy that imports
of miscellaneous manufactured items congidered as non-essential
dropped 11.5 per cent from their 1954 figure.

The value of the ten principal import items increased by 12.8
per cent from 1954 to 1955.

, ¢ Ten Principal Imports of the Philippines, 1954-1955

\_// (F.O.B. value in thousand pesos)
1955 1954 Per Cont
commedy vae [pgenemt | vae [ Eercms | Clane
TOTAL IMPORTS................. 1,095,211 100.0 065,284  100.0 13.5
TOTAL TEN PRINCIPAL IMPORTS 769,590 70.3 682,255 70.7 12.8
1. Textile yarn, fabrics and madec-up N B
ATHEIOS. oot 170,641  15.6 171,702 17.8 - 0.6
2. Mineral fuels, lubricants and re-
lated mat(_aria.ls ............... 107,657 9.8 108,286 11.2 - 0.6
3.  Machinery other than electric... 104,347 9.5 88,524 9.2 17.9
4. Base metals. .................. 77,082 7.0 60,438 6.3 27.5
5. Cereals and cereal preparations.. 73,830 6.8 51,712 5.4 42.8
6. Transport equipment........... 60,499 5.5 50,701 5.2 19.3
7. Dairy products, eggs and honey . . 57,060 5.2 47 970 5.0 18.9
8.  Electric machinery, apparatus and
appliances. .................. 43,857 4.0 35,048 3.6 25.1
9. Paper, paperboard and manufac-
tures thereof................. 38,087 3.5 32,035 3.3 18.9
10, Manufactures of metals.......... 36,530 3.4 35,839 3.7 1.9
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While there was no change in the composition of the ten prin-
cipal import items, notable shifts occurred in their rankings, The
first four berths, however, were retained by textiles taking 15.6
per cent, of total imports; fuel and lubricants, 9.8 per cent; mnon-
electric machinery, 9.5 per cent; and base metals, 7.0 per cent. Iden-
tical 0.6 per cent decreases in value were noted in textile imports as
well as fuels and lubricants, while non-electric machinery increased
17.9 per:.cent and base metals 27.5 per cent. Formerly at s‘azé(;nth
position, cereals and cereal preparations increased by 42.8 pet cent
and switched places with fifth-ranking dairy products which in-
creased by only 189 per cent. Transport equipment, with an in-
crease of 19.3 per cent, and paper, paperboard and manufactures, with
an increase of 18.9 per cent, remained at sixth and ninth positions,
respectively. Electric ‘machinery, formerly in tenth position, jumped
to eighth place with an increase in value of 25.1 per cent  dislodg-
ing manufactures of metals whose value went up by only 1.9 per
cent from the preceding year. i

3. Direction of Trade

The United States continues to be the most important market
for Philippine exports as well as the principal source of commodity
imports.. During 1955, there was no significant shift from the United
States as a trading partner. Imports from the United States in-
creased 9.1 per cent in value, while its share of fotal Philippine
imports -declined only from 67.6 to 65.0 per cent. Conversely, ex-
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ports to the United States fell by 3.4 per cent, while the latter’s share
in total Philippine exports dipped slightly from 60.5 per cent to 60.0
per cent. Increased imports from the United States involved heavy
purchases of machinery, transport equipment, base metals, cereals
and dairy products. On the other hand, the United States reduced
its purchases of Philippine copra, desiceated coconut, coconut oil,
iron ore and copper concentrates which were not sufficiently com-
pensated by increased procurements of abaca, logs and lumber,
and sugar. As a consequence, the unfavorable balance of trade with
the United States worsened from P162.2 million to $P238.1 million.

The share of Northwestern Europe in Philippine extzarnal
trade was kept at substantially the same level ag in 1954, notwith-
standing a 15.3 per cent increase in the value of imports from this
area and an 11.8 per cent decrease in exports. Its share of Philip-
pine imports rose slightly from 8.5 per cent to 8.6 per cent while its
share of exports slipped from 18.3 per cent to 16.5 per cent.
Consequently, the favorable balance of trade with Northwestern
Europe narrowed from P66.1 million to P36.1 million,

The United Kingdom increased its trade with the Philippines
‘with a 39.3 per cent increase in imports from the formey contrasted
with a mere 8.2 per cent increase in exports, so that the trade deficit
with the United Kingdom worsened from P8.4 million to P14.9 million.
Foreign transactions with the Benelux countries showed a down-
trend principally because of reduced copra shipments, The value of
Philippine purchases from this area declined by 10.6 per cent, while
Philippine exports decreased by 13.7 per cent. Increased inflow of
base metals, machinery and transport equipment upped imports from
West Germany, while the value of copra sent to this country on
direct account dropped 27.9 per cent from its 1954 figure.! The trade
figures for the remaining countries of Northwestern Europe were
heavily weighted by these movementg. Meanwhile, continued ex-
pansion of trade with Northwestern Europe is being sought and
the groundwork for a number of trade agreements was laid dur-
ing the year. A trade protocol was signed with West Germany,
agreed minutes of discussions with the Netherlands were drawn
up, and a proces-verbal was prepared jointly -with the Swiss Gov-
ernment by a Philippine Trade Mission co-sponsored by the Cen.
tral Bank of the Philippines and the Department of Foreign Af-
fairs. '

Trade data for the ECAFE region show an expanding volume
of trade with our neighbors. Exports to this region increased by
12.7 per cent and imports by 43.5 per cent. As a result, the
import surplus swelled from P26.0 million " to PB73.0 mullion.
Japan is still the second most important trading partner of
the Philippines, taking 14.9 per cent of exports and supplying 7.9
per cent of imports compared with 12.5 and 6.0 per cent, respec-
tively, a year ago. In value terms, these represent a rise of 48.9

1 Counting shipments made through thii-d -c-:uuntries, however, the Philippines still enjoved an ex=
port balance with West Germany,
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' per cent in imports secured from Japan and a 16.9 per cent In-
crease injexports shipped to it. Hence, the favorable trade balance
with Japan contracted further this year from P42.6 million to F31.0
million. There was a 45.1 per cent increase in imports friom Indo-
nesia, while the almost insignificant value of exports sent to Indonesia
last year declined further thereby widening our deficit with it
{rom $25.7 million to F37.6 million. A remarkably bigger volume
of imports was procured from the other countries in the region.
With reduced exports of 14.5 per cent, the import surplus with
other Asian countries increased by P23.6 million. _

Trade with the other regions of the world showed gome slight
shifts. Trade statistics on Southern Kurope and Oceania revealed that,
exports lagged behind increased imports thus depressing the balance
of trade 'with these areas somewhat. There were strong showings
in the trade conducted with South America, Central America and the
Antilles and Africa. An increase of exports generally improved the
lavomble balance of trade enjoyed by the Philippines with these
regions. The decreased motor fuel and oil 1mp0rts from the Middle
East coupled with a 61.8 per cent increase in exports reduced the
import surplus with this area from £36.0 million to P19.8 million.

- Dzrect:on of International Trade, 1954-1953
(F.O.B. value in thousand pesos)

Importa Exports
1955 _L 1954 1955 l 1954

TOTAL—ALL COUNTRIES................... 1,095,211 065,284 790,763 810,327
North AMerica..........o.ooooueeeeean. s 748,405 682,516 476754 497,468
United Sttes. . ... ...ouoo i 712,167 652,702 474020 490,491
Other North, American countries............ 36,238 29,814 2,734 6,977
Central America and Antilles................. 467 539 1,100 830
Bouth Ameriea.............. oo 5,187 5320 _ 28336 _ 23480
Northwestern Europe........... e 94,499 §1,973 130,600 148,045
United Kingdom.......................... 25,557 18,341 10,702 9,802
Benelus countries. ........................ 29,188 32,640 66,361 76,930
Other counttics of Northwestern Europe. . . . 39,754 30,992 53,546 61,223
Southern Burope...... ...l 4759 3751 11036 _ 14.200
Ttaly....... f e e e 2,497 2,127 6,275 8,154
BPAIR. « « oo 1,307 1,103 4172 6,069
Other countrles of Southern Europe........ 955 521 589 67

East Europe and USSR.......oooen. 27 417 — —
Middle East....... .. ... ... .. ... ... 24.264 38,757 4,489 2,775
Asia......... I R 203,707 141,960 130,704 115,926
Japan....... e $6,879 58,342 117,927 100,920
Indonesia.. L e 27,833 26,074 221 327
Other countries of Asta.................... 78,995 57,544 12,556 14,679
Oceanja. . .... L e, 10,122 6,538 804 541
Afriea........ e e e e ia e 3,112 3,002 3,645 2,960
Miscellaneous. . ..... ... 186 1 590 914
Other U. S. Insular Possessions............... 476 420 2,796 3,088
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TERMS OF TRADE

The average prices of imports remained unchanged during 1955,
Although a slight downturn in import prices was evidenced during
the first semester, a countervailing rise during the second half neu-~
tralized this favorable movement. The price index of imports there-
fore remained at the 1954 level of 96.8 (1948-1949—100). Average
export prices dipped 8.3 per cent. From a level of 84.5 in 1954, the
price index of exports declined to 77.5 in 1955. Weak export prices
in 1955 drove the index even below the depressed level of 1952
when it stood at 78.0. As a consequence of stable Import prices
and the drop in export prices, the terms of trade with all coun-
tries worsened further. The over-all net terms of trade declined
by 81 per cent from an index of 87.8 in 1954 to 80.2 in 1955.

~ The predominant position of the United States in the internation-
al trade of the Philippines exerted a considerable influence on the
movement of the over-all terms of trade. The average prices of im-
ports from the United States remained substantially the same as in
1954, while the prices of exports to the United States fell by 8.0
per cent. The net result was a 7.3 per cent worsening of our terms
of trade with the United States. However, the terms of trade with
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Japan did not fall quite as sharply. While prices of Japanese im--
ports were kept relatively stable, prices of Philippine exports in the
Japanese market held up comparatively well, decreasing moderately
by 4.6 per cent. The change in the terms of trade was a mod-
erate 2.9 per cent against the Philippines. ' '

Differing from the others, the terms of trade with the United
Kingdom slipped only slightly when the index this year was com-
puted at 67.7 compared to 68.2 in 1954, The 5.9 per cent price fall
in imports coming from the United Kingdom almost equalled the
price drop of 6.0 per cent: in the price of Philippine exports.
In contrast, there was a major shift in the terms of trade with the
Benelux countries. Philippine exports fared poorly, registering a
severe 14.9 per cent decline. This was aggravated by a 10.3 per cent
increase in the average price of imports due to a change in the com-
modity composition!. These factors resulted in a deterioration
in the terms of trade with the Benelux area as the index dropped
from 105.3 in 1954 to 81.7 in 1955.

D. REVISED U.S.-PHILIPPINE TRADE AGREEMENT

The revised trade agreement between the Philippines and the
United States formalized in September, 1955, will ease the transition
of Philippine trade into a normal relationship with the United States,
The revised agreement containg modifications to the 1946 Trade
Agreement with the United States (commonly known as the Bell
Trade Act). Under the 1946 Act, duties were supposed to be levied
on goods traded beginning July, 1954 and were to be exactly recip-
rocal with charges starting at 5 per cent of the rates levied on
imports coming from other countries, and gradually rising until
the full rate was reached after twenty years. Under the new
agreement, United States tariffs on imports from the FPhilippines
beginning January, 1956 will start at a lower level and rise less
rapidly than Philippine tariffs on American imports. In addition,
the absolute quota on rice was dropped while coconut oil, pearl
buttons, cigars and scrap and filler tobaceco were transferred from
the absolute quota category and made subject to tariff quotas.
Absgolute 'quotas on sugar and cordage were retained. In return
for these concessions, the Philippines agreed to lift the 17 per
cent Philippine foreign exchange tax, This tax will be replaced
by’ an import levy to be progressively reduced and finally eli-
minated. : : }

1 The price change has an upward bias as the pattern of import trade wWith the Benelux countries
has shifted significantly away from base metals with dairy products assuming a dominant role.
Because base year weights were used, the movement in the terms of trade with the Benelux area
was heavily weighted by the price increase in the base metals, while the decline in the vrices of
dairy products was hardly reflected.
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CoarTEr V
MONEY SUPPLY

A. MOVEMENT

in 1955 money supply fluctuated mildly during the first semester,.
and thereafter exhibited a steady uptrend, except for a slight dip in
September, until it reached an unprecedented post-war peak of'
$1,836.2 million at the end of December. This showed a rise of
$109.6 million or 8.9 per cent over the preceding year-end level,
Mainly responsible for this decisive upturn was the considerable
expansion in domestic credits of the banking systemy which more
than counteracted the downward trend of the international reserve.
The seasonally adjusted money supply as compared to the un-
adjusted figures is presented below:

/M oney Supply, Unadjusted and Seasonally Adjusted, 1955

{Amount in miilion pesos)

" . . Seasonal Beasonally
Hnd of period \ Unadiusted index & ' adjusted

January.. ... 1,200.9 100.6 1,202.7
February............oooit, 1,222.9 101.2 1,208.4
March. .. ... ... ... ...... 1,216.1 100, 9 1,205.3
April..oooo 1,221.8 101.1 1,208.5
May. .o e, 1,208.6 09.1 1,219.6
June. ... 1,200.9 098.5 1,228.3
July.o oo 1,216.5 97.8 1,243.9
August. ... i 1,239.6 97.2 1,275.3
September...... ... ... ... 1,234.1 98.9 1,247.8
October. . .o n i, 1,276.6 101.0 1,264.0
November. ..o vein .. 1,278.6 101.7 1,257.2
December.. ..o L., 1,336.2 102.1 1,308.7 -

& Based on the 13-month moving average of money supply from January, 1946 to December, 1954.

From the P1,226.6 million level reached in December, 1954, mo-
ney supply dropped by P16.7 million in January as a result of the
return flow of currency to the Central Bank and the tax receipts of
the Government. In February, money supply inereased by P13.0
million due largely to expanded credit activities of the banking
system, but declined again by P6.8 million in March because of the
continuous deficit incurred in the foreign receipts and payments
position. In the ensuing months, the volume of money fluctuated
seasonally and hit the year’s low of $1,208.6 million in May. After
a slight increment in June, money supply during the second semester
recorded an upward movement much faster than the pace of the nor-
mal seasonal trend, Compared to 1954, the monthly levels of money
supply in 1955 were consistently lower during the first five months.
but were higher from June to December as shown in the following
table:
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~ Money Supply, 1954-1955

(Amount in million pesos)

Amount Increase of decrease (—)
End of period

1555 ’ 1854 Amount Per cent
B P78 TNV F:) o 1,209.9 1,219.3 - 9.4 - 0.8
Februaty..... .. oo oo 1,222.9 1,236.3 -13.4 - 1.1
March. \........ b 1,216.1 1,245.8 -20.7 - 9.4
ADLL . o oo e 1,221.8 1,233.5 -11.7 - 0.9
£ P . 1,208.6 1,213.6 - 5.0 -0.4
JUDC . v e e 1,209.9 1,200.4 9.5 0.8
JUIY. oo 1,216.5 1,210.2 6.3 0.5
AUZUSE . ot 1,239.6 1,213.7 25.9 2.1
September...... S 1,234.1 1,204.8 29.3 2.4
October, . ... ... PN 1,276.6 1,215.7 60.9 5.0
November.. . covcvee i i en. 1,278.6 1,215.9 62.7 5.2
December... ... i 1,336.2 1,226.6 109.6 8.9

B. COMPOSITION

A notable shift in the composition of money supply was observed
during the period under study. At the end of 1955, money supply
consisted of P670.4 million or 50.2 per cent in currency in ecirculation
and P665.8 million in peso deposits subject to check. The corres-
ponding composition a year ago was P676.6 million or 55.2 per cent
and P550.0 million, respectively. Notes and coins in circulation showed
a moderate contraction of P6.2 million while deposxt money reglstered
a sizable expansion of $115.8 million, thus’ reﬂectmg a net increase
of P109.6 million in money supply. The increase in the proportion
of peso demand deposits to total money supply indicated a growing
trend in the use of bank accounts. This was helped along by the
law exempting bank deposits from secrutiny bpecially by the tax
authorities, and in the second semester by cuts in import allocations
which prevented some money from going out via foreign trade
.charmel% It is probably a symptom of the growing monetary sector
of the economy It may also indicate a relative redistribution of
income in favor of higher-income groups who use bank accounts.
The changes in the composition of money supply are presented
hereund‘er :

e Money Supply and Its Components, 1954-1955

(Amount, in million pesos)

. Ratio to
End of period Money Curreney in | Peso demand money supply
supply circulation deposits .
Currency in | Peso demand
circulation deposits
1954, ... ... .......... 1,226.6 676.6 550.0 55.2 44.8
1955—January............ 1,2090.9 656.0 553.9 54.2 45.8
February........... 1,222.9 666.9 556.0 54.5 45.5
March. . .......... 1,216.1 661.4 554.7 54.4 45.6
April.. .ol 1,221.8 653.7 568.1 53.5 46.5
AY oot 1,208.6 649.5 559. 1 53.7 46.3
June............... 1,209.9 624.1 585.8 51.6 48.4
Jaly. oo vieooia e 1,216.5 628.3 588.2 51.6 48.4
August..... e 1,239.6 634.0 605.6 51.1 48.9
September.......... 1,234.1 643.3 590.8 52.1 47.9
October.. ........ . 1,276.6 648.5 628.1 50.8 49.2
November .......... 1,278.6 647.2 631.4 50.6 49.4
December. . ........ 1,336.2 G70.4 665.8 50.2 49.8
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MONEY SUPPLY AND [TS COMPOSITION
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1. Currencey in Circulation

The principal factor responsible for the contraction in currency
in circulation during the period was the substantial excess of Cen-
tral Bank sales of foreign exchange over its purchases. This heavy
disposition of U.S. doliars was largely brought about by liberal-
ized foreign exchange allocations for raw materials and capital goods
during the first semester of the year in order to acceleraté™the
economic development of the country. Hence, the foreign exchange
tranzactions of the Central Bank caused a decline of P105.2 million
in currency in circulation. Likewise, the growth in the demand de-
posit liabilities of the Central Bank effected a diminution of $40.9
million in the notes and coins in circulation. That portion of the
1954 profits of the Central Bank zllocated to the Securities Stabili-
zation Fund caused a further reduction of P6.3 miilion in total cur-
rency. The increase of P3.4 million in the cash in vaults of banks
and of the Treasury also had contractionary effects od currency
in circulation. The above deflationary factors, however, were
almost counterbalanced by the open market and credit operations
of the Central Bank which exerted a net expansionary effect of

[ 55 ]



P170.3 million. The extent to which these factors affected the -
quarterly movement in currency in circulation is summarized

below:

e

~Factors Responsible for Changes in Currency in
Circulation, 1955

(Million prsos)

| Fire Second hird 3 ot d
;Item Cl\.liltl;‘ttér q\igﬁfc‘er qﬁa;—ﬁ;Er cf'l?}{ﬂ:r Net effect
Central Bank Ofvemtions:
Foreign exchange transactions.. . ... -36.9 <+ 5.6 - 1.3 -~ 72.6 -105.2
Open market and credit operations. - 0.7 4 59.8 - 9.3 4121.0 4+170.3
Deposit Habilities.................. + 1856 -87.9 4306 - 2.1 - 40.9
Other t{ransactions.............._ .. 4+ 10.9 - 19.0 - 4.4 - 8.2 - 20.7
Tnactive Cash Holdings in:
Becurities Stabilization Fund....... - 53 - 0.6 — - 0.4 - 6.8
Bapks’ vaults....................- ~ 0.4 + 2.4 4+ 50 - 8.1 - 1.1
Treasury vanlts. ................. - 1.3 4+ 2.9 - 1.4 - 2.5 - 2.3
Changes in Currjency in Cireulation... - 15.2 -37.3 4+ 19.2 4 27.1 - 6.2

8Plus sigm (+) indieates an increase, and minus sisn (—) a decrease in currency in eirculation.

2. Peso Demand Deposits

~ At the end of 1955, peso demand deposits reached a record high
of F665.:8 million, or a sizable upsurge of P115.8 ‘million over the
prevailing level last year.

Aféer slight interruptions during the months of March and May,
peso demand deposits reached P605.6 million at the end of August,
or a rise of P55.6 million since the beginning of the year. This was
largely attributable to the P53.1 million increment recorded in the
current accounts of local governments and semi-government entities
brought about by the accumulation of development funds. In Sep-
tember, however, heavy net withdrawals by political subdivisions and
Instrumentalities of the Government caused a drop of P14.8 million in
total checking deposits, notwithstanding the improvement in the cur-
rent accounts of private businesses and individuals. In the succeed-
ing months, peso demand deposits of the latter experienced a faster
rate of ‘accumulation, reaching a high of P305.0 million at the end
of Decém-ber. Those of U.8. Government entities, unused overdraft
lines, and outstanding managers’ and cashiers’ checks also revealed
consistent growth, registering levels of ¥35.8 million, P138.1 million
and P13.4 million, respectively, at the close of 1955. On the other
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hand, the current deposits of local governments and semi-government
entities showed a slight downtrend of P4.8 million when they settled
at P173.5 million at the end of December.

At the close of 1955, all categories of peso deposits subject
to check registered appreciable increments over their corresponding
levels in 1954 as shown in the table below:

——PE50 f3£mand Deposits
December 31, 1954 and 1955

(Amount in million pesos)

: Amount Increase oy decrease (—)
Iiem

1955 ’ 1954 Amount Per cemt
otal. « o oo i 665. 8 550.0 115.8 21.1
Private businesses and individuals...... .. ... 305.0 269.5 35.5 13.2

Local povernments and semi-government enti-

B e ot ot e, 173.5 149.3 24.2 16.2
U.3. Government entitics. ........coovveennn.. 35.8 13.8 22.0 159.4
Unused overdraft lines........................ 135.1 111.0 27.1 24.4
Caghiers” and managers’ checks............... 13.4 6.4 7.0 109.4

Compared to the preceding year, business activity picked up in
1955 as shown by the higher turnover rate of average peso demand
deposits in the following table: b

__‘T}ur’noiagr Rate of Average Peso Demand Deposits, 1954-1955

{
Period 1955 1954
Monthly average.............. 1.57 1.44
Janugry. . ... ... ..., 1.54 1.42
Tebruary.......c.ooinnnn. 1.43 1.33
March. . ....... .. ... l... 1.69 1.49
Aprilo oo oo, 1.49 1.31
May....ooovi i, 1.72 1.51
JURE. - e 1.64 1.53
July, o o 1.50 1.39
August............ ... ...... 1.64 1.45
September...... . ... ... 1.55 1.42
October, ..o ieiiiin. .. 1,58 1.44
November.................... 1.43 1.35
December. . ........oovveoon.. 1.67 1.59




C. FACTORS THAT INFLUENCED MONEY SUPPLY MOVEMENT

During the period under review, the public sector consisting of
the National Government and itg political subdivisions and instru-
mentalities contributed substantially to the expansion of money sup-
ply. The private sector consisting of domestic businesses and in-
dividuals influenced a moderate expansionary effect on the volume
of money. On the other hand, the external sector ag reflected in the
foreign receipts and disbursements position proved a compensatory
factor by siphoning off almost one half of the total expansion gen-
erated by the internal sector, thus averting, for the time being, a
serious over-all price rise. |

Credit operations for the account of the public sector augmented
the voldme of money by P246.8 million, through the considerable
purchases of government securities by the banking system, This
expansionary factor was partly counteracted by the appreciable im-
provement in National Government balances and the gaing in sav-
ings and time deposits of local governments and semi-government
entities.. The increase in the mnet miscellaneous accounts of the
Central Bank and the Philippine National Bank further reduced the
level of money supply by P9.1 million. 'This was mainly attribut-
able to the increment in the capital accounts of both the Central
Bauk and the Philippine National Bank, coupled with the rige in
the latter’s special loang payable to U.S. banks. Tt may be pointed
out, however, that these special loans exerted an expansionary in-
fluence ‘'on money supply in the form of increased domestic credits.
On the whole, the public sector contributed a mnet expansion of
F157.6 million in the supply of money.

The significant increase in the total lendings to the private sec-
tor influenced money supply upward by P165.1 million. This, how-
ever, was partially offset by the sizable growth of P53.2 million in
the savings, time and other deposits of private businesses and in-
dividuals. Reinforcing this negative effect was the increase in the
net miscellaneous accounts of private banks, which arose prin-
cipally out of the improvement in their capital accounts. Thus, the
private sector was actually responsible for increasing money sup-
ply by P72.0 million.

The downtrend in the international reserve resulting from an al-
most, persistent deficit in foreign receipts and disbursements caused
a net reduction of F120.0 million in the supply of money. Hence,
the inflationary pressure generated by the internal sector was par-
tially absorbed by the external sector, thereby resulting in the re-
duction; of the international reserve.
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A regumé of the magnitude by which these factors affeeted the
movement of money supply during 1955 is presented hereunder:

}*aéi‘ors Responsible for Money Supply Movement
December 31, 19534 and 1955

(Million pesos)

‘ Increase or Net cttect
Item | 1955 1954 o on money
decrense (—!
supply &
I. MONEY OF INTERNAL ORICGIN
A. Public Sectorb
1. Credit Operations
a) Gov't securities held by the Central -
AN . e 396. 5 261.1 135.4  ~+-135.4
b) Gov’t securities held by Other
Banks...... ... . . e 226.0 99.2 126.8 +126.8
¢) Other credits of the Central Banks. .. 21.4 21.4 — —
&) Loans, discounts, overdrafts and cus-
tomers’ liability acceptances........ . 8.8 24.2 - 15.4 - 15.4
2. National Government halances......... (184.8) (126.7) - 58.1 — 75.6d
3. Savings and time deposits. ............ (11.9) 7.4y - 4.5 - 4.5
4. Net miscellaneous accounta of CB and -
PNB. ... 5.4 34.5 -~ 29.1 - 9.1
Total... ..o 461, 4 306. 3 185.1 +157.6
B. Private Scetor
1. Credit Operations
a) Loans, discounts, overdraftse and cus- ]
tomers’ liability acceptances.......... 1,037.0 931.9 165.1  4165.1
b) Corporate securities. ............... 3.4 3.4 — —
2, Savings, time and other deposits...... (537.8) (454.0) — 532 - 03,2
3. Net rmiscellaneous sccounts of private _ )
banks ... ($0.2) - 26.3 - 39.9h
T I 570.5 85.6 4 72.0
(. Total Public and Private Sectors. ......... 676.8 240.7  -R229.6
II. MONEY OF EXTERNAL ORIGIN
A, International Reserve..................... 418.4 545, 4 -127.0 -120,04d
III. MONLEY SUPPLY...... .. .. ... ... .... 1,336.2 1.226.6 109.6  -+109.6
8 Plus sian (4) indicates an increase, and minus siFn (—) a decreasze in monecy supply.

b Congisting of lhe Ngliohal Government and i0s political subdivisions and instrumentalities.
¢ Consisting of budgetary loans under See. 95, R.A. No. 285, loans to RFC under Sec. 88, K.A. No. 265,

and the Treesury Certificate Account.

d Fiscal operations actuully exerted a contractiomary effect of P75.6 million on money supply; die to
the inclusion of P17.5 million representing National Goverhiment expenditures abroad which did not
generale money supply. Likewise.’ this amount (P17.5 million) together with. the $10.0 million (¥20.0
millien) purchased from the IMP which did not jnclude money supbly. was excluded from the in-
ternational reserve: thus, money of external origin actually reduced money supply by P120.0 million.

. A recording lag of P9.5 million was also included in the international reserve.
f Excluding 1°20.0 million deposit of IMF with the Central Bank. )

£ Including' unused overdraft balances.
h Inciudine recording lag,
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., ACTIVE AND PASSIVE MONEY

Aside from the factors considered in the computation of money
supply, there are also other items that may be classified as “pas-
sive money” or as “near money” in the sense that such items can
easily be converted into active money within a short period of time.
A rise in such items, which consist of government: securities held
outside of the banking system and savings and time deposits, has
been observed during the last three years. Inasmuch ag prospects
for 1956 show a trend toward inflationary financing and a rise in
the general price level, the possibility that substantial amounts of
passive money may be converted into active money cannot be
ignored. The entrance of additional active money into the income
stream in a period of inflationary tendencies may Impair monetary
stablhtv unless dlrected to productive fields. =

Active and Passive Money
December 31, 1953-1955

(Amount in million pesos)

Tiem 1953 1954 1955

ACTIVE MONEY :
Currency in cirenlation. ........ .. ..o i G66.0 676.6 670.4
Peso deposits subject to cheek. . ... .. L 553.1 550.0 666.8
Tobal. oot 12941 12266 1,336.2
PASSIVE MONEY ST o o
Savings and time deposits of Other Banksa..... ... . .. 388.0 427.2 479.5
Government seeuritiest. ... ... . o L 17.7 53.9 71.7
Total. .o e 057 - 4811 5512
INDICES (1958 =100) B o o
ACTIVE MONEY ..., . i, 100.0 100.2 109.2
PASSIVE MONEY ... . .. i 100.0 118.6 135.9

4 Consisting of commerciol and savings banks,

b Excluding govermment securities held by the Central Bank, Othcr Banks, Bonds ginking Fund. Indus-

trial Guarantee and Loan Fund and Securities Stabilizetion Fund,

E. MON&EY SUPPLY AND INTERNATIONAL RESERVE

A declining trend in the international liquidity of the country as
indicated by the ratio of international reserve to money supply was
observed during 1955. From 44.5 per cent recorded at the end of
1954, the ratio moved down gradually during the first quarter and
was ,mamtamed steadily at around 40 per cent from April to August.
In the succeeding months, the ratio declined at a faster rate hitting
a low of 31.3 per cent at the close of December. The downtrend in the
inte‘rnation.al reserve, accompanied by the substantial rise in money
supply, worked heavily in pulling down the ratio during the period.
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The ratio of the international reserve to the currency issue also
exhibited a decline from 75.8 per cent at the beginning of the yezar
to 57.9 per cent at the end of 1955 as shown below:

/_}%tz't'i'oﬁ.of Interngtional Reserve ro Money Supply and
Currency Issue, 1954-1955

(Amount 1n million posos)

Ratio of international
e . Internaticnal currency . WMoney TeseIve to:
- Ead ef meried reserve issue supply ’

! currency Money

| f issue supply

1954, .. ... .. 545,41 1,226.6 75.8 44.5

1955—January. . 533.3 1,209.9 75.6 C 44,1

Tebruary. 5237 N 1,292.9 73.0 42 8
March.. .. H08. & . 1.216.1 : 71.5 41:8~

April. ... 193.6 12218 70.3 40. 4

May. . ... 4797 | 1,208.6 ’ 69,2 30.7

June..... 435.7 al 1,200.9 73.0 40.4

July...... 494, 8 .5 73.5 40.7

August. .. 494.8 .6 a4 40.3

September 401.6 7 71.8 35.8

Oeatober. . . 4 .0 68,1 37.2

November 3.5 .5 64.8 35.5

December 8.4 .8 1.336.2 57.9 31.3

Compared to other countries, however, the international reserve
coverage of money supply in the Philippines was comparatively
high as may be seen in the following table:

____Ra-tio of International Reserve to Money Supply of Selected Countries
C As of June 3), 19532

(Amount. in million U. &. dollars)

Couniry International Tioney Ratio
reserve UPRIY

Philppines.. .o o oo 4.3, 6049 404
Cuba . o e e 5.0 8570 62.9
Netherlands ... .o 5.0 2,500. 5 54.0
Bwma.....ooooooo .3 218.3 02,4
Costa Rdea. . oo oo .0 61.9 515
Todio.. oo g0 4176, 4 45.0
Mexlen. o 0 766.7 41.2
Pakilan. .o 7.0 $35.2 30.2
Canada............ ... . ... . 0.0 5710.0 83.9
Japan ... 3.0 3,802.3 33.2
Paraguay ..o oo .0 62.8 17.5
United Kingdom .. ....... ... ... ... ... .. 2,680.0 13,843.9 17.5
United States ... ... . .. ... 21,730.0 130,600.0 16.6
Norway ..o : 206.8 1,304. 0 15.9
Brazll . ... 508.0 8,708.1 5.8

5 1,754.0 45,580.8 3.8

Sounce or Basie DaTa: International Financial Statistics.

/> % This date was chosen inasmuch as it represented the latcst available daia for some couniries in-
cluded in this table.
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CHaprER VI
CREDIT AND BANKING DEVELOPMENTS
Pimdey |

A. CBEDIT POLICY ‘
S
' (fﬁ the interest of a faster rate of economic development, a

credit policy of active ease was continued during the period under
review. 4 Toward this objective, the Central Bank liberalized credit
to meet the increasing demands of the various sectors of the econo-

| my. }»‘The rediscount rate of 114 per cent, which was adopted early
. in 1954 and is the lowest in the world today, was maintained to
facilitate bank borrowings and thereby bolster domestic financing.

| The Central Bank also intensified its open market operations prin-
cipally to provide necessary funds for the implementation of the
i development program of the Government. Tt also continued to pro-
mote agtively the establishment of moryanking and credit facili-

“~._ties both in urban and rural areas.
T

The aggregate of loans and advances extended by' the Central
Bank to Other Banks®' amounted to P140.9 million. This was
partly due to the low rediscount rate of 1145 per cent. As a result,
total loans, discounts and overdrafts granted and renewed by Other
Banks amounted to P765.1 millior, reflecting an increase of $85.2 mil-
lion or 12.5 per cent over those of last year. In 1954 credit lines
amounting to more than $60 million were arranged by the Central
Bank with U. S. banks in order to promote the production of export
crops and to finance various industrial enferprises necessary in es-
tablishing a well-balanced economy. In 1955, a total of $42.1 million
from such credit lines was availed of by eight local banks.

To help in accelerating the economic development of the coun-
-try, the Central Bank gave substantial support to the bond issues of
the Government. A record purchase of P273.1 million in government
s\ecuritifes made possible the construction of various- government
“projects. '
1 Consisting 0% cammercin! bantks and savitgs banks,
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Another significant result of Central Bank policy was the
establishment of additional banking and credit facilities in 1955.
Aside from augmenting the supply of credit these new institu-
tions brought banking facilities within easy reach of more people’
especially in rural communities. With Central Bank asmstance_
12 rural banks, 90 FACOMAS «(Farmers Cooperatlve Marketing As-
sociations), 10 branches of the Republic Savings Bank, 3 branches
of commercml banks, and 1 commercml bank (Pac1f1c Banking Cor-
poration) were established. Also with Central Bank financial support
and/or administrative assistance, the Rehabilitation Finance Corpo-
ration, the Agricultural Credit and Cooperative Financing Adminis-
tration and rural banks were able to grant loans, mostly for agricul-

~ ture and industry, amounting to P119.2 million, an expansion of R26.1
million or 28.1 per cent over the total last year. -

/All these developments tended to show that the Central Bank
credit policy of positive ease adopted since 1954 helped in coun-
teracting recessionary elements. during the first semester of 1955.
During the latter part of the year, however, the expan_s1qnary_ im-
pact of the bond issues of the Government for dxeveldpmenta] pur-
poses began to be felt in the economy. Since the Central Bank has
always adopted a flexible credit policy responsive to changing eco-
nomic conditions, it may be necessary in the near future to help
fend off inflation by Specific selective credit measures which will
restrict credit for non-essential imports and for non-productive
activities g

B. DOMESTIC CREDITS OF THE BANKING SYSTEM!

Along with rising ac’fivity in the economic development of the
country, the period under review was characterized by a remark-
able expansion in the domestic credits of the banking system. At
the end of 1955, the total outstanding domestic credits of the bank-
ing system surpassed all record levels when they aggregated P1,7 58.1
million, an increase of P411.9 million or 30.7 per cent over the 1954
year-end total. This appreciable growth was reflected in the credit
operations of the Central Bank and Other Banks whose outstanding
credits rose by P135.4 million and P276.5 million, respectively.

1 Censisting of the Central Bank, commercial banks, and savings banks.
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1. Centl;al Bank Credit Operations

The Central Bank during 1955 rendered substantial support to
the development program of the Government by purchasing P273.1
million of its securities. The lending capacity of Other Banks was
likewise hoosted by P140.9 million in loans and advances granted by
the Central Bank during the year. A total of P60.6 million in bud-
getary loans was also granted to the National Government and its
political subdivisions. As a result of these active credit operations,
domestic credits of the Central Bank reached a new high of P417.9
million at the end of the year.

The jtotal Central Bank credit portfolio, congisting of domestic
gsecurities, loans and advances to banks, budgetary loans to the
Government, and the Treasury Certificate Account, amounted to
P431.2 million as of December 31, 1955. This showed an increment
of P86.2 }million or 25.0 per cent over the level last year. Of the
total portfolio, 54.0 per cent (F232.9 million) represented obliga-
tions of the National Government; 42.9 per cent (P185.0 million),
semi-government entities; and 3.1 per cent (P13.3 million), private
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banks, ‘The composition of these credits classified according to
maturity period is presented hereunder:

"

e
—

entral Bank Credit Portfolio Classified as to Term of Maturity
As of December 31, 1955

(Million pesos)

Maturity period

Type of credit Total Inter-
b | medmte | Soomt
term
Total. . oo 431.2 96. 2 309.4 25.6
Dormestic Securities:
R & D Interim Bonds.................... 94.3 —- 94.3 —
R & D Registered Bonds (reacquired).. 16.1 — 16.1 —
ACCFA Notes and Certificates of Indebted-
oV 25.9 — 22.9 3.0
National Power Corporation Bonds......... 19.7 19.7 — -
NAWASA Bonds.......................... 2.0 2.0 — —
Treasury Bills. . .......... .. ... ... .. ... 9.0 — — 9.0
Treasury Notes........................... 65.4 — 65. 4 —
PW&EDBonds......................... 26.7 26.7 — —
RFC Bonda. ... ... ... ... ... cvun.. 137.2 26.5 110.7 -—
National Planning Commission Bonds....... 0.2 — — 0.2
T.oans and Advances to Banks. .............. 13.3 — — 13.3
Budgetary Loans to the Government......... 0.1 — - 0.1
Treasury Certificate Account................. " 21.3 21.3 — —

It could be observed in the above table that P96.2 million or
223 per cent was of long-term maturity (over 5 years); P309.4
million or 71.8 per cent, intermediate-term (1 to 5 years); and
P25.6 million or 5.9 per cent, short-term (within a year). The
corresponding maturity pattern a year ago was P246.8 million or
71.5 per cent, long-term; P35.7 million or 10.4 per cent, interme-
diate-term; and P62.5 million or 18.1 per cent, short-term. Thus,
while a deterioration in the liquidity position was brought about
by the decrement in short-term credits from P62.5 million in 1954
to B25.6 million in 1955, this was mitigated by the fact that the
intermediate-term credits totalled P309.4 million ag compared to
only P35.7 million last year. Moreover, long-term credits which
aggregated P246.8 million in 1954 were reduced to P96.2 million at
the cloge of the year.

a, Domestic Securities

To provide necessary funds for the effective implementation
of the economic program of the Government, the Central Bank
engaged more actively in open market operations. This gave rise
to a considerable expansion in the holdings of government secu-
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rities which aggregated 396.5 million at the end of 1955, an in-
crease of P135.4 million or 51.8 per cent over the prevailing total
a year ago. It is significant to note that the total Central Bank
purchases and saleg of government securities during 1955 reached
record levels of P273.1 million and ¥137.7 million, respectively. A
summary of Central Bank transactions in domestic securities is
presented in the following table:

“Central Bank Open Market 0p‘éra'ti'ori$ '

B 1955
(Million. pesos)

Outstanding . |Outstanding
Ttem as of Purchases Sales as of

December 31 1955 1955 December 31

1954 1955

Total. v e 261.1 273.1 317 396.5
R&D Bonds. ........ ... ... .. ... 140. 4 6.0 36.0 110.4
PW & ED/Bonds.. ....................... 5.8 73.5 52.6 . 26.7
Treasury Bills. . ... .. .. ... ... ... ... ‘ — 9.0 — 9.0
Treasury Notes........... ... ... ...: o — 71.9 6.5 G54
RFC Bonds. . ................. e ©104.2 33.0 — 137.2

“NPC Bondé. ... i 3.4 42.7 264 10.7
ACCFA Notes and Certificates of Indebted- :

R 1 J OO .0 3.0 15.1 25.9
NAWASA Lond,s .......................... 2.0 — 2.0
MWD BOnds, ............................. — 1.0 1.0 —
Nalional Planning Commission Bonds.... ... 0.2 — 0.2
Various Lo(@l Government Bonds. . ...... .. 0.1 — 0.1 —

b. 'Loans and Advances to Banks

Dui'ing the period under review, Central Bank loans and ad-
vances extended to banks totalled P140.9 million, reflecting a slight
decrease of P1.8 million compared with 1954. The outstanding
balance|of these loans which amounted to P62.5 million at the start
of the year was reduced to £13.3 million at the end of December,
as a result of substantial payments of P190.1 million made by
borrowing banks. The Central Bank extended for the first time
direct advances to rural banks amounting to B56.0 thousand. These

~ loans were granted to the Tarlac Rural Bank (P34.0 thousand)
and Liamzon Rural Bank (£22.0 thousand) in December, 1955.
The number of commercial banks that availed of Contral ‘Bank
credit facilities increased from 8 to 14, partly due to the Central
Bank’s lj:o‘w rediscount rate.
¢. 'Budgetary Loans to the Government

|
In {1955, the Central Bank extended budgetary loans to the

National Government and its political subdivisions in the amount
|
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of P60.0 million and P0.6 million, respectively. . The former was
fully liquidated in September, out of the proceeds of the sale of
2 per cent five-year Treasury notes. A total of P0.1 million in
loans to local governments remained outstanding at the end of the
year.

d. Treasury Certificate Account

The government note on the Treasury Certificate .Account,
which amounted to P21,350,259.91 at the beginning of the year was
reduced by $25,694.15 at the end of December. This note is non-
/interest bearing, non-negotiable and without fixed ‘maturity, and
represented the liability of the Treasury Certificate Account for

 all outstanding treasury certificates which were assumed by the
Central Bank under Section 135 of its Charter. ‘

2. Credit Operations of Other Banks

Other Banks continued fo expand their credit activities, par-
ticularly investments in government securities. Their total out-
standing domestic credits at the close of 1955 settled at -a new
high of ?1,335.2 million, an expansion ef F276.5 million or 26.1 pen
cent over the 1954 year-end level, Loans, discounts and overdrafts
outstanding (including unused overdraft balances) constituted 66.2
per cent (P883.1 million) ; domestic securities, 17.2 per cent (¥229.4
million) ; and customers’ liability acceptances, 16.6 per cent P222.7

_million). A comparative table of domestic credits of Other Banks
is shown below:

nestic Credits of Other Banks
December 31, 1954 and 1955

/ ' (Amount in million pesos)
Amount Increase or decrease(—)
Item
1956 l 11984 Amount Per cent
Total. . ..o i e 1,335.2 1,058.7 ‘ 276.5 26.1
Loans and Discounts............._........ 461.7 .  440.5 .. .21.2. . 4.8
Overdraftss.. ... ... i, 421.4 365.2 56.2 15.4
Domestic Securities... ... ... ... ........... 220.4 102.7 126:7 123.4
Customers’ Liability Acceptances........... 222.7 150.3  72.4 48.2

8 TIneluding unused overdraft lines,

_ Of the aggregate outstanding domestic credits, the pr1vate sec-
. tor (private businesses and individuals) accounted for P1,100.5 mil-
lion or 82.4 per cent and the public sector (the National Government
and its political subdivisions and instrumentalities) for P234.7 million
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* or 17.6 ‘per cent. - Credits to the private sector inereased by.P165.2
- . million or 17.7 per cent and those to the government se.etor by Plll 3
: m1111on or. 90.2 per cent. . - :

‘&, - Loans Discounts ané Overdrafte-  ---. -7+

Durmg the year, loans, discounts and overdrafts granted and
renewed by Other Banks aggregated P765.1 million, a growth of
- PRE.2 m11110n or 12.5 per cent over the 1954 total. . Cred1ts extended
.- for commercial purposes increased by P37.4 million; for different
. industries, by ?29.3 million; for real estate, by P5.7 millién; for

" public utility, by P1.7 million; and for others by P20.0° million.
.How;ever agricultural loans declined by B89 mllhon This drop
was attributable to the expanded activities of the RFC, the ACCFA
and rural bahks whose total a.ngcultural 10ans granted during the
year increased by P32.0 million or 85.6 per “¢ent, and who thereby

undertook part of the funection of lending:formerly .discharged by
Other Banks

/’ Loans Discounts and Overdrafts Granted and Renewed
; i . by Other Banks Classified by Purpo.s‘e ‘

+ 1954-1955 ..
(Amount in million pesos)
) . + . Amount- . Per cent distribution
Ttem - - -
. 1955 ] . 1854 1955 < | - 1954

ToOtal. o oo e 765.1 679.9 100.0 100.0

Commercml ............................... 07.7 270.3 40.2 39.8

Induﬁtrlal..........'...:"....‘ ......... e 104.7 75.4 13.7 11.1

Apricultural............ SUTU IO - 175.6 184.5 23.0 27.1

Real estaté. ....ooovveeenenenennnn. ., .. 56.4 50.7 7.4 7.4
CPublic wtility ... oo 1107 10.0 1.5 1.5

Others. .. U 109.0 89.0 14.2 13.1

Tctal outstanding loans, -discounts and cverdrafts of - Other
Banks amounted to P745.0 million .at the closa of 1955, a rise of
P49.7 million or 7.1 per cent over the preceding year-end balance.

Outstanding loans, discounts and overdrafts for commercial
purposes amounted to P236.3 million. Those for financing of sugar
amounted to P32.9 million; coconut products, P31.7 million; lumber,
P7.4 million; fiber and fiber products, ¥2.5 million; and tobacco

- and tobacco. products; P1.7 million. Loans for the importation of
esdential capital goods totalled PR2.7 million and those for econ-
'sumers items, P21.0 million. The remaining P56.4 million were ex-
...tended for various commercial purposes.
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Loans for the financing of various industries aggregated

‘P81.9 million of which P4.4 million were shared by mining com-

panies and P77.5 million by different manufacturing concerns, Those
for sugar refineries reached P8.6 million; tobacco and cigarette fac-
tories, 6.9 million; textile mills, P6.8 million; leather manufactu-
rers; P4.1 million; cement factories, 1.4 million; and Various in--
dustrial firms, P49.7 million. ‘
Agricultural loans amounted to $275.5 million, the distribution
of which was asg follows: sugar, P177.9 million; rice, P51.8 million;

 coconut, P12.6 million; fruits and vegetables, P7.5 million; corn,”

P4.2 million; abaca, $3.4 million; tobacco, P17 million; fishing,
P4.8 million; forest products, ¥4.4 million; hvestock P14 mllhon :
-and other agricultural crops, P5.8 million.

Real estate loans totalled P61.9 million. Those for construc-
tion purposes amounted to P23.6 million; purchase of real estate,
£22.0 million; reconstruction and repairs, 5.7 million; brokerage
compames, P4.1.million; and other real estate purposes, P6.6 million,

Loans for pubhc utilities amounted to PB8.0 million of which
P5.5 - million- - were obligations of transportation ' companies; P2.2
million, electric and gas companies; and P0.3 million, other public

. utilities,

Finally, loans for other purposes amounted to P81.4 ‘million

- "of which P24.8 million were consumption loans; P5.1. million, obli-

gatmns of religious and educational 1nst1tut10ns .and Phl.5 mllllon,

L ;_loans for miscellaneous purposes

I

Outstandmg Loans, Dzscounts and Overdrafts of Other Banks

Classzﬁed by Purpose
December 3}, 1954 and 1955

~ (Amount in million pesos)

: } Amount . |Increase or decrease(—)
. Item ) .
‘ 1955 L 1954 | Amount | Per cent.
Total. ... ... e SR L. 7450  695.3 00771
. Commercial... ... ...... N e 236.3  215.5  20.8. .
" Industrial... ..o P 81.9 66.2 - 157 *
Agricultural.... ... ................... L. 2155 260.1 6.4,
" Real estate........ e ve. 6L9 - 541 T8N
© Public utility........ e P 8.0 12,4 4.4, .-

chersx ............ O e 81.4  78.0 . 3.4



OUTSTANDING LOANS, DISCOUNTS AND OVERDRAFTS OF OTHER BANKS
CLASSIFIED B8Y PURPOSE
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(1) Securlty Requirements

At the end of 1955, secured loang, discounts and overdrafts
outstandmg of Other Banks (excludlng PNB branches and agencies)
amounted to P381.0 million, an increase of P34.0 million over a year

.On the other hand, those unsecured reached P131.0 million,
or ?21.6 million more than last year. Hence, the ratio of out-
standing secured loans to the total dropped from 76.0 per cent
at the start of 1955 to 74.4 per cent at the end of December,

Outstandmg Loans, Discounts and Overdrafts of Other Banks
Classified by Type of Security*
December 31, 1954 and 1955

(Amount in million pesos)

Amount Per cent distribution
Ttem -

1955 I 1954 1955 1954
N O 512.0  456.4  100.0  100.0
Secured 10808 . .. ... ......oeiii 381.0  347.0 74.4 76.0
Real estate ...................cuuieen... 194.3 157.6 37.9 34.5
Merchandise.............................. 44.5 43.8 8.7 9.6
Stocks and bonds. . ......... ... ... ... . .. 37.1 40.5 7.2 8.9
- BEndorsed and co-maker.... .. .............. 9.0 9.9 1.8 C 2.2
* Plant and equipment...................... 8.9 7.3 1.7 1.6
Cash margin.............................. 7.0 6.8 1.4 1.5
Other collateral. .......................... £0.2 81.1 15.7 17.7
Unsecured loans. ..............oooooioon... 131.0 109. 4 25.6 24.0
Single name paper.. ... ...... .. ... ...... 421 36.7 5.2 8.1
Two or mMore NAMEe DPAPET.................. 88.9 72.7 17.4 15.9

& Excluding those of PNB branches and agencies as data are not available.
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(2) Interest Rates

Of the P512.0 million total outstanding in loans, discounts and
overdrafts of Other Banks (excluding PNB branches and agencies)
at the end of December, P391.4 million or 76.4 per cent carried in-
terest rates ranging from 5 to 7 per cent., Those with. 0 to 414
per cent and 7-1/2 to 12 per cent amounted to ?14.3 m1111on and
P‘1063 million, respectlvely

Outstanding Loans, Dzscounts and Overdrafts of Other Banks
Clasuﬁed by Interest Rate», 1954-1955

(Million pesos)

Interest rate ' December _ 1955 -
(Per cent) o 1954 .Mn;c.h_ ' E June -S.eDt-e!T“lber December
Total oo e 456. 4 474.3 472.1 - 488.3 512.0
O e e .21 2.0 2.0 1.8 2.0
e 2.2 2.2 — 2.6 " 2.8
S 0.2 0.2 0.3 0.3 0.3
B S 6.6 3.7 2.6 6.6 6.5
B 1.5 . 2.1 2.3 2.0 2.9
B 94.2 101.5 91.3 77.1 94 6
B1/2. .. 20.2 18.2 20.2 20.2 23.8
B 140.3 144.6 148.6 164.4 169.9
6-1/2 e 1.6 1.3 1.6 S 1.4 1.3
T 100.1 106.1 105.8°  106.6 101.8
712 . 0.7 0.8 0.7 1.0 1.3
S 55.3 55.4 58.5 - 63.7 65. 4
O 20.1 23.5 24.4 25.8 24.5
100 . 3.8 4.0 4.6 5.0 5.3
) 7.5 8.7 9.2 9.8 9.8

& Excluding those of PNB branches and agcncies as deta are not available,

b. Customers’ Liability Acceptances

As a result of increased importation of capital goods and raw
material requirements of existing as well as newly-established in-
dustries, outstanding customers’ liability acceptances of Other
Banks rose from P150.3 million at the start of 1955 to P222.7 mil-
lion at the end of December, an expansion of P72.4 million or 48.2
per cent. The decontrol of consumer goods necessary in maintaining
the standard of living of the public was likewise a contributory
factor in -the rise of this type of bank credit. The monthly bal-
ances of outstanding customers’ liability acceptances during 1955

. were consistently higher compared to those of last year as -indicated
- in the following table:
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_Outstanding Customers’ Liability Acceptances of
Other Banks, 1954-1955

(Amount in million pesos)

Amount Increase or decrease (—-)
End of period

1955 | 1954 Amount Per cent
January. ...... e e e 146.8 132.4 4.4  10.9
February...... e e 152.1 129.5. 22.6 . 17.5
March........ e i e 160.0 134.9 25,1 18.6
£ 1 169.8 137.1 32.7 23.9
Ay .evann. 182.2 144.7 37.5 25.9
June....:...... e it : 169.7 124.6 . - 45.1 . 36.2
July........... e te et e - 1621 123.3 38.8 31.5
August. ....... e e 160.0 125.7 34.3 27.3
September. . ....... . 160.1 136.6 23.5 17.2
October. ....... e e e 172.4 143.2 29.2 20.4
November.... . ...... e . 104.7 149.7 45:0 30.0
48.2

December. . . .. e L2927 150.3 72.4

c. i Domestic Securities

During the period under review, a significant increment of
F126.7 million or 123.4 per cent was observed in the total security
holdings of Other Banks. Holdings of Public Works and Economic
Development bonds rose by P114.9 million; Natjonal Power Cor-

_ _poration bonds, by P11.5 million; Rehabilitation and Development
‘bonds, by P6.5 million; National Waterworks and Sewerage Authority
‘bonds, by 2.0 million; ahd ACCFA mnotes, by P2:5 million. It will
‘be observed in the following table that net acquisitions of govern-

- ment securltles notably PW & ED bonds, increased substantially from

.the nuddle of the year.

,Outstandmg Domestic Secunties of Other Banks
1954-1955

(Million pesos) -

1955
Ttem December
_1954 .| - March ‘ June '-Septcmberlbecember
Total.. ...... e, o 102,7 1019 . 184.2 230.9 229.4
. Public Works: and Economie Development : SR g B

Bomds.. . o oi i, . .36 41 727 108.3. ,118.5
Rehabilitation and Development Bonds,. s 191 24.1 241 "25.8° 25.6

Certificates of Indebtedness of the National R o
Government. . . ......... J ... 39.90 39.9  37.6 37.6 . 38.3
Treasury Billy and Notés ... .:.........0 14.9 5.9 ° 6.0 6.1 7.0
Rehabilitation Finance Corporation Bonds: 12,6 . 12.6 15.1 ¥1.4. " 11.4
National .Power Corporation Bonds........... 3.3 .33 167 20.7 . 14.8
ACCFANot,es..........,..‘......._.‘.. ;;;; — 2.7 2.7 2.7 2.5
L NAWABA Bonds. .. oo i e e —. — = e 2.0
_Various City and Provlnclal Governrnent Bomde 3.4 | 34 . 34 . 34 = 3.4
Manila Railroad “Company Bonds....... ol 1.0 Lo o — = —
.- Metropolitan: Water District Bonds. ........... 1.5 : L5 2.5~ .2:5 2.5
Bonds of Private Issue................0.. ... . 3.4 ;3.4 .34 3.4 . 3.4




C. EXPANSION OF BANKING FACILITIES

The Central Bank continued to encourage the expansion of bank-
ing and credit facilities throughout the country:: Toward -this -objec-
. _tive, it undertook, among others, the following actions:

(a) The approval of the estabhshment of the Pamfu, Banking
Corpora tion;

(b) The appmval of the opening of 3 branches of 8 dlfferent
commercml banks;

_ (c) The approval of the settmg up of 10 branches of the Re-
pubhc Savmgs Bank; :

(d) The authorlzatlon of 12 r'ural banks in dliferent parts of
* 'the country bnngmg the total to 40 operatlng rural banks dxs—
'trlbuted over 9 cities and 16 provinces; and =

(e) The purchase -of ACCFA notes. by the Central Bank in
the course of its open market operations which helped m the es-
. tablishment of 90 add1t10na1 FACOMAS -

As of December 81, 1955, there were in operatlon 17 com-

* mercial banks (13 domestic and 4 forelgn) and 3 savmgs banks,

with a total of 160 branches and agencies; the Rehabilitation Fi-

- nance Corporation with 8 branches; 40 rural banks; the Postal Sav-

ings Bank with 1,193 agencies; 7 building and loan asSOC1at1ons,

~and the Agrmulftural Credit and Cooperatwe Fmancmg Admlms—
‘tration with 819 FACOMAS. '

1. Assets'an‘d Liabilities of Other Banks

At the end of 1955, total resources of Other Banks aggregated
_P1,577.1 million, an expansion of ¥238.0 million or 17.8 per cent
.. compared to the level a year ago, Of this total, $1,238.1 million
(78.5 per cent) consisted of earning assets; P301.7 million (19:1
per cent) liquid assels; and ¥37.3 million (2.4 per cent) other
-assets. Total liabilities amounting to P1,415.8 million or 89.8 per
cent -of the total resources consisted of F1,121.0 million demand,
savings and time deposits; P51.1 million, due to banks; ¥13.4 mil-
lion, outstanding managers’ and certified checks; and the remaining
 P230.3 million in other liabilities. Net worth consisting of capital
" paid-in, surplus, reserves and undivided profits totalled P161 3 mil-
lion or 10.2 per cent of the total resources.
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/ Assets and Liabilities of Other Banks

December 31, 1954 and 1955
(Million pesos)

—_— s | B O
Liquid Assets: | ‘
Cash........ e e e e e 33.9 32.9 1.0
Checks and other cash items................. ... ... 9.2 7.1 - 2.1
Due from banks. ..............oomorveiaiii 258.6 292.2 -33.6
Earning- Assets: ‘
Loans and discounts- - ... .. ooiiint i 461.8 440.6 21.2
Owverdrafts . ... ..o i e 283.5 254.7 28.8
Customers’ liability acceptances and unmatured export ’
bills,.. ... et e e e 263. 4 - 175.9 . B7.5
Investments in stocks, bonds and other securities...... 229.4 102.7° 126.7
ther Asset;:
Banking house, furniture and fixtures................. 21.1 19.3 1.8
Other real and chattel property owned...... e 3.3 2.9 0.4
Mlscellaneous ASetS . . i i 12.9 10.8 2.1
" TOTAL ASSETS.............. e e ] 577 1 1339.1 238.0
Liquid Liabilitics: L _
Demand deposits.. ...l 641.5 534.1 107.3
Savings deporlts..._ .................................. 382.9 354.5 28.4
Time depomts ....................................... 96.6 72.7 23.9
Due to banks..... ..o 51.1 55.9 ~-4.7
Cashiers” and managers’ checks....................... . 13.4 6.4 7.0
Other Liabilities: : _
Dividends payable................ .. e 0.8 0.6 0.2
Bills payabled ... ....iii e 95.8 63.2 - 82.6
GUATANLEE BECOUDTE. . - o v vv v e een ety iaaees 73.8 65.1 8.7
Miscellzneous liabilities....................... ... - §9.9 429 17.0
Net Worth:
Capital stock paid-in.. -................oo 70.5 4.5 26.0
Surplus.. .. ... 34.4 31.1 3.3
REBETVES . . -« +es e aetae ettt 45.8 59.1 -13.3
Undivided profits. . .....ovovi i 10.6 9.0 1.6
1,339. 1 238.0

TOTAL LIABILITIES AND NET WORTH..... 1,577.1

4 Including special loans payable to- U.S. banks,

' The expansion in the resources of Other Banks occurred mostly
in loans and investments in securities. This was slightly offset by
-the decrease in liquid -assets. On the liability side, liquid liabil-
ities 'went up as a result principally of the upsurge in demand,
savings and time deposits. The increage in other liabilities was
due mbstly to the rise in bills payable. The appreciable growth
registered in the total net worth was attrlbuted mainly to the
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increased capitalization of the Philippine National Bank coupled

with the initial capital paid-in of the Pacific Banking Corporation.

A table showing the movement of the liquidity and some asset-
) liability relationships of Other Banks is presented hereundera :

Liqy'd-it’ii”;nd Asset-Liability Relationships of Other Banks
1954-1955 '

(Amount in .million pesos)

1955
Tem Deccember
1854 March l June Bentember | December

Total Reqo_urces ..................... 1,330.1 1,322.1 1,364.9 1,432.3 1,677.1
C_a.sh_ Positiona ........ . .. .... .. 151.5 133.7 132.9 137.5 1704
quul'd Assets.. ... ... ... 332.2 280.6 253.5 271.5 301.7
Earning Assets. ................ ... 973.9 1,008.1 1076.7 1124.8 1,238.1
%mk Agﬁefg; b 775.0 784.2 758.3 769.8 850.3

emarn eposits. . ... ... ... ... 5341 548.5 588.6 614.2 641.5
Total Pepos?t Liabilities. ............ 961. 3 992.3 1,030.7 1,074.3 11210
Net Worthe ............... ....... 139.2 141.7 149.3 173.0 157.2
Ratio of:

Cash Position to Demand Deposits. 28.4 24 4 22.6 22.4 26.6

Crsh Position to Total Deposit Lishi-

dities. ... .. e 15.8 13.5 12.9 12.8 15.2
Liquid Assets to Demand Deposits. 62.2 51.2 43.1 44.2 47.0
Earning Assets to Total Deposit
Lm_.bilities ....................... 101.3 101.6 104.5 104.7 110.5

Earning Assets to Total Resources.. 72.7 76.2 78.9 78.5 78.5

Net Worth to Risk Assetse.... .. .. 8.0 18.1 19.7 22.5 18.4

Net Worth to Total Resourcese. ... 13.5 13.8 13.9 15.1 12.6

& Consisting of cash in Other Banks' vaults and doposits with the Central Bank.
b Total resources minus cash on han’, due from banks and the Central Bank, and holdings of govern-

ment securities. Exeluding those of foreign banks.

€ Excluding those of forelgn banks,

a. Cash Position and Reserves

The cash position of Other Banks rose from P151.5 million at
the start of the year to P170.4 million at the end, showing an
improvement of P18.9 million or 12.5 per cent during the period.
This increment was atiributable to the sizable expansion of P17.9
million in their deposits with the Central Bank and was augmented
by the ¥1.0 million increase in cash in banks’ vaults.

"Bank reserves as of December 31, 1955 exhibited higher levels
compared to their corresponding balances at the end of the preced-
ing year. Available reserves aggregating P188.3 million recorded
an appreciable growth of B22.6 million. Accountable for this upturn
was the marked increase in deposits with the Central Bank. Not-
withstanding the rise of P19.0 million in required reserves, excess
reserves showed an improvement of ¥3.6 million. Heavy purchases
of government securities together with the improvement in the
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cash holdings of banks pushed the level of potential-reserves to
P264.4 million at year’s end, an increase of P106.5 million or: 67.4
per cent over that of 1954. A comparative table showing the move-
meént of bank reserves during the period under review is presented

below:

Avmlable, ‘Reqmred Excess and Potenttal Reserves of Other Banks
1954-1955

(Ml]hon peﬁos) e

Avallablé Teserves® Potential Treserves

- RO ];.‘ligll)ale'

| . h i oreign

) End of pgmd Total. | Required Excess | ' Total - _c;}a:n_k; halances,

’ B A A R vaults Phil. and

1.8, sec-
T o urities
1964, ......... [ 165.7 . 117.6 48.1 157.9° © '32.9 125.0
1955—-Janunry ............ 152.1 117.9 o342 158.4 32.8 - 125.6

ebrua.ry ......... . 141.8 ° 119.3 22.5 153.1. .- .32.2 120.9 - .

March........_.... 147.5 120.4 7.1 141.7 33.2 108.5
April.. .ol 147.8 121.9 25.9 181.8 31.9 149.9
Nfay‘.. e 147.1 121.8 25.3 175.2 30.8 144.4
June. .. ... .. 152.3 126.8 25.5 169.8 32.0- 137.8
July......... I 154.8 129.3 25.5 S 2257 . 29.2. 196, 5

© August... ..., 179.2 - 133.0 - 46.2 240.4 - 30.6 -209.8
. Septembér.......... 165.0 - 132.8 32.2- 265.4 26.1 ©239.3
October. ........... ©165.5 137.0 28.5. 255.3 33.4 221.9
November .. ..... ... 160.4 137.7 22.7 246. 4 36.2 ° 210.2
December .......... 188.3 136.6 51.7. 264.4 33.9 230.5

. & Consisting . of |deposits. with the Central Bank, eligible Phiilnnine securities, .eligible forelzn balances.
and cligible U.8. securities.

b. Deposﬂ: Llabllltles

Deposnt liabilities of Other Banks Whlch aggregated P961.3
million. at the start of 1955 recorded a- consistent. uptrend until
they reached an unprecedented postwar balance of P1,121.0 million
at the end of the period under review. This considerable rise of
P159.7 mllh(m or 16.6 per cent was reflected in demand deposits,
F107.4 .rmlllon, savings deposits, P28.4 million; and time deposits,
$23.9 million. Demand deposits of the National Government showed
an improvement of P32.5 million, as a result mainly of vigorous
tax collections together with the faster rate of accumulation of
development- funds over actual disbursements. TFor the latter
. reason, the current accounts as well as savings and time deposits
~of- gemi-government entities also increased by P33.7 million and
P2.9. million, respectively. Demand deposit balances of local gov-
ernments.droppad by P10.9.million, slightly offset by an increment
—of P1.5'million in their savings and time deposits. The checking ac-
counts ‘of private: businesses and individuals registered an expansion
of B35 7 million and their total savings and time deposits. improved
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considerably by P47.9 million during the year. Demand deposats of
U.S, Government entities also went up by ?164 mllhon..

B@poszt Lzabzhties of Ot_‘her Banks '

.

1 954-1955
(Mllhon ‘pesos)
Item ' Decembey . 1955
’ 1954 March June Beptember | Décember
TOTAL DEPOSIT LIABILITIES.. .. 961.3 992.3 1,030.7 1,0747 3 1,121.0
Demand Deposits, ................ 534.1 548.5 588.6 614.2 641.5
‘National Government............ 100. 2 112.2 134.3. 161.3 132.7
Local Governments.............. 87.4 86.8 92.6 79.2 76.5
Semi-Government Entities.. ... ... 51.8 63.8 75.1 86.3 - 85.5
Private Businesses and Indi-
viduale. ... ... ... 272.3 263.2 260.4 259.9 308.0
U. 8. Government Entitics....... 22.4 22.5 26.2 27.5 - 38.8
Savings and Time Deposits........ 427.2 443.8 442.1 460.1. - .479. 5
Local Governments.............. " 5.6 . 6.4 6.9 6.6 7.1
Semi-Government Entities........ 1.8 2.2 1.9 6.0 4.7
Private Businesses and Indi- . .
viduals. . ... ... 410.8 435.2 433.3 447.5 467.7

At the end of 1955, savings and time deposits of Other Banks
amounted to P479.5 million, a substantial gain of P52.3 million or
12.2 per cent compared to the total a year ago. Classified by re-
gional distribution, it is worth noting that except for Central and
Southern Luzon, the quarterly balances in different regions, showed
significant uptrends during the year. The 1955 quarterly move-
ment of savings and tlme deposits can be observed in the accom-
panying table:

};eographlcal Distribution of Savings and Time Deposits

e of Other Banks, 1954-1955
(Million pesos)
Location December 1955
1954 + Marceh ’ June Beptember | December
Total. . ... ... . . 427.2 443.8 4421 460. 1 479.5
Manila and Suburbs............... 331.3 2454 344. 4 369.3 377.3
Northern Luzon............... . ... 15.1 20.6 21.0 21.7 21.8
Central Luzon.................... 17.6 13.2 13.6 14. 4 11.6
Southern Luzon.. ... e 10.3 9.2 8.8 9.2 8.5
Bicol Reglon. ..................... 3.7 3.8 3.6 3.8 4.3
East Visayas.. 23.6 24.5 23.5 23.9 24.5
West \lmyas 16.3 17.1 17.2 16.8 17.1
Mindanao and Sulg............... 9.3 10.0 10.0 11.0 11 4
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The largest percentage increase in savings and time deposits
during ithe year was registered in Northern Luzon (44.4 per cent).
This was mainly attributable to the boom in the Virginia leaf to-
bacco industry in that region, as indicated by the remarkable rise
in savings and time deposits during the first quarter which was
the harvesting season of this particular crop. Mindanao and Sulu
ranked . second (22.6 per cent), followed by the Bicol Region (16.2
per. cent); Manila and suburbs (13.9 per cent); West Visayas
(4.9 per cent); and East Visayas (3.8 per cent). On the other
hand, the percentage declines of Southern Luzon and Central Luzon
Were 17.5 per cent and 17.0 per cent, respectively.

2. Earmngs and Expenses of Other Banks

. Net earnings -of Other Banks durmg 1955 amounted to P228
-+ million, a rise of P1.8 million or 8.6 per cent over last year. The
ratio ‘of net earnings to average net worth of Other Banks! was

_ 11 3 per cent as compared to 12.0 per cent for the preceding year.

Of . the P90.5 million gross earnings, P52.2 million (57.7 per

-¢ent) _const1tuted income from their credit portfolios; P11.8 million

. (13.0 p-‘er cent), commissiOns P10'7 mi_l_h'(_)n (11.8 per cent) profit

) forelgn exchange and ?77 mllhon (85 per Lent) mlscellaneous
. incomie.. ;

_ Total expenses amgounted to P67.7 million of which 26.4 per
cent (?1'79 million) represented salaries and wages; 17.7 per cent
(P12.0 million), losses and charge-offs on loans, discounts and other
assets; 16.3 per cent (P11.0 million), taxes; 13.0 per cent (¥3.8
million), interest on deposit liabilities; and the remaining 26.6

" per vcent (P18.0 million), miscellaneous expenses.

D." "'CREDIT OPERATIONS OF SELECTED FINANCIAL
INSTITUTIONS

Selected financial institutions consisting of the Rehabilitation
Finance Corporation (RFC), the Agricultural Credit and Coopera-
tive Financing Administration (ACCFA), the Government Service
Insurance System (GSIS), the Postal Savings Bank (PSB), the
rural banks, the building and loan associations and the pawnshops
operating in the city of Manila contributed greatly in promoting
higher levels of economic activity. Through their varied credit
activities, necessary funds were supplied to the different segments
of the economy. The volume of their credit operations during 1955
aggregated P194.7 million, an expansion of 327 per cent over the
total extended the previous year. At the end of the year, loans
outstanding totalled P580.7 million as compared to P512.9 million
in 1954.

1 Excluding IOrs,?ign banks.
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LOANS GRANTED BY SELEGTED FINANGIAL INSTITUTIONS |
CLASSIFIED BY PURPOSE

(THousanD PESOS)
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1. Rehabilitation Finance Corporation

Maximum agricultural production through full utilization of
the country’s agricultural resources and the promotion of dollar-
saving and dollar-producing industrial projects were two of the
principal aims toward which the credit operation of the Rehabili-
tation Finance Corporation was directed. To achieve these objec-
tives, it implemented special financing plang for the development
of fishponds, for the production of abaca, citrus and coffee, and
for the promotion of the livestock industry. Loans under the live-
stock plan were guaranteed by the Industrial Loan and Guarantee
Fund set up by the PHILCUSA-ICA. Under the coffee financing
plan, the RFC provided financial assistance to the extent of P780
per hectare. Furthermore, to stimulate industrial activities, it re-
duced the interest rate on industrial loans from 6 to 4 per cent
per annum,

During the year, the RFC approved 6,593 loans aggregating
P71.9 million compared to 6,151 loans amounting to P72.7 million
in 1954.. These loans may be classified according to purpose as
" follows: ' '
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Loans APPTO"ed“ by the Rehabilitation Finance Corporation
Classified by. Purpose, 1954-1955

(Amoun_t in thousand pesos)

’ PurnosE? Amount disg‘il;ggon dgggz;::e(:) .

‘ 1955 l 1854 1955 ’ 1958 Amount | Per cent
Total.......... [ 71,903 72,70% 100.0 100.0 - 8(_)1 =11
Agricultural.. ... ........ 24,106 18,588 33.7 2.6 . 5608 30.2
Industrial. . .. .I .......... 17,836 19,505 24.8 26.8 —1,669 - 8.6
Real estate............. 23,221 34,684 - 32.8 47.6 -11,363 - 20.9
Government. ........ 6,650 27 9.2 b 6,623 24.520.6

& Exclusive of . loans cancelled or reduced;
b Less than 0.05 Per cent.

The‘ growmg vercentage of loans approved for agrlcultural
purposes was a result of the policy of the RFC of channelling a
considerable portion of its loanable funds to productive purposes.
The 4,598 agricultural loans approved -during the year amounted
to P24.2 million, an expansion of 80.2 per cent over the previous
vear’s total of P18.6 million. "Of these loans, P18.3 million or 75.6
per cent were for the production of essential food crops and the
remaining $5.9 million or 24.4 per cent for export products.

"The: distribution of agricultural loans classified as to prod‘uét
and area cultivated is shown below:

Agrtcultural Loans Approved?® by the Rehabilitation Finance
" Corporation Classified by Product and Area, 1954-1955

(Amount in thousand pesos)

Aren cultivat cent  distribu- Iner
P (I—Iecmtrcs)wd Amount Pt?il:m Lc»f :11115:;11']10: decr;::ge(z)
roduct

i 19855 J 1954 ’ 1955 l 1954 - 1955 l 1954 Amount | Per cent
Total...... e 65,463 56,715 24,196 18,588 100.0 100.0 5608 30.1
Palay................. 39,030 34,007 9206 7,630 38.0 41.0 1,575 20.6
Corn and other staples 4,806 2,801 0913 497 3.8 2.7 416 45.6
Coconut........ P . Q 22 5446 1,983 1,518 8.2 8.2 465 30.6
Sugar.......... e 3,710 4,356 2,401 1,807 9.9 9.7 594 32.9
Abaca................ 1,518 1,949 616 042 2.5 5.1 -326 —34.6
Ramie...... ... [ 52 274 413 622 1.7 3.4 ~200 -33.6
Tobacco........ R 1.269 564, 503 222 2.1 1.2 281 126.6
Orchard. ............. 2,207 1,546 824 660 3.4 3.6 164 24.8
Citrus.. ........ P 63 122 127 79 0.5 0.4 48 60.8
Colfee.......... b 1,436 86 2,129 44 8.8 0.2 2,085 4,738.6
Fishponds............. 2,058 5,161 2648 3,890 11.0 20,9 1,242 "-31.9
Salte. ... il 134 100 557 426 2.3 2.3 131 30.8

Livestock, poulu y and
dairy......... ... .. — -— 1,788 250 7.4 1.3 1,538 615.2
Others.. .. ... e 148 3 - 89 1 0.4 — 88 8,800.0

2 Exclusive of loans cancelled or reduced.
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Industrial loans approved by the RFC during 1955 a_gg-regating
P17.8 million showed a decline of 8.6 per cent from the preceding

vear’s total of P19.5 million.

received financial assistance are shown hereunder:

The various types of industries which

Ir}dustrml Loans Approved by the Rehabtlztatwn Fmam:e
Corporation Classified by Industry, 1954-1955

(Amount in thousand pesos)

€ ; Increase or
Amount dilgf;ibclmgn decréasc (—
Industry
1955 | 1054 | 1055 | 1954, | Amount | per cent
Total. oo 17.836 19,505 100.0 100.0 -1,669 -8.6
Rice mills. ......covneiennn.. ... 1116 1133 = 6.3 5. -17  -1.5
Pharmaceutical products,...... ... .. 652 719 3.7 3. —67 -9.3
Jute sack, twine, rope and textile facto- : : :

.............................. 975 2,602 5.5 13.3 -1,627 -62.5
: Lumber and allied produets......._ .. 894 438 5.0 2. 456 104.1
Mining.. ©. oo oo o o 1,435 5,800 8.0 29. —4,365 -75.3
. Cement and aluminum .............. 2,132 2273 12.0 11.7 - 146 - 6.4
Leather products.................... 2,211 287 12.4 1.5 1924 670.4
Public utilities... 2,495 2,458 14.0 12. 37 1.5
Bugar centrals 850 2,000 4.7 10. -1,150 =57.5
5,076 28.4 9. 3,286 183.6

Others............ e

1,790

The RFC approved a total of 1,770 real eatate loans worth
P23.2 million as compared to 2,859 loang valued at P34.6 million
during the previous year or a decrease of 32.9 per cent. This
amount included P485 thousand representing the value of 3 loans
approved for the purchase of landed estates. All real estate loans
approved in 1955 were financed through the various trust funds
under the administration of the RFC, to wit: Back Pay Sinking
Fund, 85.2 per cent; Postal Savings Bank Fund, 8.7 per cent;
Government Service Life and Retirement Funds, 3.0 per cent; and
the Veterans’ Backl Pay Sinking Fund, 3.1 per cent.

Loans to local governments for financing projects which were
considered self-liquidating aggregated P6.7 million as against only
P27 thousand the previous year. These loans were for the cons-
truction of markets, slaughterhouses, waterworks, public buildings,
toll bridges, wharves and government housing projects. The RFC
also subscribed P951 thousand worth of preierred stocks of rural
banks to bolster their resources.

~ The extent of the “credit operation of the RFC can be gleaned
from the geographical distribution of loans approved -during 1955:
Manila and Quezon City, 24.2 per cent (P17.4 million) ; Northern
Luzon, 9.6 per cent (P6.9 million); Central Luzon, 153 per cent
(PllO million) ; Southern Luzon, 23.5 per cent (P169 milljon) ;
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Bicol region, 2.6 per cent (P1.9 million) ; Western Visayas, 10.9 per
cent (P7.8 million) ; Eastern Visayas, 1.4 per cent (P1.0 million);
Eastern Mindanao, 7.5 per cent (P5.4 million); and Western Min-
danao, 5.0 per cent (P3.6 million).

The total loans approved in 1955 amounting to B71.9 million
were diétributed among 6,593 borrowers. This showed an average
of P10.9 thousand per loan as against P11.8 thousand last year.

The largest percentage increases in amount occurred in loans of
‘ P50,0‘O‘0 ;and over,

'Loans Approved by the Rehabilitation Finance Corporation
. Classified by Size, 1954-1955

(Amount in thousand pesos)

. Number Amount doorease | T Bution, toss
1ze — . :
1955 ’ 1954 1955 1954 Amount | Per cent | Number | Amount
Total....... S 6.503 6151 71903 72704 -0l -1.1 100.0 100.0
P 5000 and below.... 3,006 2814 6985 6,085 900 14.8 59.2 9.7
P 5001 to P10j000 ... 1,100 1499 8415 11588 -3178 27.4 167 1.7
P10,001 to P20j000.... 1,98 1504 18448 23720 -5272 22.2 18.2  25.7
$20,001 to. P50/000.... 266 231 8250 7541 718 9.5 4.0 1L5
50,001 to P100,000.. 66 57 4856 2422 2434 100.5 1.0 6.8
Over 100,000. ....... 57 46 24940 21348 3592  16.8 0.9  34.6

Net of cancellations and reductions of loans previously ap-
proved, ithe agpgregate outstanding balance of RFC loans amounted
to P456.2 million at the end of 1955. This reflected an overall in-

crease of P15.5 million over the preceding year’s level as shown
below: '

Loans Outstanding of the Rehabilitation Finance Corporation
Classified by Purpose, December 31, 1954-1955

(Amount in thousand pesos)

P % Iner
| amow | e | e

Purpose
) ‘ 1955 | 1954 1955 1954 | Amount | Per cent
........... e e e, 456170 440622 100.0  100.0 15548 3.5
Agricultural .. ..... ... o oL 95,870 86,266 21.0 19.6 9,604 11.1
Industrial.. ... e e e e e 153,306 151,751 33.6 34.4 1,555 1.0
Real Estate.. .- ..ooooveieeeenaean... 180,369 177,395  89.6  40.3 2,974 1.7
Government..i.................. ... 26,625 23,210 5.8 5.7 1415 5.6
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"From the level of P332.2 million at the start of 1955, the re-
sources of the RFC increased to P345.7 million at the end of the
year showing a gain of 4.1 per cent. This increment could be at-
tributed to the rise of P13.2 million in outstanding loans and to
the improvement of P4.0 million in cash position. These were,
however, partly offset by the decline of P3.7 million registered in
other assets. The total net worth amounted to P125.8 million
gaining 2.2 per cent over the previous year's total of P123.1
million.

The lending capacity of the RFC was substantially bolstered
by 15 trust funds under its administration whose resources reached
P215.2 million at the end of the year or a growth of P9.3 million
over the total of last year. To augment further its funds, the RFC
floated bonds, the outstanding balance of which reached $175.9
million at the end of the year. Of this total, P137.2 million were
held by the Central Bank,

2, Postal Savings Bank

An expansion in the facilities of the Postal Savings Bank was
observed during 1955. By. the end of the year, the number of its
branches increased to 1,193 with the opening of 9 new postal sta-
tions. Growth was also noted in its total resources which rose
from P38.9 million in 1954 to P41.1 million at the end of 1955 re-
gistering an increment of ¥2.2 million or 5.7 per cent. Of itg total
resources, P35.5 million were under the administration of the Re-
habilitation Finance Corporation.

During the period, the Postal Savings Bank received an ag-
gregate amount of P21.8 million in savings deposits as against to-
tal withdrawals of P20.8 million. At the end of the year, there
were 411,130 active savings accounts with an outstanding balance
of P34.1 million! ag compared to 356,136 savings accounts with a
total value of P32.5 million! at the end of the previous year.

The funds accumulated by the Postal Savings Bank are being
invested by the Rehabilitation Finance Corporation. Qut of the
Postal Savings Bank funds administered by the Rehabilitation Fi-
nance Corporation, the latter approved 163 real estate loans with
an aggregate amount of P2.0 million during 1955. Compared to
the previous year’s total, this amount showed a drop of P3.3 mil-
lion. This was due to the policy of the Rehabilitation Finance Corpo-
ration of diverting its lending activities from real estate to produc-
tive purposes.

1 Excluding estimated lLaubilities on bpre-war savings deposit accounts pending reconsiruction and
the intcrest earnings from 1945 to 1954.
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The! outstanding balances of investments made by the Reha-
bilitation Finance Corporation for the account of the Postal Sav-
ings Bank are shown in the following table:

7 Funds _o_f the Postal Savings Bank Under the Admmzstratwn

/ ‘of the Rehabilitation Finance Corporatzon
! December 31, 1954- 1955
‘ ' (Amount in thousand pa;os)
! o . : Per-- t I 2
‘ Amount distribution decrease ()
Type .|
1955 1054 1955 [ 1954 Amount | Per cent
Total. . ..ol e 40,407 38,972 " 100.0  100.0 1,435 3.7
Fund on hand. ......... e .. 1,06 63 2.6 0.1 983 1560.3
Loanys on real lestate mortgageﬂ . 27,397 28161 67.8 72.3 -764 - 2.7
Loans to provinces, cities, ete.b...... 1,010 1158 2.5 3.0 -148 -12.8
Loans on toll brxdgeﬂ ............. . 2,040 2161 5.1 5.5 -121 - 5.6
Bond investments........ ........... 2,314 1114 5.7 2.9 . 1,200 107.7
Buckpay certificates on hand. ........ 1,094 1,084 2.7 2.8 10 0.9
- War items adjustment accounts....... 4,560 .-4,185 11.3 10.7 -875 9.0
Other assets............... [ 946 1 046 2.3 2,7. -100 -90.6

& Including rea.l estate loans under litigatfon end morteage receivables.

b Including loans condoned and collectible from the National Government as per Republlc Act No.
839,

.3. Rural Banks

The number of rural banks increased considerably during the
period under review, With the help of vigorous promotional work un-
dertaken by the Central Bank, 12 new rural banks were organized
'bringi'ngf' the total to 40,  The geographical distribution of these

‘banks was as follows: Central LuZon, 14; Southern Luzon, 13;

Northern Luzon, 4; Western Visayas, 4; Eastern Vlsayas, 2;
Eastern Mindanao, 2; and Western Mindanao, 1.

The combined capltal paid-in of these finanecial institutions rose

" by 55.5 per cent reaching P5.6 million at the end of 1955 as com-
- pared to P3.6 million lagt year. 'This increment was attributable to

the additional subscriptions to the capital stock made by private
stockholders -and the Rehabilitation Finance Corporation as well
as the initial capital of the newly opened rural banks. Of the
total capitdal paid-in, P3.0 million or 53.6 per cent represented the
investments of private stockholders ‘while the remaining $2.6 mil-

+ " lion or '46.4 pert cent represented ‘government subscrlptlons made

throug‘h the Riehabilitation Finance Corporation.

During the year, the rural banks granted a total of 16,644 loans
aggregating £6.7 million or an average of ¥403.68 per loan. Com-.
pared to last year, these loans represented an increase of 48.0 per
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;. cent .in number and a corresponding expansion of P2.1. million
or 45.3 per cent in value. Like the Rehabilitation Finance Corporation
and the Agricultural Credit and Cooperative Financing Administra-
tion (ACCFA), the. credit activities: of rural banks were directed
principally towards stimulating agricultural production. Of the ag-
gregate loans granted, 68.3 per cent amounting to. 4.6 million were

. . agricultural loans which showed a rise of 51.9 per cent over those

~.of 1954. Similarly, commercial loans granted registered an inerease
of P0.2 million or 17.2 per cent.

~ Loans outstanding of rural banks stood at P6.5 million at the
end ‘of the year, showing an overall expansion of P2.7 million or
69.8 per cent. Classified by purpose, these year-end balances are
shown in the following comparative table: '

Loans Outstanding of Rural Banks, 1954-1955
(Amount in thousand pesos)

. P t Incr
Purpose Amount distribution deorease (o)

19856 1854 1655 l 1954 Amount | Per cent

) 6,520 3,839 100.0 ' 100.0 2681 ' 69.8
Agricaltural......... ..., 4,200 2608 66.0 68.0 1691 64.8
Industrial................. 90 67 1.4 1.7 23  34.3
Commereial ... ... o0 55 857 8.5 0.3 202 56.6
Others. «oeov e 1,572 807 24.1  21.0 765 04.8

During the year, 9 rural banks were authorized by the Central
Bank to accept savings deposits, thereby increasing to 19 the num-
ber of these institutions exercising this depository function, The
outstanding savings deposits aggregated P714 thousand compared
to P258 thousand at the close of the previous year or an increment
of 182.2 per cent. Liabilities on rediscounted notes also increased
to P906 thousand, a 159.6 per cent rise over the total of P349 thou-
sand in 1954. These rediscounting activities with the Central
Bank and the Philippine National Bank provided a source of sup-
plementary loanable funds.

Moreover, rural banks may be authorized to accept demand
deposits upon compliance with certain basic requirements, So far,
2 banks have been authorized to accept demand deposits namely:
the Bacolod City Rural Bank and the Butuan City Rural Bank,

4. Agricultural Credit and Cooperative Financing Administration
In 19565, the ACCFA, through its effective system of farm fi-
nancing and coopesrative marketing, was able to expand its credit
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" activities by almost three times those of the preceding year. Ninety

additional FACOMAS were organized with a combined capital paid-
in of P1.6 million. This brought the total number of active FA-
COMAS to 319 with an aggregate capital paid-in of .P3.0 million
on December 31, 1955, Total membership of these marketing as-
sociations reached 188,038 farmers in 7,759 barrios of 350 munic-
ipalities | in 42 provinees. The geographical distribution of these

. FACOMAS wags as follows: Central Luzon, 90 or 28.2 per cent;

Northern Luzon, 88 or 27.6 per cent; Western Visayas, 35 or 11.0
per cent; Southern Luzon, 34 or 10.6 per cent; Western Mindanao,
23 or 7.2’ per cent; antern Vlsayas 19 or 6.0 per cent; Bicol re«
gion, 15 or 4.7 per cent; Eastern Mindanao, 12 or 3.8 per cent;
and Mamla 3 or 0.9 per cent.

Throug“h the FACOMAS, the ACCFA granted loans aggregat-
ing P40.5 million, an increase of P24.8 million or 158.0 per cent
over those of 1954. Crop loans ranked first, accounting for P16.5
million 6r 40.7 per cent of total loans granted compared to P8.9.
million extended the previous year. Commodity loans ranked sec-

-ond ‘folljowed by farm dmprovement loans, the former amounting

to P7.7 million and the latter reaching 7.0 million compared to their.
previous-year totals of F1.3 million and P4.3 million, respectively.-
Facility 'loans, which were utilized to finance facilities needed in pro-
duction,: storage processing and marketing of the farmers’ produce,

amounted to P6.8 million. ‘The remammg P25 rnllhon represented

~other types of loans.

The outstanding balances of ‘rhese loans as of December 31,
1955 are shown in the following table:

Loans Outstandmg of the Agricultural Credit aond Cooperative

’ Fmancmg Administration Classified by Purpose .
December 31, 1954-1955

(Amount in thousand pesos)

3 Increas
smowt | Feeme | oo
Type
1955 1954 1955 ‘ 1954 . Amount ;Per cent
Total.. ........ e 43,518 16,510 100.0 -100.0 27,008 163.6
Crop To8mS. v+ oo oo 19,004 9476 43.9  57.4 9618 101.5
" Farm Improvement loans............ 10,913 4,750 25.1 23.8 6,163 129.7
Commodity lo.mﬁ .................... 2,778 531 G.4 3.2 2,247  423.2
Facility loans.. ... .............. ... 8,421 1,753 19.3 10.6 6,668 380.4
" Other loans.. ..o 2,312 - 5.3 — 2312 —
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" The readiness of the ACCFA to purchase all locally produced

V1rg1n1a leaf tobacco created strong incentives for greater produc-
"““tion. This purchasmg‘ program boosted the productlon of the crop

from 2 million kilograms in crop year 1954 to 7.5 million kilo-
grams in crop year 1955. During the 1955 crop year, a total purchase

-of 6.5. million kilograms of leaf tobacce costing P11.2 million was

" made. This stock was later sold to various cigar and cigarette fac-

tories.
. The .Central- Bank lextended fmancml assistance to the ACCFA

" in the amount of P34.0 million durmg the year. This represented
.. -the value of the ACCFA notes and certificates of indebtedness pur-

“chased by the Central Bank through the Rehablhtatlon Fmance
' _Corporatlon and the Philippine National Bank. .

' 5. 'Government Service Insurance System S

The expansion in the volume of business of. the GSIS durmg

the period under. review exceeded those of previousg years. Total

loans granted aggregated P55.0 million of which B46.3 million or
84.1 per cent represented consumption loans. The balance of P8.7
million consisted of direct investments in real estate loans. Of total
consumption credits, £36.1 million were granted in the form of salary
loans, reflecting a sizable rise of P17.5 million or 94.5 per cent
over the total last year. The rest amounting to P10.2 million, were

.extended in the form of policy loans which registered an increment

of 3.0 million.

On December 31, 1955, total outstanding loans of the GSIS
were P66.4 million showing a substantial expansion of P22.0 million
or 49.5 per cent over the previous year. The distribution of these
loans is - shown hereunder:

/t

/6utstandmg Loans of the Government Service Insurance
System, December 31, 1954-1955 :

(Amount in thousand pesos)

P t Increas "

Typs Amount disgi;&ﬁon deg;éggge(z)

1955 1954 1955 i 1954 Amount | Per cent
T 66,377 44,401 100.0 100.0 21,976  49.5
Salary 10amS. - .o ooee e 20052 13,602 43.8  30.6 15450 113.6
Policy 10805« « vvv ... .. TP 17,028 11,683 25.6  26.3 5345  45.7

Real estate loams.................... 20,207 19,116 30.6 43.1 1,181 6.2
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A great :portion of the funds of the GSIS:is under the admin-

'.1strat10n of the Rehabilitation. Finance Corporation. -The following

table shows the status of these funds as of. Deoember 31,. 1955,
clasmfled by type of mvestment

Investments of the GSIS Under the Admtmstration of the RFC

December 31, 1954-1955 - -

(Amount in thousand pesos)

Amount Per cent Increase or

frype . . distribution - decrease (—)
i 1956 ’ . 1954 ~ 1955 | 195¢ | Amount | Per cent
T O 30,303 32,660 100.0 100.0 —2,366 1.2
Loans on real estate mortgagesa ..... 28433 29554 93.8  90.5 -1,121 -3.8

Loans to provinces, cities and munici- " o

palities® ...... .. ...l - 757 816 2.5 2.5 =59 7.2
Bond investments. ... ... .. ... .. Lo— 1,260 — 3.8 -1260 —
Backpay certiﬁc‘&tes .................. 1,113 1,039 3.7 3.2 74 7.1

A Includ'ng real estatc loans under litigation and mortgaege recejvables,

b Including loans ' condoned and collectible from the National Government under Republic Aet No.
839 and loans granted for the construction and repair of teoll bridges.

‘6. Mutual Building and Loan Associations

The combined resources of the 7 building and loan associations
in operaﬁion amounted to P11.5 million at the close of the year.
Compared to the 1954 year-end level, this amount registered an
increage of P0.6 million or 5.4 per cent. This increment which was
largely atcounﬁed for by real estate mortgages was partly offset
by the ne}t decrease recorded in the other assets.

Outstanding loans aggregated 8.4 million at the end of 1955.
About 92.3 per cent were secured by real estate, 6.6 per cent by
the pledge of shares of stock, and the balance represented unsecured
loans,

The combined net worth of these institutions totalled P8.3
million at the end of 1955, or 10.8 per cent over the preceding
year’s figure of P7.5 million. Of the total, P8.0 million or 96.6 per
cent represented the capital paid-in which showed a rise of P0.9
million. This improvement was brought about by the accumulation
of periodic payments on subscribed shares of stocks.

The consolidated financial condition of these associations can

be gleaned from the following table:
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_.G(’)’i;ibined Statement of Condition of Mutual Building and
Loan Associations, December 31, 1954-1955

~ (Amount in thousand pesos)

: —
_ | Amount distribution decrense ()
Item ’
1955 - 1954 1955 ) 1954 | Amount ‘ Per cent
Total Assets......... SRS Lo .0 11530 10,936 100.0 100.0 594 5.4
Total Liabilities. ... ...... S 3264 3474 28.3 818 210 -6.0
Total Net Worth...................... 8,266 7,462 71.7 68.2 804 10.8

7. Pawnshops

During the perlod under review, 6 new pawnshops opened for
business to meet the increasing demand for consumption credits.
“This brought the total num’ber of ‘pawnshops " actively operatmg
i Manila to 42.

- Loans granted by these institutions amounted to ?20 6 million
registering an increment of 10.9 per cent over the previous year’s
figure of P18.6 million. The number of loans extended likewise

' showed a growth of 11.3 per cent, rising from 507,641 in 1954 to
564,693 the succeeding year, These showed an average value of
P36.44 per loan. The dlstrlbutlon ‘of these loans aocordmg to size
is shown hereunder: L : S

" Number and Amount of Loans Granted by 'Pawnshops._'
Classified _by Size, 1954-1955

(Amount in million pesos)

Number Amount dIncl'B“e or
Size of loans i ecrense (—)
1955 ‘ 1954 1955 | 1954 Number ‘ Amount
Total, o oo e 564,693 507,541 20.58 18.55 57,152 2.03
F100 and below.. . ... e 517,044 469,220 10. 16 9.22 48,715 0.94
F101 to P5H0O0...........¢couiennann, 44 539 36,145 7.08 6.04 8,304 1.04
Above F500............ U, 2,210 2,167 3.34 3.29 43 0.05

Outstanding -loans -of these institutions amounted to P8.1 mil~

. lion on December 31, 1955. Of this total, 82.6 per cent or P6.7 mil-

lion were unmatured pledges 13.6 per cent or Pl.l million were

. pledges less than three months past due and 3.8 per cent or PO. 3

: . million were pledges more than three months past due as pre sented
in the table below:
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‘Niimber and Amount of Loans Outstandmg of Pawnshops
: December 31, 1954-1955

| (Amount in million pesos)

Increase or °

Number Amc;\.mt ’ decroase (—)
Ttem

1955 | 1954 1955 1 1954 Number | Amount
Total. e oo e 160,761 145.029 8.14 7.49 15732 0.65
Unmatured loans.. ... .............. 128,054 108,665 6.72 4.95 19,389 1.77

Loans not more than 3 months past :
due. ...l e 26,331 28303 1.11 2.04 2062 -0.93
Loans more than 3 months past due.. 6,376 7,971 0.31 ~1,505 -0.19

0.50

E.

INVESTMENTS OF NEWLY REGISTERED FIRMS

A deélirme was observed in the number and value of capital in-
vestments of new business organizations that registered in 1955
with the 'Securities and Exchange Commission and the Bureau of

Commerge.!

tered c:c_irpow:ttions,'2 partnerships,

and

single

The combined capital paid-in of 6,016 newly regis-
proprietorships

amounting to P110.8 million showed a contraction of 28.2 per cent
"when compared to the total of P154.2 million initial investment of

. 7,961 firms during the previous year,

The biggest decrease was

reflected in the investments of single proprietorships, which dropped

from P99.5 million to $65.5 million.

The capital investment of part-
nerships also slumped from P30.7 million to P20.3 million.

How-

ever, the capital investment of corporations registered an increment
of P1.0 mllhon or 4.3 per cent thereby slightly offsetting the gross

decline,

The following comparative table éhows the capital paid-in of

these new firms:

Gapztal Investments of Newly Registered Firms Classified
s by Type of Organization, 1954-1955

(Amount in thousand pesos)

Capital paid-in

Type of Number

. Amount
organization . men

Per cent
distribution

Increase or
decrease (—)

1855 1954 1955 1954

1955 1954

Amount | Per cent

Total ... ....... T, 6,016 7,961 110,762 154,167

]00 0

100.0

—43,405 -28,2

657
505

605
681

Corporation. .
Partnershbi
Single

24,044
20,307

65,511

23,910
30,729

528

4,854 6,675 99

15.5
19.9

64.6

22,5
18.3

59.2

1,034
10,422

—34,017

4.3
~33.9

-34.2

1 This should not be taken {o represent necessarily the trend of total investment in the econcey

in the national income concept.
% Including cooperatives.
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PAID-IN CAPITAL OF NEWLY REGISTERED CORPORATIONS, PARTNERSHIPS
AND SINGLE PROPRIETORS?’IIPS

(wLion sesos)

1
R -

_ QEPARTMENT OF £
= CENTRAL  GAwM ﬂf WE PRI IPE AT

e BESEARCH
- ——

An improvement in favor of Filipinos was observed in the
nationality pattern of new capital investinents in 1955. Of the
total capital paid-in, 69.4 per cent represented investments of Fi-
lipino citizens and the remaining 30.6 per cent constituted those
-of foreigners as against the previous year’s 63.5 and 36.5 per cent,
‘respectively. The distribution of capital investments by nation.
ality is presented hereunder: :

,_»C'i'z-pital Investments of Newly. Registered Firms Classified
' by Nationality of Investors, 1954-1955

(Amount in thousand pesos)

Capital Paid-in Per cent distribution | Change in

Nationality Per_eent
1955 ' 1954 1955 1954 distribution

Total.. ... 110,762 154,167 100.0 100.0

Fih:pinos .......................... 76,892 07.884 69.4 63.5 +5.9
hinese... ... ... .. ... ... ... ..., 29,529 49,083 26.7 31.9 - 5.2
Americans ... ... oL 2,003 2,371 1.8 1.5 +0.3
Others... ... ... 2,338 4,829 2.1 3.1 - 1.0
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e s of PAB.2 million or°A%.5 pér tent of the total eapital-

paid-in wag employed to finanee the commercial activities of firms
and individuals that were engaged In the wholesale and retail trade.
Investments in ‘manufa.cturmg enterpnses aggregated P33 9 mﬂ-
lion or 30.6 per cent.

-~ An appremable rise .of P1.7 million or 144.9 per cent in agri-

o c'ultural investments was observed durmg 1955. Similarly, lnvest-:
" ments in banks and other financial institutions registered ‘g sub-
stantial gain of P2.8 m:lhon or 944 per cent as shown-in the fol-

lowmg table.

L

Capztal Investments o_f Néwly Reglstered Ftrms Classtﬁed
by Kmd of Industry, 1954 1955 -

s

I ——
‘ i

J
i

I

(Amount m thouss.nd pesos) o

. ! ! ‘Capital Paid-in
weE e Number ' ]
mnd or. industry B Amougt. de;::n:\mgn 'df:l:x?::::e(f) L
T o - 195§ I 1954 | 1958 J 1954 L1966 | . 1954 | Amount (Per cent
Total. . .. ... .. - 6,016 961 110,762 15’4,167 " 10000 00.0° —43 405"~ -98.2
Agricilture. .....0.. . . 47, 7. 327 28511164 2.6 0.8 1687 144.9
Forestry, thetock and LN
fishing.......... S 75 67" 2,662 4,705 2.4 3.1 -2043 -43.2
Metal mining.. .. 23 42 3656 1,044 0.3 0.7 -679 -65.0
Non-metallig ml-nmgv o Az ey oo - B0 oo 130 et e =80 =615
anufacturing. .. ... 1,339 1734 T83857 7 38566 80.6  25.0 —4,700 -12.2
Construction.......... 57 a7 1,582 1,186 1.4 0.8 396 33.3
Electricity, . gas and o : T . R . .
water. ........q.. .. : 11 12 507 290 - 0.5 0.2 217 748
Wholesale and retaxl o !
~trade . ... ... Ll 3,790 5, 392 48, 164 82,553 43.5 53.5 -34 389 ——41. 7
Banks and other ﬁnan— : . -
cial msl?ltut;lons .. 48 ' 28 5, 600 ‘7 9‘77‘ 5.2 "1 0 2 763 " 94.4
Insurance-:. .. 5. . o0 - 23 22 - 633 7 2 053 - - 0.6 13 Hl 420 --+-69.2
Real estate. ... .. - 64 41 5224 8451 4.7 5.5 -3227 - -38.2
Transportation and . o
SHOTAZE .o v oo e e ver s 123 113 3,468 - 4456 - 3.1 "~ 2/9° -—988' -92.2
Commercial and busi-
ness gervices.. .. .. .. 177 165 1,891 1,722 1.7 1.1 169 9.8
Recrcation and peraonal - ] ) . . .
A U 232 245 © 3818 ' 4920° 3.4 §2 -L102 -22.4
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CHAPTER VII

GOVERNMENT FINANCE

A. FISCAL POLICY AND ECONOMIC PLANNING

" the performance budget in twelve selected government bureaus and

1. Resumé of Fiscal Policy _
a. Summary of Developments

/ The year 1955 was noteworthy for several maJor innovations m- -

troduced by way of fiscal policies and measures. The adoption of

the prosecution of developmental projects authorized under Republic

Act 1000 were steps designed to render more efficient government

service and make full use of the fiscal machinery of the government
to support the industrialization-program. The fiscal characteristic
of the period was boldness accompanied by monetary stability. The
Central Bank has persistently advocated the maintenance of thls sta-

bility as a concomitant of development,/ —

The result of the adoption of the performance budget in the twelve
government bureaus was highly satisfactory. Except for-the Bureau
of Civil Service, scheduled projects were undertaken and accomplished

" on time. ‘The evaluation of work progress has. been made more

accurate and the rendering of reports more up-to-date and effective
under this system. :

Vs Durlng the fiscal year, periodic checkups by the Budget Com-
mission on expenditures and their relation to incoming revenues kept

- disbursements within safe bounds: - This brought the: mag‘mtude of

the deficit, including that of the General Fund, below the antici-
pated amount. Strict adherence to Republic Act No, 992, which
requires that “the ordinary ‘income shall be used primarily to provide

.. for the current operation of the government”, relieved the General
- Fund of the neecessity for providing capital outlays which would have
';aggravated its deficit of P58.11 mllhon mcurred this- year. i

‘Tt is worthy of note that between ‘and among the different

"ofﬁces concerned with ﬁsoal matters of the government cloger work-
© ing ties have been establlshed The need for concerted effort was

dictated not only by the arrival of the International Monetary Fund

~ consultation team but even more by the desire to step up.economic

developrnent Wlthout generatmg an inflationary spiral. To carry out
the provisions of various congresmonal measures, a well-integrated
program Wwas laid out to insure ‘continuous and more frequent consul~

: "'ftatlons among government agencies,

At the end. of 1955 the Premdent of the Ph1hppmes in mder

o to 1mprove the ex1st1ng tax laws- of the country, created-a Tax Ad-

visory Board with the Secretary of. Fmance as Chairman, The Board

[ 93]



was specifically set up to recommend immediate reforms in the tax
purden, correct inequalities and revise antiquated tax laws, make the
tax collectlng machinery more efficient. and. effective, prevent tax
evasion and insure adequate revenues to finance expanding essential
services and public improvements, Shortly after its creation, the
Board held several meetings and submitted a report to the Presldent,
who favorably recommended it to Congrese for proper actlon '

7 b. The Central Bank as Fl‘;cal .Advrsor :

~ The monetary and fiscal pohc1es pursued durlng the period were
‘ihtended prlmarﬂy ‘to stlmulate economic activity. The declining
“prices observed during the latter half of 1954 and which persisted up
“ to the first half of 1955 afforded the government an opportunity
to step: up - -its development ‘program, especially “‘social overhead”
projects.” With tax revenues falling short of the desired amount neces-
“gary to ﬁnance its developmental and budgetary expenditures, the
-‘ 'government resorted to borrowing through bond issues and a budget-
- "ary loan 'from the Central Bank. Monetary and cradit policies
i gupported -such government finarcing. The Central Bank, in order
to help the private sector of the economy, continued the reduced re-

discount rate of 1-1/2 per cent and liberalized c'ontrols for prlvate
- financing: ‘

The Central Bank has actively assisted in integrating policies and

achieving; coordination and cooperation with other government offices

~in an effort to avoid inconsistencies in executing and nnplementmg
. the over-all government program,

_ 2. _Expendxtures for Economic Devélopment

- The acceleration of our economic development has been made one
of the major national objectives in the President’s State of the
Nation Message. National Government expenditures for. economic
development have increased tremendously since the early postwar
yvears. In fiscal year 1948-1949 the economic development expendi-
: t_ures of the National Government amounted to P84.0 million, account-
ing for about 18.6 per cent of the over-all expenditures. This grew
to P267.7 million in 1953- 1954, representing one-third of total na-
tional government expendltures for. that year. For the last fiscal
year, however the amount dipped to P202.5 million. Curtailment in
the deveIOpment of commerce by P21.4 million, plant industry by
'P30.7 million, PHILCUSA Counterpart Fund expenditures by P13.3
million, total investments by P5.2 million, and postal and communica-
tion service by PL.1 million were the main factors responsible for
decreased development expenditures for fiscal year 1954-1955. These
were offset in part by the increment in the development expenditures
for conservation and development of natural resources, P4.2 million;
geological, economic and scientific investigation, P1. 4 million; and
development of animal industry and mineral resources, F0.9 million

and PO. 1 million, respectively.
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The. contraction of economic. development expenditures in both
. the Special and Bond Funds, more than offset the increase in General
Fund expenditures.

The following table shows the magmtude of development ex-
pendl_‘_c’g_rﬂs -of the National Government for the last few years.

L

/ Econom:c Development Expendztures of the National
Government*, Fiscal Years, 1949 1955 '

(Million . pec,os)

. ! Ratio of
Economic Development Expenditures - Total Expeh- | oo e
Fiscal Year - diture of Development
(General’ Special . Bond G- N . the N’i.xtional Expenditures
Fuma |- _gu_nlccit : ng?a " Total *. | Governmentl | "y "y oo
1949.......... - 47.55 -~ . - 3172 - 4.74 o B4.01 - 451,92 18.6
1950. ......... . 45.63 48.49° 70.53 . 164,65 . Hb8.13 . 29.5
1951, ... ... 34.76 . 41.24 47.45  123.45  530.97 © 231
1852 ... ... 64. 90 54.01 48 84 167.80 654.72 25.6
1953, ......... 69.63 70.52 ° - '710.85 - "151.00 654. 67 23.1
1954, ......... 93.77 - 150. 38 23.556 - 267.70 - 811.07 - 33.0
1955, ......... - 102.58 86.22 © o 13.67 202. 47 785.77 25.8

Bourcw: General Auditing Office.

2 Exclusive of economic development expcnditures of government corporations,

'EXPENDITURES OF THE NATIONAL GOVERNMENT CLASSIFIED BY PURPOSE

GENERAL, SPECIAL AND BOND FUNDS
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When expenditures of government corporations for development
are taken into account, the aggregate amount for fiscal year 1955
reaches $330.9 million, The corresponding estimate for 1956 amounts
to PATT. 5 million and the proposed expeditures for 1957 would involve
a total of P640.9 million.!

The Central Bank assisted the program of stepping up eco-
nomic development. It supported the continued issuance of bonds
provided for under Republic Act 1000 and the requests for funds of
other public corporations under authority of different congressional
measures. During fiscal year. 1955, the Central Bank expressed the

- opinion that the issuance of P100 million worth of bonds during a six-

month period for the entire year was not inflationary, In view

" “thereof, 'bond issues under Republic Act 1000 for the entire year

amounted to P78.08 million, of which P0.50 million were subsequently
retired. ' The expenditures that were actually released into' the
economy out of these bond issues amounted to P61.95 million. In
addition; various government corporations went into public borrow-
ing through the issuance of securities., They were: Rehabilitation

- Finance Corporation, P16.29 million; National Power Corporation,
$£18.40 million, Metropolitan Water District (later changed to Nation-

al Waterworks and Sewerage Authority), $2.00 million; and ACCFA
(Notes and Certificates of Indebtedness), P32.00 million. Of these,

-P6T.09 million were actually:spent- durlng the fiscal year. The net.gov-:

ernment ‘securities issued during. the period amounted to $146.27 mil-
lion, of which P123.04 million went into the income stream. Most of
the projects which were undertaken durmg the period were con-
sidered hlgh priority in terms of relative contribution to economic

. progress and some were deemed necessary to create a climate favor-
able to more rapid growth. :

The magmtude and tlmehness of the fund releases coming from
publlc borrowmg were under continuous study and careful v1g11ance
by the Central Bank. Whlle fiscal year 1955 was an economically
propitious period for greater expenditures, the Central Bank acted
with watchfulness, realizing the susceptibility of the economy not
only to internal inflationary expenditures but also to external factors.
Periodic warning signals were brought to the attention of the Gov-
ernment when trends started to reverse themselves as ‘the expend-
itures’ coming from the bond issues began to be felt. During the
latter part of 1955 (fiscal year 1956), the Central Bank.undertook

call re.quests for bond issue on a case-to-cagse bhasis to enable-itself to

promulgate counter meagures and curtail expenditures should the
danger - symptoms grow beyond manageable proportions.

f

~.1.Comparshle Higures for. earlier .¥esrs.are not avallable.

[ 96 ]



B.  RESULTS OF FISCAL OPERATIONS .
*'1. Resumé of Fiscal Operations: ' - _ :
The fiscal year 1955 was characterized by a marked improvement
in revenue collections and by increased vigilance in the expenditure
of government funds, Due to more safeguard instituted on both the
revenues and expenditures of government operations, the over-all de-
ficit was held to the amount of P64.46 million on June 30, 1955. The
 actual deficit was little over half the anticipated amount of P113.00
" million for the year. The General Fund and the Bond Fund mcurred
deficits of P58.11 million and P16.70 million, respectlvely, Whlle the
Special Fund registered a surplus of P10. 36 rmllmn

While total National Government revenue mcreased by P50.42
million, expenditures contracted by P25.30 million. These factors
- -brought down the deficit to a little less than half of that incurred
the preceding year. Accretions were made in tax reeeipts-a‘nd' other
“earnings. On the other hand, expenditures for economic development
‘and' the maintenance of law and order decreased during- the period,
more than offsetting the increase in administration, education, and
social welfare,

Exclusive of borrowing, the operations of the National Govern-
ment resulted in a:cash deficit of P97.61 million. This was met
by the budgetary loan from the Central Bank of P60.00 million
and .the proceeds- from -the sale of Public Works-and Economic
Development‘ bonds of .P78.08 million. These borrowings resulted in

" a"net increase of P40.47 million in the cash balance of the National
Government. The cash resources ‘of the General Fund experienced a
detenoratmn, while those of thé Bond and Special Funds 1mproved h

While an accounting budgetary deficit was shOWn the over-all
" cash position of the government, as reflected by unaudlted cash
balances, improved by P63.24 million durmg the calendar year-.
This discrepancy is due to the Jag in the actual cash disbursements
of authorized appropriations. For accounting purposes, funds once
authorized for certain projects, even if still unreleased, are recorded
as expenditures. While the government cash bal.mces declined from
P231.98 million on June 30, 1955 to P181.72 million on December 31,
1955, the year-end level was still comfortably high compared with
the level of P118.48 million on December 31, 1954.

With developmental projects gaining greater. momentum after
June 30, 1955, the public debt. increased to P1,326.66 million as of
December 31, 1955. The budgetary debt accounted for a declining
portion of the increasing total debt. Installment and. interest pay-
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ments of all outstanding debts were paid promptly on due dates.
Settlement of backpay obligations to pre-war government employees
amounted to P31.04 million and payment of principal on forelgn debts
aggregated P12.86 million.

The promotlon of tax consciousness remains a problem but the
increase in revenue collections gives hope for improvement. The
present tax burden is still relatively low. A more equitable dis-
tribution of tax burdens and the imposition of new faxes on sectors
not bearlng their fair share of the load are still feagible and may
bring results more conducive to economic progress in a framework
of monetary ‘stability. '

2. Operations of the National Government
a. Summary of Operations

During fiscal year 1955, the National Government 1ncurred an
over-all deficit of P64.5 million as total expenditures of P785.8 million
exceeded revenues aggregatmg’ £721.3 million, The previous year’s
deficit was P140.2 million. The consolidated stdbements for these
two ﬁscal years compare as followsr

o General Special and Bond Funds
‘Fu'cal Years Ending June 30, 1954 agnd 1955

(Million pesos)

1958 1954

Item )
P t P ¢
Amotnt | ourion | AMOURE | hution

REVENUE. . v 721.3  100.0  670.9  100.0
Revenue from taxation... ...l 623.8 86.5 596.9 82.0
Incidental revenue, earnings and other credits. . 93.8 13.0 66.7 9.9
Repayment, of adVAneES.. - .. ooru e 3.4 0.5 5.2 0.8
Extraordinary income. ... ......i.oiaiiiiioon. — — 2.0 0.3
Trapsfers. . ... e el S e . 0.3 - - — 0.1 —
EXPENDITURES. ......ooveriininnnn ... L. 785.8°  100.0  8l11.1 100.0
EAUCBtON « + ++ v e eeeeee e 211.6 26.9  194.0 23.9
Economic development ....................... 202.5 25.8 267.7 33.0
Defense and mamtenance of law and order...... 158.6 20,2 175.4 "21.6
ATQIRISErQtion . -+ oo e ee i 89.6 11.4 69.0 8.5
Social WelfBIe! v v ot i 70.2 8.9 52.2 - 6.4
Public debt.. oo vvvn o n i e 53.1 6.8 51.7 6.4
Aids and transfers........ ... .. ... .o ann. 0.2 —_ 1.1 0.1

SURPLUS OR (DEFICIT)........ P . (64.5) (140.2)
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Accounting for 86.5 per cent of aggregate revenues, taxation
improved by P26.9 million for a new post-war high of P623.8 mil-
lion. Percentage-wise, however, the share of taxes in total revenues
dropped by 2.5 per cent. ‘

Import duties, license and business taxes, income tax, and in-
heritance taxes accounted for 84 per cent of the total improvement
in revenues. Big advances were noted in income tax collection
(P19.42 million), license and business taxes (P11.67 million), im-
port duties((P9.52 million), inheritance taxes (P1.78 million). Some
slight gaing were observed in other taxes but these were offset by
decreased yields in other sources of tax revenue, notably in excise
taxes which dropped by P20.45 million. This drop in excise taxes
was due in part to tightened exchange policy.

The improvement in other recurrent sources of revenue served
to strengthen the revenue position. Representing 13 per cent of
total ordinary revenues, incidental revenue and earnings and other
credits went up by P27.05 million to P93.8 million for 1955, the
third best year since 1949, The expansion was augmented by the
increase in prior-year credits (P26.28 million), contributions from
the National Government (P1.54 million), and interest on investment
and securities (P0.50 million)., However, decreases in operating
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i
income of commercial and industrial units, income incidental to
functional activities and inventory adjustments tended to counter-
act the notable increases observed in other sources.
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Ab‘so.rbing a total of P202.47 million for fiscal year 1955, eco-
nomic development expenditures were incurred mainly for the pro-
secution of various self-liquidating projects. With the recessionary
tendency observed in the economy during the period, a bigger sum
for economic development than otherwise would have been permis-
sible was released without fear of inflationary pressure. How-
ever, developmental outlays decreased by P65.23 million compared
to a year ago. Responsible for the decreases were curtailed ex-
penditures for the development of commerce, £21.36 million; plant
Industry, P30.75 million; and investments, F5.16 million.

Spending for education amounted to P211.57 million, an in-
crement of P17.54 million over the previous year’s total. Ilmprove~
ments for classrooms and salary adjustments took up the greater
portion of the expenditures. With greater improvement in peace
and order conditions, it was possible to cut allotments for the main-
tenance of law and order to P158.61 million, down by $16.81 mil-
lion from the previous year’s level.
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The bigger outlay for social welfare arose out of the desire
to extend social welfare benefits to the rural areas. Pensiong and
gratuities gained P5.68 million over the previous year’s total. Im-
provementg in public health and sanitation, particularly in rural
areas, accounted for a P13.48 million increase.

To provide for the expanded services of the government to
meet the essential needs of a growing population, outlays for gen-
eral adminigtration registered a P20.62 million increase to reach
P89.61 million for the year. Likewise, expenditures to service the
public debt advanced by P1.48 million to B53.12 million as interest
and installment payments were paid on their due dates.

bh. General Fund

Budgetary operations of the government resulted in a deficit
of P58.11 million in the General Fund. Total general fund revenues
amounted to P607.35 million, while expenditures reached P665.46
million. The net increase in total revenues (P36.70 million) did
not match the growth in aggregate expenditures (P54.75 million).

The table that follows shows the comparative magnitude of
receipts and expenditures for fiscal years 1954 and 1955. Net
tax receipts improved by P20.19 million, from P526.78 million in
1954 to P546.97 million in 1955. Increases in license and business
tax (P10.30 million), import duties (P9.52 million), and income tax
(P19.43 million) more than offset the decrease in excise tax of
P11.68 million. Earnings and other credits increased by P16.73
million to P53.89 million in 1955; the greater part of the increment
oceurred in prior-year credits. However, inter-fund transfers suf-
fered a reduction of BP2.41 million at the end of the fiscal period.

Relative shifts in percentage shares occurred on the expendi-
ture side. The proportion of outlays for defense and maintenance
of law and order decreased from 26.4 per cent to 22.6 per cent of
total expenditures for 1954 and 1955, respectively, or a decline of
P10.58 million. Ixpenditures for education improved by 8.9 per
cent, accounting for almost one-third of the aggregate expenditures
in the General Fund. Social welfare expenditures increased by 33.5
per cent to share in 10.3 per cent of general fund expenditures.
Percentage-wise, the share of economic development in total expen-
ditures remained the same although its magnitude increased by as
much as 9 per cent. The latter was mostly accounted for by in-
creased allotments to the development of commerce (43 per cent),
to the conservation and development of matural resources (60 per
cent), and to investments (664 per cent).
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Sta{g.ﬁéht of Revenue and Expenditures of the National
/G(wernment General Fund Fiscal Years, 1954 and 1955

(Million pesos)

N L : I -

Iter 1855 1954 d;‘;‘;%ﬂsi@ (ﬁ)

TOTAL REVENUE...........oooie e, 607.35 570. 66 36. 69
Net £aY TeciPts - .. oueeeetee 546.97 526.78 20.19
Incidental revenue............. ... . ... ... ...... 3.44 2.38 1.06
Harnings and other credits. ... ... ... .......... 53.39 36. 66 16.73
Repayment of advanees.......................... 3.17 2.04 1.13
Inter-fund transfers.. ....... ... ... ... .o .. 0.38 2.79 - 2.41
TOTAL EXPENDITURES. ... ... 665. 46 G10.72 54.74
Education. . ..o e 202. 48 186.00 16.48

. Defense and) maintensnce of law and order........ 150.71 161.29 -10.58
FEconomic development. .. .....oooovvrvnvnennonn... 102. 58 03.78 3.80
Bocial wellare ... ..o L 68.87 h1.58 17.29
Administration .. .. ..o 80.57 61.28 19.29
Public debt .. ... . 52.72 51.64r 1.08
Aids and transfers.......... ... ... ... . e 7.53 5.15 2.38
SURPLUS OR DEFICIT () .ovvvvr . -58.11 —40.06 ~18_05

SotrrcE oF Bagic Data: General Auditing Office.

Faced with another P58.11 million general fund budgetary de-
ficit, the National Government resorted to loans and borrowings
to finance its operations. For fiscal year 1955, the National Gov-
ernment on June 29, 1955 obtained a P60 million budgetary loan
from the Central Bank which was subsequently converted to
Treasury notes.

The greater adherence to the application of the principle of
balance to the operations of the General Fund, i.e., charging the fund
‘with those expenditures strictly covering the esgential minimum serv-
ices of government, should be pointed out. The General Fund was
thus relieved of capital expenditure items which could be shifted
“to other funds authorized under different congressional acts, the
financing of which could be undertaken through borrowings, hond is-
sues and/or taxation. At the same time, certain safeguards were in-
stltuted to insure the wise and JlldlClOLl"-‘a use of the national credit
by giving priority only to income-producing projects giving direct re-
imbursable returns.

c Special Funds

A sgignificant aspect of the operation of the Special Funds is
the notable decrease of expenditures earmarked for economic dev-
elopment. From P150.38 million last year, there was a sudden de-
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crease to P86.21 million, a marked drop of ¥64.17 million. Contracted
expenditures coupled with additional yields in earnings and other
credits resulted in a surplus of P10.36 million for fisc