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x SOURCES AND SYMBOLS 

Sources. Statistics are derived from government bureaus and offices, financial 
institutions and private firms, through direct communication with the entities 
concerned, from published statistical reports and bulletins and from the different 
departments of the Central Bank. 

Definitions. The series are defined in general and specific terms in the "Notes 
on the Series Used" of the Statistical Bulletin, Volume I1 of the Annual Report. 
Changes made in each table are also explained briefly, including clarifications on 
the elimination of certain footnotes under the old tables. 

Symbols. The following symbols are used to  convey the information in each 
case. 

Symbol Information 

Data not available 
Data not applicable or appropriate 
Nil or zero 
Data too small to  be expressed 
(Set up as a superior index) Preliminary 
(Set up as a superior index) Revised 
(Set up as a superior index) Estimate 
Not elsewhere classified 

Rounding of figures. Any slight discrepancy that may be noticed between the 
sum of the constituent items and the total shown in some tablesmay be attributed 
to the rounding of numbers. 







OVERVIEW 3 

The extraordinary events early in the year brought about the installation of a 
new government whose efforts to accelerate economic recovery resulted in a posi- 
tive growth rate in GNP under conditions of relative price stability particularly 
during the lattet part of the year. Despite a series of incidents suggesting attempts 
of certain groups to destabilize the new government, indications of an economic 
turnaround became evident beginning the third quarter of 1986 and became pro- 
nounced during the fourth quarter as the stability of domestic prices; interest 
rates and the exchange rate continued to provide an environment conducive to 
investment and growth. 

The balance of payments yielded a significant surplus owing to tge marked 
improvement in the current account arising from an expansion in earnings from 
exports of goods and seryices and a reduction in imports and service payments, 
aided no doubt by the sharp fall in oil prices and international interest rates. Due 
to amortizations on loans from multilateral financial institutions and the substan- 
tial decline in the amount of rescheduled medium- and long-term debt, however, 
the net inflow of non-monetary capital contracted sharply even as direct invest- 
ments and the short-term capital account recorded considerable improvement. 
Nonetheless, the country's international reserve reached a comfortable level of 
$2.5 billion, which in turn helped sustain the stability of the peso-dollar exchange 
rate. 

Meanwhile, the deflationary trend in domestic prices continued at a reduced 
I 

pace as the productive sectors started to  respond favorably to  economic policies 
aimed at stimulating the economy and enhancing productivity and efficiency. I 

Preliminary estimates of national income accounts indicated a positive growth in 
aggregate output of 1.5 percent following two consecutive years of economic 4 
contraction. Responding to the immediate need to achieve economic recovery in 
the short-term and sustained growth over the long run, the economic program of 
the new administration adopted four broad principles and underlying strategies, 
namely: 1) the substantial reduction in the extent of government intervention in 
the economy; 2) the reestablishment of competitive markets; 3) renewed emphasis 
on rural development and on the equitable sharing of the fruits of sustained r e  I 

covery; and 4) a more competitive and outward-looking economy through trade 4 

liberalization and flexible exchange rate policies. 
- In support of efforts to stimulate investment and productive activities, the 

thyst  towards market orientation, deregulation and privatization was pursued 
more resolutely in monetary policy. A more relaxed monetary policy for the rest 

i 
of the year was made possible with the relative stability of the exchange rate and 
the declining trend in domestic price movements beginning the second half of 
the period. 

Monetary policy was eased by such measures as a further reduction in the re- 
serve requirement by one percentage point in May and another in August on 
short-term bank deposit liabilities and by one percentage point in November on 
long-term deposit liabilities. Moreover, the rediscount rate was reduced to 10.0 I 

percent in December 1986 from 12.75 percent at end-1985. The policy of re- I 

deeming CB Bills on maturity dates was also adopted in October when the auction 
method for Treasury BiIl flotations was reintroduced. 

The changes in monetary policy _which increased the availability of credit at 
I 

lower interest rates, also sewed to reduce banks' intermediation costs and lower 
lending rates. With the containment of inflation, real interest rates remained posi- I 

tive although nominal yields on traditional savings and time deposits as well as ~ 
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on promissory issues of banks (MRR) dropped by as much as 2 to 8 percentage 
points, while nominal rates on secured loans fell to 17.4 percent in 1986 from 
28.2 percent in 1985. With the relaxation of monetary policy, banks maintained 
relatively more liquid positions in 1986 as demand remained sluggish. 

In the external sector, external debt management remained supportive of ef- 
forts to maintain the viability of the country's external payments position through 
the negotiation of multi-year debt restructuring based on longer gracehepayment 
periods and lower interest spreads as well as through the infusion of fresh credits. 
Negotiations with the International Monetary Fund were completed in July 1986 
on the 1986-88 economic program which was subsequently approved by the IMF 
Executive Board in October 1986. Involving IMF drawings of SDR 198.0 million 
over an 18-month period starting November 1986 arid SDR 224.0 million under 
the Compensatory Financing Facility (CFF), an initial drawdown of $275.0 mil- 
lion representing the full amount of the CFF and the first tranche of the standby 
credit was released towards the end of October. Furthermore, the country ob- 
tained in December the third and final drawdown on the New Money Facility 
from foreign commercial banks. Along with other incentives to encourage invest- 
ments, the debt-to-equity conversion program was introduced by the monetary 
authorities in August 1986 to channel the country's external debt into invest- 
ments and to help ease the debt burden. 

' To improve efficiency and productivity and enhance the country's interna- 
tional competitiveness, the abolition of controls over imported items was further 
implemented. Under the import liberalization program which sought to  ensure 
the availability of essential capital goods and raw materials for local business and 
to minimize, if not remove the excessive protection accorded local industries that 
had tended to subsidize inefficiency, restrictions on a total of 936 out of the 
1,232 items scheduled for liberalization in different stages beginning 1986 were 
phased out by the end of the year. Liberalization of the remaining items will be 
pursued in 1987 until April 1988. 

A privatization program intended to reduce the scope and size of government 
in economic activity was undertaken during the year with the approval of a divest- 
ment program for state-owned government corporations and the institution of 
reforms in government financial institutions through the adoption of revised 
charters and the installation of new management with substantial private sector 
participation in two major government banks. The sale of 40 percent equity of 
a government-acquired commercial bank to the private sector has been concluded 
while negotiations for the sale of two more government banks are currently under 
way. . > C .  I \. The National Government, for its p g ,  intensified pump-priming operations 
through higher expenditure levels towa s the latter part of the year. This result- 
ed in a higher budgetary deficit of P2 ds .1 billion in 1986, more than double that 
incurred in 1985. Approximately half or P15.2 billion df the deficit was incurred 
in the fourth quarter following accelerat~d reieises of funds to the government's 
emergency employment program whidh has implemented in July 1986 to generate 
livelihood opportunities and to  create off-farm employment in the rural areas. 
On the revenue side, a comprehensive t a x  reform program was approved to 
strengthen the elasticity of the tax structure through such measures as the provi- 
sion of higher tax exemptions for low income earners, simplification of the tax 
structure, increases in taxes on non-essential items, abolition of export tjures a- 
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cept on logs, removal of tax and duty exemptions and the granting of tax amnesty 
in the second half of 1986. 

The implementation of these vital policy measures, the institution of democra- 
tic reforms and the infusion of incremental inputs to recovery by way of external 
financial assistance resuited in improvements essential to the achievement of na- 
tional goals. 



6 MAIN DEVELOPMENTS 

INTERNATIONAL Significant progress was achieved in the external sector in 1986 as reflected in 
SECTOR the substantial build-up of the country's gross international reserves, the relative- 

ly stable exchange rate of the peso and the considerable improvement of the cur- 
rent account. Policies that would promote exports, maintain the competitiveness 
of Philippine products abroad and encourage the inflow of foreign investments 
continued to  be implemented even as.certain international developments such as 
lower oil prices and interest rates contributed to  the improved external position. 
Moreover, the restoration of confidence in the country following the change in 
the national leadership in February 1986 had a significant positive influence on ' 

external performance during the year. 
On the whole, preliminary data indicated an overall balance of payments , 

surplus of $1,247 million (with rescheduling) for 1986 on the strength of the 
favorable shift of the current account balance from a shortfall to a surplus posi- 
tion (Table 1). The overall balance of payments surplus was lower than the year- 
ago level due mainly to  the sharp decline in actual loan availments and reschedu- ' 

ling. Without rescheduling, the overall BOP position would have stood at positive 
$137 million compared to negative $545 million in 1985. 

CURRENT ACCOUNT DEVELOPMENTS I 
From a $77 million deficit in 1985, current transactions yielded a surplus of 
$1,022 million in 1986 (Figure 1). Underlying this strong performance were the 
expansion in invisible receipts and the recovery of the country's major exports 
coupled with lower commodity imports and ~ervice payments. 

Merchandise Trade I 
The growth in exports by 4.6 percent to $4,842 million together with the com- 
pression of imports by 1.3 percent to  $5,044 million contributed to the signifi- 
cant narrowing of the trade gap to $202 million in 1986 from $482 million a year 
ago. Exports advanced during the year on account of gains in major products such 
as garments, chemicals, coffee, gold, fish (fresh or preserved), and copra follow- 
ing a number of favorable deveJopments in the international market (Table 2). 
These included the appreci3tion of major European currencies against the U.S. 
dollar, the successful penetration of non-quota markets particularly for gar- 
ments, the production slump in a major coffee supplier country, and the uptrend 
in the demand for and price of shrimps and prawns in Japan. Furthermore, in 
the domestic scene, the increased production of phosphatic fertilizer made possi- 
ble a rise in export shipments of chemicals while the continued implementation 
of a flexible exchange rate policy, the lifting of the export ban on copra and the 
lifting of export duties on all export products (except logs) provided an environ- 
ment conducive to  export growth. Meanwhile, depressed demand for semi- 
conductor devices in the world market coupled with financial difficulties and 
labor problems confronting the domestic industry continued to affect the 
performance of the country's electronic exports. Moreover, low free market 
price of sugar discouraged export shipments to  countries other than the U.S. 
where the price was relatively high. 

In the case of imports, a significant decline was Posted by mineral fuels and 
lubricants which, at $869 million, represented a 40.2 percent drop from the 1985 
level of $1,452 million following the sharp reduction in the price of petroleum 
crude from an average of $26.90 per barrel in 1985 to $14.74 per barrel in 1986. 



Table 1. BALANCE OF PAYMENTS 
1985 & 1986 
(In Million US D o b )  

I. Current Tranaactim 

A. Mcrchandii Trade 

B. N o n - M r r c h d i  Trade 

arrcnt Account, Net 

II. Non-Monetary Capitol 

E. Direct lnvesrment 

F. Short-Term Capital, Net 

C. Emrs and Omissions 

NonMonmary Capitd, Net 

H. MonctLPrion of Cold 

I. Revaluation Adjustmenu 

J. Unrcmitrable Arrears 

111. O v d  BOP position1 

1 

3 

Some: Deplm~ntofBeonomic RexlrdrlntmutioaJ. CeamlBdcaf  rhcPhilipp 
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I 
? . . , . . - .  - 

'able 2. EXPORTS BY MAJOR COMMODITY GROUP 
985 & 1986 
Volume m 000MTi Unit R i  in USSlMTi FOB Value in US$& 

I. Traditional Exports 

125 144 
1,249 267 333 651 533 347 

44 65 1,169 

222 392 

495 210 104 
239 234 238 214 

Mined Roducts 
360 250 344 244 
395 354 140 323 3.10 100 

Chromium Ore 

h i t s  & Vegetables 
Canned Pineapple 172 ' 483 83 185 481 
Pineapple fuice , 30 200 6 30 233 
Pineapple Concentrates . 30 600 18 24 583 
Was 

Abaca Fibers 25 520 . , 13 ' , 25 680 
Toblcw Unmmufactuml 
'Petrolcum Products 

1 

11.  on-~raditbnnl Exports 3,447 

Non-Trodidond Manufactures 
' Elm. & Elee. EqptIParts & Tclmm 919 
Gannenp 751 
,Tex@e YarndFabrics 
, F o o t w e  
Travel Goo& & Handbags 
Wood Manufacnrm 



Furniture & Pimres  
Chemicals 
Copper Metal 
Non-Medic Mineral ManufacNrcs 
Machinery & Transport Equipment 
Processed Food & Beverages 
Misc Mfrrd. Arricles. n.e.c. 
Others 

Non-Traditional Unmanufamres 
Nickel 
Iron Ore Agglomerates 
Bananas 
Mangoes 
Coffee, Raw Not Roasted 
Fish. FreshlSimply Premed  
Rice 
Others 

Ill. Special Transactions 

I IV. Re-Exports 
I 

Totd Exports 



Figure 1. CURRENT ACCOUNT AND MERCHANDISE 
TRADB SURPWSIDBPI~ 

Million US$ 1975-1986 
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(FOB M i c  

1 

1. SrmiConductor Devices 
2. Comnur Oil 
3. Electronic Microcircuits 
4. Coppa Meal 
5. Gold 
6. W e e ,  Raw Not R o d  
7. Bpamas 
8. Consigned Children's & Infant W u r  
9. Lumber 

10. Conaigr~ed Women's Wear 
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DB Million US$ 

1. Mineral Fuels. Lubricants & Rchtcd Materials 
b . Machinery Otha Than Electric 

1 . Matelids and Accurories for the Manufacture of td Electronic Equipment 
. Base M d  
. Elec. Machinay. Apparatus & Appliances 

6. Transport Equipment 
7. Cbcmical EIcments & Compound 
8. Cereds and Cued Preparations 
9. Explosives & Miscellaneous 

Chemical Materials & Products 
10. Manufacture of Merals 
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Figure 3. POREIGN TRADE BY AREAS AND COUNTRlES, 1986 

' Japan (17.6%) 

ASEAN (10.1%)' ~ i , j , j l =  epn I ' EEC (11.3%) 

(10.0%) 
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Imports of consumer goods similarly decrcosd by 9.8 percent. In contrast, n w  
materids and intermediate gwds rose by $473 million or 21.5 percent to $2,671 
million during the y u r  indicating some restockiig in preparation for an upturn 
in economic activity. lmporrs of capital goods particululy electrical and non- 
elecmcd machicry simii ly i n a e d  to $864 million during the review period 
from $788 million in 1985 (Table 3). 

The n n  terms of trade index in 1986 improved to 82.1 (1972=100)from 55.9 
a year ago (Table 4) as import pr im declined at a faster pace than export pries 
(40.5 pacent as against 12.6 percent). 

The surplus on nonmachandisc trade widened considerably to $783 million in 
1986, from $26 million a year ago. The notable improvement was brought about 
mainly by the growth in service receipts by 15.3 percent to $3.791 million on 
account of inaersa in foreign government expenditures in the country (by 95.7 
percent), mvel receipts (by 27.9 percent), and operating ex pea^^ of foreign 
companies (by 25.1 percent). The ins- in foreign government expendimres, 
accounting for n d y  thmfourths of rhe $503 million expansion in service re 
ceiptqwas traceable principdly to the rite in the Economic Support Fund (ESP) 
provided by the U.S. government from $62 million in 1985 to $300 million in 
1986. At the rune time, payments for services dropped by 7.8 percent to $3,008 
million due mainly to the decline in interest expenv to $2.046 million from 
$2,250 mihion a year ago, rdlcaing the continued softening of international in- 
mest r a t s  

Rsnsfcrs netted $441 million during the year, up by 16.4 percent from the 1985 
Iml. Inward transfen went up by $57 million, the bulk of which came frompri 
vate transfas. particularly p ~ ~ n a l  remittances 

NOWMONETARY CAPITAL ACCOUNT 

In 1986, therc was a notable reduction in the net inflow of nowmonetary u p i a l  
from $1,685 million in 1985 to $14 million. The single factor behind the weak- 
ening of the capital account was the decline in MLT loan avdmentr, particularly 
loans deemed rescheduled, from $2,846 million to $1,110 million as the Paris. 
Club rescheduling in 1986 covered only the period January through June. With 
MLT loan outflows rising by almost hal£ from the y m a g o  level owing to h i i a  

\ amortizations on loans from multilateral furancia1 instirudons, the n n  inflow 
from MLT loam dropped to $815 million. from $2.787 million in 1985. . 

The short-term capital account. on the other hand. improved substantially. 
registering a net outflow of $814 million which was 53.0 percent Iowa than the 
1985 record of $1.731 million. While transactions under DAs and O h  recorded 
larger net repayments, those under short-term loans, particularly the Trade Facility 
where a large mount  of wade credit was converted into CB deposits, recorded a 
lower net outflow of $138 million. 

Significantly, too, t h m  was a turnaround in direct investments from a net 
outflow of 59 million in 1985 to a net inflow of 5114 million u a mul t  of 



high& net i n w d  remittances of head offices of foniga banka to their lQal 
bnaches , ine~iatechnicalfeenandoth+texpcoserccumrtodiato~ , 
and the nrocrincd inward rCpaWon of capitol i n w d  .broad by 
Tha'e w.c .la a nodce~hle decline by 45.9 percent to $72 milJim invcatmmt 
~ u r n ~ a n ,  putieul~ly ap i td  for inwsrmem a b d .  

/ MTBRNATIONAL ~ B R V B S  

The C m d  Bank gross intcmariond~nt~1improved substantially i*cr the F e b  
~ a r y  Revolution, ruching $2.459 millionat the end of 1986. At thk am 1 4 :  , 
IVSzrwa were higher by $1,398 million or 131.8 percent tbamthe I+ pmdi&$ . - 
a ago and wa'e sufficient to fund about 3.7 momhs' impon. of pods.& 
suvife6.l 

Caml Bank racnm improved to $1,244 million at the end of Much. .ha .,: 
pasting slippap in the f i i  two months of 1986. Anupsurge d ulca d fordpi 
cxchangc to, the CB and the ac+md drawdown of S!75 million from the N m  . , 

MO* Facility boosted rrruva. At the end ofthe KEodd qu*. I e s e m w m  - .,? - 
futthcr by $358 million to $1,602 million from th end-Mar& lepel ehisflp ..,,. 
owiug to net foreign exchange purckcs from t h e g c n c n l p u M i e ~ t h e f i n ~  ,, - ?  
sector which w m  even more substantial than in rhe previoua quarter, ana:tbr 
purchase by the Cknmd Bank i f  the proceeds of thcgov*mmen~'sArirn Dmlop-, 
mwt Bank loan and the Economic Supporr Fund frWn the U S R e c r W  cpz 
tinued to dimh by $108 million during the third q u u ~  rcdiw- tl;ll;a* .... . . 
lion at endSeptember, due mainly to continu& net pu . .. 
change from the hmk'mg syatnn, the decline in net wirM 
with the .Ccnml Bank under the Trade Facility, an mere+ in primary @Id@& - . 
chases and proceeds from theEighth RP.J~pan.Commodityloanand dielutd&i$. ' 

down from the Economic Support Fund At the dor of dw founh quptcr~a.' 
m s  totalled $2,459 millioh, up by 5749 million or 43.8 p c e n t  from tbjC:,.+ 
end-September level. Conuibuting to the substantial in- during tb. qpmd$l 
wac the third and last drawdown of $350 million from tbz New MonepzRnciliit)! 
with foreign commcrci J banks; the drawdown from the MF% 
Fiinancing Facility (equivalentt to 5269 million) and the f i t  tranche of qhc: . 
existing standby arrangement (quivalent fo $6 million); proceeds of the R e  
J a w  Ninth !%nunodity 1- ($161 million); and the notable increase, in CB 
primary gold purchases. . 

The Cenml Bank's ip~llnrionrl reserves at ynr-end consisted of foreigr* 
scmnma '(65.2 percent), gold (32.5 percent). and foreign cxc-e . . 
and special drawing rigbe (%om) which togcrha accounted for 2.5 
(Trbte 5). 

EXCHANGE RATE' 
4 

A f r a  coming under huavy pressure in the first two months of 1986, as a result 
of speculation caused by a very rapid expansion of gwnnment s p d n g  and 
political uncertainties surrounding the presidential election, the exchange rate of 
thc pcao against the US d o h  exhibited signaicant stability for t6e rem*qdwof . -1 
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[;, $. ~. , < . , ,  " 
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L. 
L ' .  . . .- ; . .. L !-I I 

Commodity Group Volume Rice 

. Ca~ital Goods 

~ ~ t t ~ k m i d  ~ r e h i e r y  
Electrical Ma&inny 
Transport Equipment 
,Aircraft, Ships & BOaU 
R o t ,  Sentfie. & Cont Inrtnnnts. 

I. Raw Materials & intermediate Goods 

Wheat . 960 134 
Crude Material* Inedible 

Cotton 43 768 
Synthetic & Artificial Fibers ' 42 1,368 
Others 

Animal & Vegetable Oils & Pa0 
Chemicals 

chemical Compounds 
Medicinal & Phmnaccutical 
urea 540 '100 
Fertilizer Exd. Urea 320 91 
Others 

MqnufacNres 
Paper & Paper Pgodu~ts . 176 416 
Textile, Ynm. Fabric, Etc. 
Iron & Steel '677 301 

. Metal Products 
Others 

Ernbroideriu 
Mat.lAcc. for Mftr. of Elect. EWL 
Iron Ore Not Agglomerated 2,575 16 

111. Minerd Fuels and ~ubricants' 

Cod, Coke and Briquettes 
Penoleurn Cmde ' r . 49.39' 14.74 
Other Mineral Fuds & Lubricants 6.71 14.79 

vrhre Volume Ricc valu --l 



1 9 8 6  1 9 8 5  
Vdtcw Mec Vduc Volume Rice Vdue 

I ' IV. Consumer Goods ,. 398 441 

Food & Live A n M s  for Food 271 320 
Daky Products , 106 928 98 83 867 
Fish & Piab Rcpautions 33 265 9 5 259 
Rice 

*: - 538 205 110 
Corn - 281 119 34 
0th- , 164 103 

Bcveriger & Tobacco 72 76 . 
MirccLllneous Inmumenes 55 45 

4 
V. SpeciaJTransactions , 4 242 

5.044 5.111 
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18 MAW DEVELOPMENTS . ~.; - 4  
Table 5. INTERNATIONAL RESERVES OF THE CENTRAL BANK' 
As of Dam Indiircd 
(In M l b n  US DoUm) 

Po* PO* 
Toal Gold SDRt Inv- Bxchmg I 

1985 Jan 

On 
Nov 
Dec 

1986 Jm 
Fcb 

A P ~  
M.Y 
Jun 
Jul 
Aug 
S T ,  
oct 
Nw 
Dec 

'with rordurtba; SGV adjuamcrats ue reflected 
Source: Trruury. Ceaml Bvlk of rhc Philippines 



the year (Figure 5). The eonelusion of the Febnury Revolution brought d m  
into the f m i p  exchanpmpr-ka. F~~~~Mucbonwuds,tbcpesorrrminsd& 
h I y  firm and steady u inflation continued to decline and foadgn inveil& 
confidence in the economy gradually returned. lhuing the same period. rhe po 
nllclmarketntestoodgcnerally l o w c r t h a n t h c c o m p n n b k n t e . t t k ~  
market Manwhile. Central Brnlr purehues of foreign urcbange urEcaded dfi- 
cial sales, witb conquent  benefrcid effect6 on the t m l  of intan&onal - I 
(Table A-OS). 

The local c u r n c y  moved up fmm P19.10 p a  US d o h  at end-J.m*rgao 
P2i.98 at end-February before smgth+g t o  PZ0.60 in March llmskeb 
end-of-month rates moved narrowly be- P20;43 end P20.58 a i d  noodnoodd 
P20.53 in Deamber, dcprccisting in term8 of tk US dollar by 7.3 percent fmgb 
i t s l m l  at end-1985 CT&k 6). 

O m  the yar, rhc peso crow exchange rates vL.-visklccccdmgj~ CUCIUI& 

however, dlected relatively lugcr deprc&&ioas, u follows: thc Snir fhn@by 
36.3 paeenr, the Deuwhe mark, 37.4  per^^ tbe Japamsc yen, 357 pewt i '  
the French franc, 28.0 percent: and the pound staling, 10.6 pacent. Tbe.m@- 
dcmble dqcck t io~ i s  of the pcw versus there major cumncks d P P Q  d y  
from the continued r u b k t i a l  nominal depreciation of the US C U - : ~ .  

main non-dollrr cumncks in Line with the Croup of Five (G5) Sep- -8: 
accord to bring about an ordaly depreciation of tbe dollar %I thrte-;lrfd: 
could reflect fundamental economic conditions among themyoi i&SW 
nations. 

The pcw cross rates -s a number of A*m ~ u m o e i n e x c e p t ~  hdewS& 
rupiah against which it appreciated by 36.7 pa- likewise waLened ova.&. 
m e  period, u follows: against the New Taiwan dollar by 19.0 pacent; thc 
South Korean won, 11.2 percent; the Hongkong d o h .  8.0 paeent; &TM, 
Wt, 5.4 percent: the S i p o r e  dollar. 4.4 perant; and the Mdaysiu~ doUP, 
1.0 pcr&t. 

la  tams of changes in the nominal effective aehange rate (NEKR) id&,& 
indiator of the amngc exchange value of the peso against a total mdcw@tal: 
basket of currcneier, the pcw in December 1986 deprrd.tcd by 14.1 prdt 
compared to i u  l&l r year earlier, Meanwhile, the avmge inda of &-'a 
red effecrive ex&* nrc (RBBR). i.c., the N E ~  adjustid for infhtiinfltipr, 
.rentid wid  the country's major tradii  partners, declined by 15.0'paemt om+ 
the ye= to Deocmkr 1986 (Figure 5-A). 

FOREIGN EXCHANGE LIABILITIES ' Philippine foreign exchange l i a b i i n  q g & u d  USI28.256 million at - W e  
ecmber 1986. The expansion in the outstnndiig level wer the year .mounting to 
52.004 million w u  traceable to the dnwdown of the $175 million scrod a a d w  
of the New Money Facility in January and the f id  drawdawn of 5350million 
in December. the adjustments arising from exchange rate revaluation of third- 
currency loans, and ioc- in CB direct loans and in banking and public sectof 
medium- md longterm obligations 

The d e b  of rbc public non-banking sector, rhe private s ~ o r  a d t h e  bmB 
ing system accounted for 48.2 percent, 14.8 percent and 35.1 paant, 
ively, of total ex& liabilities while red clause dnwings comprkd 1.9 pawlYc 
of the total. 
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1985 Jan 
Feb 
M a  
.Apr 

. . May 
Jun 
Jul 

' ,408 
Sep 
Oct 
Nov 
Dec 

1986 Jan 
Pcb 
Mar 
Apr . 

.. May 
i Jun 
! . .  Jul 
! . Aug 
I ' , scp 

Oct. 
Nov 
Dee . 

liK &ae S . K a a  NT. Mj.ydlll 
&IUE D o k  Won D d l r  D d h  

11' ~burce ~ r e m ; ~ ,  Ccnmrl Bank of rhc Philtpprnes 
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Figure 4. INTERNATIONAL RESERVES OF THE CENTRAL BANK 
1985-1986 
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Bigurc 5. PESO PER U.S DOLLAR 

1985-1986 (Monthly Ava3ge8) 
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Fire 5A. EFFECTIVE EXCHANGE RATES OF THE PESO " 
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By mafa*. 19.0 p a m t  were rhort-ann lirbilitin while the -air& 111.0 i I:'; 
paant Id muuritia in exec10 of one ycu. This pamm whicb showed r ., 

. fimt impwcmmt c a p l a d  to  the 32.7 percent rbon-term and 67.3 pacief.~.. ' 

medium- rad 1-mm ma#&y profile rccordoda year yo rdlencd idjd~s..:: - 
. , 

. . 

~ a a v e  momy w o p m e n t s  e ~ a ~ )  to countcnn d e s t a b w &  . 
i mrrrp&lu~~thear fyputo f theyearudupo l i cy . f c ionr tr t cn  

7 in support of the nciv gmmmmt's dearmination to mm the economy 4' . . . 
in 1986. 1 ,.. . . 

 ore r p n ~ y ,  rrrcrve money- to P~H,+LI billionuoiend~cbmsty I&."' 
. .o# by P2.8 billionfmmen&l985 with t h e i n r r a # @ t B ~ e r c d i t s t o t h e ~  

-meat and ovcrdnfr iccommo&tiam~ banks b.rct-hit by &p&t w& 
dnw& Howewr. the a c u r  l i iditggmcrat#l by t h e  truMedohr was -' .- 
p k l y  dphoned off through open markt opcntiom -,<the third W 
of February 1986 through March 1986; By &&March 1986, racNe moncpw& : 
trimmed dwRn to P40.4 billion, a I& which ru well wjthii. the &I& $9136 ' 

; .m.-,:,. - .  . , w t s d & M d ~  1 9 8 6 . ~ 1 , ~ r e a c r ~ r m ~  during the next two 
: &;uocd+ .~3a.i) bi1lfda.j of ; c n * j k  i$&:.ndp39.5 billion 96 

. . 
.;-I . . 1986 ( T i  6),notv~id$$&  tho:^ of some P2.6 b@on - 

.%a . . ~ , , i ~ ' & ~ ~ i l t r , + d - ~ F %  d ~ r h ~ ~ ~ ~ p ~ ~ t h e  yidda on w..io.- 

4 ,  . # p m a o  wue &ced to emqmge ininseqmcnts. TIIC dcdlPc in rarneqaey : 
". . ." 

, ., WM due m the repayment o f o w  . &unt credit8 of h e  
' ? 

;r. 
b+s with impro~d h c i d  p+:foUow tbc rcductiorm m resavrsrr 

. .. 
. qidmne5thM.y UIdAuprut . .. ,- ..<><.~ ~. 



With the CB continuing its policy of monetary relaxation to accommodate 
the growth objective, mainly th& the phaseout of Cmarl Bank B i i  mmc 
money m e  in the fourth quarter of 1986 and reached PSO.0 billion by y-d 
with some P5.6 billion or about 50 percent of the P12.0 biion total increment 
during the y a r  tnking place in December 1986 done. 

Effom of the monetary authorities to bring down racnrr money doaa to 
program l m b  in December 1986 were constrained by thcunusudy rmongpublic 
preference for currency. The MPIO~PI in- in cunency demand and the a c e  
lention of the govcrnmcnt'a pumppriming activities in the form of md infn- 
shuctum spendings, rnlnry in- and bonuses for govanmat employnr in 
December 1986 contributed to the 24.9 percent in- in furrcncy issue from 
end-Nopcmber 1986. 

Meanwhile, b w  money (defied as mmc money plus raavc-eligiblepvcrn- 
ment 3colriria of deposit money banks) stood at P54.8 biion is of end-1986, 
higher by P11.4 billion than its end-1985 level. Base money mmnnmt during 
the y a r  was the ovrrpll m l t  of the expansion of P12.0 billion in rr~ervc money 
and of the decline by P0.7 billion in romccligible govanment sari t ies in Line 
with the policy to ph.scout the rrrewuligibility feprurc of government sccuri- 
ties dfstive March 1986 (Tabk 7). 

Figure 6. RESERVE MONEY 
( A m d  Gmwth Rams) 

1985-1986 

- 1 0 : : : ; : : ; : : ; ; : : : : : ; : : : : : : :  
J M M J S N D J M M J S N D  

1985 1986 



1.0 C m c y  lrrued Net of Cash in Trasvry Vault 34,291 27,444 
2,0 Bank Lkpodt BJwrm with the C w d  Bank 13,693 10.542 

I. W e t  Forrign Aaetr - Monetary Autharities (MA) -98.968 -84,502 17.1 I 
1.0 Net I m ~ t i o r u l  Resaves - MA -18,689 -34,886 46.4 

1.1 Cross lnmauiond Reravrs 50.451 20,163 150.2 
1.2 -T- ~ m b  ~~batkr -69.140 - 5 ~ 0 4 9  25.6 I 

2.0 Medium- and LoogTemr Foreign L i b ' i e s  (Net) -80,279 49,616 61.8 

Ill. Net D o m e  Aoecr - MA 
Of Which: 
1.0 Net Credits to the Naciond Govanmeat (MA) 

of which: 
National Go~crnment Dcpoaiti 2 

2.0 Aadaance to FinaneiLL Institutions 
of which: 

Ovadrafrs 
. 310 Rgular R d i u n t i n g  

, 4.0 CB RPs 
. . 

-: 5.0 Fotw Cova Dlffemtial 

:,.,, ., Mano  Itens: 
, . ' i', 

. . r.,*,' Rw~cEl ig iMe  ~obmuncnt Securities . 
. ~ .  :,.,., .. B u e  Money 

' ::.I< i.!~ 



PoUowing the substantial expansion in rrservc money, domatic liquidity (M3) 
at P149.8 billion at end-Dmmbcr 1986 i n a d  by P16.9 b i i o n o r u ~ u u r u s l  
rate of 12.7 percent, well below the programmed growth target of 13.0 paeear 
Thc annual growth of liquidity in 1986 was. however, higher than the 9.6 perant 
growth in 1985 following the mom liberal monetary policy stance in 1986 
( P i i  7). 

The impact of the increw in rcrrrvc money on the growth of liquidity waa 
dampened by the rirc in currency boldhgs of the puhlic vis-a-vis bank dcpoai~ 
d thc higher cxcus reserves of banks which dcprursd the money multiplier 
(i.r,thc ratio of domestic liquidity to bnac money) from an a v r r y  of 3.039 in 
1985 to 2.844 in 1986. The in- in currency holdings of the public was due 
mainly to the continued prefmnce for cash prompted by the uncertainties of 
the times coupled with d t e u  nominal interest rates. The a n r s  rescrvc psi-  
tion of banks stemmed from the relaxation in monetary policy and thc continued 
slack in demand for bank low.  

Figure 7. DOMESTIC LIQUIDITY 
Mnnd Gmnrh RUU) 

1985-1986 
In Percent 

1 5 i  

~c * ,  
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Table 8. DOMESTIC LIQUIDITY 
As of End 1985-1986 
(In Million Pesos) 

> .? -. 
The rise in liquidity was accountcdfor largely by the rubst~tiol19.6 pa&!ent i~ 

expansion ia money rupply &ich mchcd P42.9 billion at th$ md of 19.86.  in^: :~ 
puticulu. cumncy in circ&&n grew by 22.2 pemnt; m w  than double iw ,. '~ 

grow& of 10.4 percent S.i* Quui-money (awings plus time deposits) lib : 

wire went up by 10.8, pwceit Lnd continllid to acmunt for the b& 9 ;6$..4 
percent of tocll dom,&e li&dky. Savings depos&&+md on' .&,f : 

32.5 percent which,&ffst%&= 11Jfi peramr d c e l i n C i & $ h e d e p o s i u ~ i l C .  . 

for'fiaancial holdiqi 

Net D o m e d  As&s of thd Momtmy System . . 
. . 

The net domestic nrrets (NDA) of the monetary system amounted m P292.6 bil- '.': 
Lion u of md-Dccembn 1986, retlectingon anndgrowthof 7.5 p&&nt'or~2~.4 : 
billion (Figure 8). !: 

"; 
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Net domatic credits of the monetary system, compriqing 48.0 percent of NDA. 
d d i e d  by P16.3 billion or 10.4 percent to P140.5 billion notwithstanding the 
pclucd monetary and credit policies of the C m t d  Bank which had significantly 
increased the loanable funds of banks and reduced l end i i  rates. The contramon 
in net domutic credits rdlectcd the continued inenia of private demand for cre 
dit in thc.w*e of unccnrintia during the period (Table 9). 

Sectonvise, net credits to the pubtic rector which mounted to P23.2 billion 
or 16.5 percenr of net domestic credits, declined by P9.0 biion or 28.0 percent 
The decline was due primarily m the dampening effect of govnnment deposits 
with the Central Bank and commercial bank6 which more than o f f m  increwd 
investments of banks in government securities particularly Treasury Bills. 

Accounting for P117.3 billion or 83.5 percent of net domestic crcdits. bank 
credits to the privale sector olso dropped by P7.3 billion or 5.8 percent. The drop 
in net private mdits  resulted from rhe eonmrionary dfect of i n c r d  borrow- 
ings of the Central Bank from private fiiancid institutions through the menc 
repurchase window aa p u t  of i t s  open market operations, the repayment of peso 
loolnr under the Trade Facility, and the drop in ourstanding pao-denorninatcd 
Loans extended by commercial hanks to the private sector. 

F i r e  8. NET DOMESTIC ASSETS 
(Anmal Growth R.aa) 

In Prrecnt 198S-1986 

0 
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Tablc 9. NET DOMESTIC ASSETS OF THE MONETARY SYSTEM 
Asof End 1985-1986 
(In Million Pemt) 

292,557 272,131 7.5 

140,472 156,745 -10.4 

Loans and M m c e s  
Domatic Securities 
Less: Government Deposits 

2. Deposit Money Banks 
Loans and Advances 
Dommic Securities 
Lns: Government Deposits 

117,297 124,554 

11. Net Other Items 152,085 115.386 31.8 

souec: Dcpvrment of Economic Reseuch-Domeaic, Central B d  of the Philippines 



a a a c P a d d o n o f ~ ~  

Mxnqb the a v m p m  podtion of tb &ri rcdci . lc i . lboaLi4g 
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RcquircdRcsavcs 22.067.6 18,838.3 17.1 

Er- i') -389.8 -2,744.6 
- 

Liquidity Ratio (In &cent of Dcporir Liabilities) 
. . , . , .  

AniLkle. 
, . 

18.5 16.2 
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Figure 9. BORROWlNG RATES OF COMMERCIAL BANKS 
1985-1986 
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At P15.9 billion, the proportionate share of deposit balances with the Central 
Bank increased from 59.9 perccnt t o  73.4 percent of the available reserves. in- 
dicative of the continued preference of banks to hold r e ~ n r c s  in this form of 
liquid asset as the Central Bank pays four percent interest on banks' rr~erve 

balances. In contrast, the share of reserves in the form of government securities 
declined from 24.5 percent to 16.0 percent as a result of the policy to gradually 
phase out -e-eligible government securities. Meanwhile, the share of re- 
holdings of banks in the form of cash in vaults declined to 10.6 percent from 
15.6 percent reflective of banks' attempts to improve their income position by 
keeping a smaller pomon of reserves in non-earning assets. 

Expressed in terms of ratios to deposit liabilities, rquired rexrves comprised 
18.8 percent while available reserves accounted for 18.5 percent. 



, . : - ,.. - I .-~ . . .: 
. , . ~  !;I 

: ,+-' ~. j 

t k m w  *dtitutioar of borro* 
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hml Bwk dcdinnl fmm PI 
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Tbc 6GnhiTBWLk'a Endit pordolio concinuql t? ,be domini&: by t tkdi~ to 
the public unorwhieh compr*ed 76.5 perem% or P43.7 billion o f o m  

.CB credits, rcprcsmring a 4.0 percan declinefrom the p d o u s  yeuzljc$@. 
che'td pb%c sector bomwhgs. the N u i o n p l ~ e n t n e c o u n t e d E ~ ~ 4 ~ . 6  
percent or P30.3 biion, hnowed by govanmc~t tk.qfLI institutions, 46.6.11p- . ii 
cent or PZ9.*billion, and o i e i  government entities, d3:percent or ~4,d bill%&.. ~ '.,& 
Meanwhile, the ,primte sceror hued about P19.6 biion (23.5 percent) @-' ,. 
CB crqiks, w.0. billion of which were in the form of aiicrgeneyloina md.+ . '  
&aft accom&+aiom to commcrcid bank  
~h~ani c@~(t$ch nuturities of ~eps  rkoodcy~>conriwsd 'm 

for the bulk or 61.8 percent of outRyldinec~bditid;i  rodled PSI. 
down by W.S biion from the level &&din the prrviotu yar. 
d t a  (with maturities of more thrn + y+ b q  ks t h ~  5 y 
subsmrial dalim of PJ.8 biion P2.9 biion. 

percent. reflecting the decline in. w k e t  n o s  and 
intlaqon. 

Connnaciol Banks. With the substlotid decline 
mmmaeid bank lows outstanding dcaessed by 1 

. ad-1985 to P104.6 billion at en&Sepeembcr I986 

c e u e d  to account for the bulk or 87. 

. 



acnrc of P2.1 billion during the ycu. The rest of the country ahsorbcd about 
12.4 percent of total loans outscanding of w m r n a d  banks with Regions Ill, 
VII; XI and XI1 posting deelinca todtq l  P0.3 billion (Table A-10). 

'l'bnift &nkr As of end-Daronber 1986, total l o a s  outstandillg of thritr 
banks (swings banks, private devclopmcnt b& and stock saviaga md loan w 
mciatioar) stood at PP.5 biWn, repregrating a 19.0 percent inanre  fmm the 
end-1985 1cvcL ~ x k p t  for industid and consumption loans, all sectors mdimd 
baatcr in loans from thrift banks. Red estate loans accounted for 17.2 puccnt 
of the total; agriculture. 17.0 percent; commac*l 12.0 pnecntiindustrid, 10.8 
percent; consumption, 3.6 percent; and other loans (eonrining mainly of aadiag 
account securities, past due ,loans rad discounts, items in Litigation, bills pup 
cbued, and 0th- loam and discounts). 39.4 p a ~ m t  (Table A-11). 

L o w  ou%stsuding of savings banks and private devclopmat banks reghered 
incmscr of 70.2 pacent and 25.2 percent, mpectkly, while chose of stock 
aviags andJoan ucociutions dropped by 15.1 percent. 

Around 96.4 percent of the loans outstar~ding of savings bnnks we& to Metm 
Manila (T.ble A-12). In contrast, a l q e r  rhur or 50.6 pcrcent of totalloansout- 
sunding of private dmlopment banks accrued to amas outside Mcmt Manih 
(Table A-1 3). 

SpeckVzed Go~mtmant Banks. As of end-1986, total louu outstanding of 
specialid pvcEIUnat h a s h  stood at P45.5 V i m ,  an i n a e n u d  38.2 percent 
or P12.6 biion fmm the end1985 levck Other 1-s (furancing, innumce, buri- 
ncx MNiea) accounted for an aggqaci sbare of 88.7 percent followed by a@- 
cultural loans, 7.0 percent; re* estate loans, 2.9 percent and commerciaJ, indur 
airl and co~mmption lou~s  with a wmbiied share of 1.4 percent (Table A-14). 
Loans to Maro Manil. continued to account for the bulk or 79.9 pereent of 
total loans outstandipg (Table A-15). 

Ruml Bonk. Total loans o u r s a n d i  of rural banka nnc by PO.l biion fro- 
the ad-1985 level to teach P6.8 b i o n  at end-1986. 

eOn&cm with rudbanks'tbruat of providing aeditto the agr icn l~ree to r ,  
8a4 parmt of total loans owtanding of rural banks WM ucouut6d for by tht 
agricultural Is tor  whiie m m r n ~ ,  inhwiJ md orha loans dfiunted for 
mu& walk r h e a  of 8.3 pereent, 2.8 percent acd 8.3 percent, rcbpxkdp 
(Table A-16). 

% dawnwad in wmgc n o m i d  intam rates whicb started t o ~ ~ ~ & Z b c  end 
of 1984 continued in a986 wkb the fwtha rcluturiw in moneary poliSg md 
the lzek of amactive outkta for hanks' fundr Red interest rat- Improved 
ticandy, h&wa, on account of the hge d&uion in the .nnurl idlation rate 
from 23.1 pacent the previous yrrr to 0.8 percent this year. 

Gomwurckd Bank Bowmmg and Lending Jtata Tbe nominal interest n t e  on 
p m  swings deposits dmpped by 2.22 pacentage points durirg the year to  Mtle 
a an averas of 8.62 pacent. Shuper dcchcs of 7.06 md 8.83 pacent~gepoimr 
werc nomi in the of time d&aitiand promissory notes (MRRI) for .U m e  
turities to average rt 14.77 percent md 12.31 percent, respectively, during the 
year (Table A-17). A d c  from the Lnpctof arrkxedm~nmrypolicy~thcdm~ 
t r d  in intaen nrer was Likewise reflective of the bcnkr' suamgy to reduce their 
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F&rc 11. RATES ON TREASURY BllLS 
(All -) 
19W-1986 

. . 

. . 
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TOM 

Commac*IBanks 

6,847.2 19.7 
5,084.2 10.6 
3,149.9 23.9 

Specialized Gommcnt  Banks 

Rural Banks 8,821.7 6.0 

Non-Bcnk Financial Institutions 112.000.0 107,259.3 4.4 

Sources: Deputmrnt of Emnomic ResarchDomeaic. Ccnnpl Bmk of the Philippinnand 
Supwiaary ReporaOffl~s Ccnaal Bank of the Philippigea 
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I * t a l m r , p 9 ~ f i n g d r l ~ m b y ~ 4 ~ ~ n , ~ ~  , 
mat bu*r b@3.3 biIIbn .ad thrift bank# by P2.6 billiDn Wabk 11). 

-e*lbankleomiDaedtoreeotunfortabpllt,or5~.9paecntof& . ,  
MPL-webase o f t h e f i r g n a n , f o l l o r s d b y ~ ~ i a r C  
nabnr (21.4 percenth and ipeeirlir#l govmmenr b.nkr (17.3 paat). & 
~ , o r 5 . 2 p a e e n t , w u ~ c c d f o r b y m n l b . n l u u d ~ b u r l u .  I 

W i t b c h c ~ i n t b c n r n n b c r o f ~ ~ ~ * t b C e o t r l *  .. 1 
apiPlofthcftnnd.irgrsnlpropby.bDut145p~ovarhegr~torrreh , L 

W1.ObiillionumbDseemba 1986. Thcgrovrh~yew,wbiehvasCcdrciPaly 
brier tbrn the 30.0 pccamt expadon in 1985, ww due Lgcly to the Ok4 bB 1 
lion and P3.8 bill* expansion in the paid-up capital of commadd bs&n q 4  % , r ~ p ~ ~ e n t b u * r , r r r p & e l y . W t a o o a t p . i d - u p c r p i p l d t b e  - - 
tinmc*l ~yltan at enbDecemba 1986, sfmidized govanmcnt bu&s $nq& '.. 
41.4 p ~ m r i  e o m m d  b& 32.0 p a c ~ ,  nobbank financial isti- ? 
2Z.4pacen;dWift brnk 2.4 pcrtcm, and runf bank& 1.7 percent. 

T d p a n d b r + n ~ y . 4 d e p o & ~ d ' t h e ~ . r p W m . ( &  '' , I  
Dcamba 1986 w a e  catimued at P176.5 biiion, h i  by 5.3 @ tkn ttK .. 

3 
ejdc1983 M but .at a decekrPted vacc when wmwibd with rhe. 9.9 ~aallt : 

t 
7 r p d y  inuaring mtld thaerfict nhcnpo~:&di t ion~&d to R&% ': 

I k 
S p . d J i  pwmawt hnlrr rcghrral tbe hiest a p l u i o n  d e p &  .I.: 

M&ia of F4.3 biilimm (mostly public sectox d@,foIlowcd by thrift bk& '"; 
rad &d b.akr, rqtkcrbg indemcnw of ~ 2 3  billion and P1.6 billbk 'f:" 
rrrpdvcly. R o n l b + n k * o n t B e o r h a h . o d r ~ d m ~ o . o d d i r ~  
P0.3 b i n  indepor i f ld+i tcrbecbwcofanombaotnul lW~rh\c  
yeu. 

Of the total deposit liabilidu of the ban~:.@&m, about 82.0 pasem wu 

onty2.O p a m t  of total dcposio. . 

rccoumcdforby~mm@b&Thrlftbonln-ondiped.lksi~anm~ . 
banks paad r w m b i i  share of 16.0 '~ment:whilc curd $abh accouwPor 

I- 
Sm'iBga and demand deporitc of the bapkiog ~ete&hcrad by PZ1.6biilion 

and PS.1 billion, tapcctively, whit  time deposits tell by P17.7 b@ha reflCerirrr I 
the decline in the a t k t i & r p  of time d d  wm& witb 0 t h  types 2 
dcpodts fobwin# tbe m w i q  of iatant nte differentiala between time and 
*dcpo*n. - 

. $  
& of +June 1986, the tot4l l i ~  of rhePorc@ W ~ c y  Deparit 
Uniq (FCrms) mod at $5.7 biJLion, wh@$&sI S1;0 bilknor U.&pmcemlrrura 
:rhn.icsprcvbus yeu's w n t i n u ~ ' i h e d ~ t r e n d  obsarrrd since 198% 
Thi downturn in tbe o p m r h s a f  tbc p l a u 1 . ~ ~  reflerrodihe pacepen  bx ; 
foreign-4qvcs~m of the political and e w n o m i e u ~ a o f  t h e c o u n t r y e  
the period aader review. 



Asgrcgate dcposita and bonowingr of the -us at $4.1 bin,  &owed a 
$0.9 biflion or an 18.3 pacent dedine from the comparable period last y e .  
The PCDUI' major nnrm of funds, interbank depodrs andborrowings stood at 
$3.3 billion, 50.2 billion or 6.6 pacent h a  than its h e 1  u end-1985. Similar 
ly. deporits and bormwiqs of non-banks d d  by $0.7 billion to rmle a 
$0.8 billion 

Pkeementdlcndingu of the PCDu rgrrem fell to $5.2 biion u the placements 
with both banks and norrbanks declined by $0.5 billion and $0.2 billion, respect- 
Ivcly. The dedine in Lendi i  of -us may be putly attribufed to pcou 10x1s 
whiih wae  ~anrcnucd and axauned by the Central Bank unda the various r e  
mcturing schemes. 

Grw taming# of MDUs rmhed $210.0 million, &ow+ a fractional inaav  
of $60  million which was mainly the r d t  of the inaeov in offrhore& 
of $15.0 million to  reach $90.0 million. M ~ w h i l e ,  domestic earnings declined 
by $9.0 million to settle at $120.0 million (Table A-22). 

Gros ZCU,IUM of the Offshore B d i  System ( O N )  or of end-June 1986 dec  
lined by 5.9 percent to settle at $3.914miIliou The decrr~re may be attributed 
mainly w the clorurc of one Offshore Banking Unit (OBW and tk tramfa of 
bookings of all transactions ouuidc the Philippines of another OBU to a regional 
branch. Dcpoaiu and borrowings from banks, the system's main source of funds, 
dropped to $3,846 millioh from the he1 of $4,044 million rcgistmd in Jlme 
1985. Tbc osu placements and lsndings which were mostly tramsacred with 
o tha  banks reached $3.829 million or 97.8 percent of total zaouree* Of the 
placanentdendii to banks, $2,194 million or about 88.0 percent wae  placed 
wirb Phiipine b& and the bllPnce were 'with the head officedbnnches of 
OBUs and o tha  banb abroad. Phen t r l l en -  with non-banks declined by 
25.9 p m n t  during the paiod. 

Notwithsunding the drop of arpcnscrfrom $203.0 million to $162.0 million, 
the net earnings afta tax of the OBUs declined by 13.3 pacent to rcgkcr at 
$13.0 million or both onshore and offshore camirgs PLO decreased Wablc A-23). 

MONEY AND CAPITAL. MARKETS 

Money M&et 

Notwithstanding the dediie in intmst rates md the continued irnplemenurion 
of stringent money market rules designed to protect investors, the wlume of 
money market transactions increased to P523.4 billion as of end-1986, P17.7 
b i b n  higha than the prcvioua year's lcvcl. This development is a m e r d  of the 
downtrend in money market mansactions o b m e d  in the past two y e  The 
bulk of the increase in money market aansactions was accounted f a  by the 
large volume of repurchase Pgmments (private) during the period which rose by 
225.3 percent *om P14.2 billion in 1985 to  P46.1 billion in 1986. 

Otha money muket indrumcnu which posted substantial increases w m  
Cenal  Bank Certificates of Indebtedness (C~CIS) which rose by 71.4 percent 
and Treasury Bills, the wlume of which rose by 43.7 percent 

/ 



1nmb.nlr all lornr, which comprised the bulk or 38.5 percent of the mpl  
volume of r r m d n a  rrgiaered an 11.0 pacmt decline, dcct ive  of the 
m y  liquid condition of b d s  the yerr. Repurehuc .gcmrentl of 
the pvemmat .Ira d e d i  by 40.9 psecnf Otha wmponmcs tlut declined 
during the year w a t  commatiil p y ~ n  md Dm Bondr 

h w h i l c ,  the weighted average in- r e  of 9 money muLn inanr 
mencs regiaacd declines ranging from 0.5 percu~uge point for o r 8  to 12.7 
paeenagc poina for Trruurg BJlr At the end of 1986, wmmachl papas 
(non-fimchl) h d  the lowen n t e  at 11.8 prccnt. whle d n m  of urlgr 
m a t  (private) had the h i i  at 18.6 pacmt (Table A-24). 

The murgaa  of budnar confidence raulhg from the innrll.ticm of r6c new 
gowmmmt during thc cufy pan of the year btloyed up the aock &ct in 
1986. For the fint tiw in six y a n ,  cmmmiona at both M M ~  and -ti 
Stock Excbanp qismcd a h f d d  inaerre in volume and d u e  u d d  
Aggregate volume mded naod at 58.6 billion, up by 46.9 billion or 401.1 
pacent from the md-1985 Ievd of 11.7 billion Likewise, peso vdue tnded 
grew by 457.1 pemnt to  mch P11.5 billion compucd with P2.1 hillion r yeu 
w. 

CommacWimhwl?d h e r .  dthmgh having a &arc of only 0.6 pemnt of 
mml volume mded, accounted for the bulk (68.9 paeent or P7.9 billion) of 
t d  d u e  of at& mded, repmenring an increase of P6.2 b i i n  a 359.6 
pacmt ova ics d u e  in 1985 u the prices of thae  h e r  picked up relative m 
ocha rcaaa 

The mining senor accounted f a  41.6 percent or 24.4 billion of total a h u u  
mdcd In tams of t d  d u e ,  however, it accounted for 28.0 pacent or P3.2 
billan, d c n i n g  r mulred impmvanat of about P2.9 b i i n  or 995.9 pmcm 
o m  the P0.3 billion recorded lut yar. The rrrurgenee of the mining sector wan 
due to the impmvcment in the prices of precious meals, particularly, gold. 

R a d i i  raivitim for oil wen likewise bull& with totd t1~~8ctionsof 33.8 
billion shares, or more than half (57.7 pemnt) of the toml w1umc of rzodrs 
traded in 1986. Tom1 value of thnc nadts amounted to P358.0 million, repre 
smhg an inacrr of P3 11.0 million over the W7.0 million poo d u e  uadd in 
end-19R5 (Table A-25). . 

thh Opntiolu of the N8t iod  Go-t 

To stimulate economic letivity, the N a t i o d  Govammt  pursued an 
cxpdonary f i d  policy in 1986, thua raulciug in m estimated budgcwy 
deficit of P28.1 billion during the yeu, more than twice the deficit of P1l.l 
billion in 1985 (Figure 12). Conrequa~dy, the ntio of budget deficit m GNP 
mre to 4.7 paca~t  from 1.9 pacent q i s a e d  in rhe p d i  y a r  (Table 12). 

The govamnmt's pumppimriag recivity w u  rrflecPd in the 33.9 pacent 
in- in expenditurn to P107.2 billion, fmm P80.1 billion in 1985. The bulk 
of be in- in urpadihves wan a c m t e d  for by euaent opentiag cxpmdi- 
turn (kgdy fm paaopaaonnd services and i n m a r  paymcrm) and net lendieg to 



I Table 12. NATIONAL GOVERNMENT CASH OPERATIONS 

Tau Revenues 
Non-Tax Revmunr 

11. Expenditures 

Percent of GNP 

Net ExcemPI Bornwing . 
N n  Do- Pmqacing 

Bnnking System 
Monetary Authorities 
Deposit Money B d s  
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Fire 12. NATKlNALCOVBRNMENT DEFICIT 

In Billion Pews 

-5 - 

As of end-lkccmber 1986, the outstanding internal debt of the public sector 
stood at P144.8 billion, an inaew of 23.0 percent from the end-1985 I d .  The 
expansion rcrulad primuJy from the i n c m  in the National Govcmmcnt's 
h a n c e  of Tradrry Bills and Trc.~ury Notes to h c e  ia budget dcfidt. in 
contrast, the inmnd debt of monetary hsritutiom dedied due mainly to the 
phaseout of Cenml Wnk Bills. 

Of the totd ourmnding pnblic inamPL. debt at end-1986, the National 
Covcrnmcnt accounted for 72.7 percent; monetary indtutions, 16.9 percent; 
government +ration& 10.3 percent; and I d  govanments. 0.1 percent 
(Table A-26). 

As of end-Deccrnba 1986, tonl ouutaoding public external debt nood at $15.6 
I billion, an in- of $0.3 billion or 2.1 percent over the end-1985 I d  of 

$15.3 billion. Out$tand'ig external obligations of monetary institutions g m  by 
50.6 billion or 14.5 w e n t  due mainly to the availmcnt of tbe New Money 
Facility, the LUP Compensatory F h e i n g  Facility and the 8th RPJapm Cam- 
modity Loan. Likewise, National Govvameat external debt r o r  by $0.1 b i n  





or 2.2 percent followiag the ~ai lmcnt  of w k u r  undrawn atdit lines On the 
other hand. the outrt.ndmg extend debt of gownuncut corporatiom declined 
by $0.4 b i o n  as a result of the assumption by the Central Bank of the re 
scheduled loans of these corpontiom unda the various muomring rbcmes 

Of the $15.6 billion total ouannding public e x t a d  debt u o f  end-Dee~n- 
ba 1986, govanmcnt wrpantions accounted fm 35.6 penmr; thc Naciod 
Covanment, 34.3 pmxnfi and mOIIeury id tut ionq 30.1 paean (Table 

REALSECIDR 

The country's d output of goods and s a v i c a  registered a modest growth rare 
in 1986 sr g o r  domestic product at 1972 prim reached W0.8 L i o n  or " 
an expuuion of 1.1 percent ova the pmccding yeu's I d ,  a & i f f  improve 
m a t  ova the succdve dedines of 4.4 percent in 1985 and 6.1 penmt in 
1984. As n u  factor payments a h a d  deaared by 17.7 percent, the rul gwr 
national product (GNP) lpcw by a high= 1.5 percent (Table A-27) which 
compared favorably with the negative growth of 7.2 percent and 4.2 percent 
p o d  mpeetivdy in 1984 and 1985 (Figntr 15). The agriculnrnl and &on 
ucmn, where pumppriming cffom of the govanmcnt w m  directed, am 
the growth x c m n  while the indumhl sector aill registered a slowdown II- 
though ar a r e d u d  rats following the improved pedammce of the manufrctu- 
ring industry (P i i r e  16). Thuc industries wae  apparently the first to rrrpond 
podtivdy m measures aimed a revking rgpegatc demand such u the relaxation 
of monetary and firal policies and the more +e stance akea by the new 
go-at in sdmulrdng the economy unda conditions of low inflation rates, 
declining in- r a w  and stable exchange rates 

The agriculture, tirhay and f a R a y  sector remained the primary source of 
growth with output registering the biggest in- of 3.7 percent ova the 1985 
I d ;  tbii exceeded the 3.1 percent 1986 growth target and was reflective of the 
pvenunent's mewed &om in lgriculturpl and ~ h e d  & t k  T ~ U S ,  a p p  
ciahle gains were noted ia harveata of fum cmpa (4.6 pacent), livestock and 
poultry (3.0 pacent) and Way (2.9 percent) w h i  combined cffectsoffact 
the shorttkll observed in fornay pmdution (-7.4 paant). 

Aha conrrmtivc declined of more than 10.0 percent for the lut two yam, 
the indweid sector which conmiutcd about 31.1 percent m total WP q i s -  
tad a mda negative growth of 2.7 percent. Tbir resulted from the mariced 
uptun in ia heavily-weighted manufacturing co'mponent which increased by 0.8 
percent afta the cumulative d d n e  of about 14.7 percent rcgiscaed in the 
preceding two yeas, thus, modaating the dfeets of the prolonged dump (-20.6 
pannt) in consauction activity rrrulting from cutback in both primre and 
pvcmment capital expenditures as well u the obrcncd downturn in the mining 
industry due to dsprcged wodd minenl prices, 

The mi- sector which comprlcd the lugar &are or obour 38.9 -t 
of WP. improved by 2.3 percent in 1986 &er po$tia# a n c g u k  gowtb of 4.6 

r 
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F i i r e  16. GROSS NATIONALPRODUCT 
By I n d u d  O+n, 1985-I%-- 
(Lev& a Constant 1972 R h s )  

Agriculture #nu! 

percent in.the prNious year. B&a &h, rrsulting in upturn w u  n d  in 
gwcmmcnt KMCCS (6.6 percent). Uanrportption (2.6 pereent) and ande u wen 
sr finance and housing (both at 1.9 perant). 

Aa of end-1986, the Philippine labor force was estimated at 22.1 million or 3.5. 
percent h i i e r  than &at of thc preding yar .  Of chis numba. 88.9 perran 
wen employed and 11.1 paccnr remained out of work, thus a p p r o x h t i q  
the unmplopmenr rate of 11.1 pcrtcnt @aed a year ago. 

Dmiq rhe y a ,  the numba of cstablishments thar were shut down 
permanently or temporarily waa reduced ro 989 or a third Iowa than the 1,478 
cs~bliiinents that closed shop a y a r  ago. FoUowing the rme trend, rbe 
number oEwo~I~ers laid off in 1986 rodling 43,104 was Iowa by 43.6 percent 
than thar of the p ~ e e d i i  yeu. Thn development tcaectcd the impr~mnent  in 
rhe burinera dimate, parriculrrly towad the lpitcr part of the yur- when upt(r%' 
in rhe manufacturing indusay and the ruccipltion of the stock nwket  rugurrd 
We containment of funha retrenchment activity. 
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Efforra to lllnriotc thc unemployment problem included the implementation 
of the Community Employment and Dwdopment Pmgram aimed at generating 
livelihood oppormnities and creating off-farm employment in the countryside. 
Notwithstanding the delay in its implementation, the prognm generated 
638,474 new jobs during the July-December period from the 21.262 completed 
and ongoing projects, thus, excecdii by 3.3 pacent the 618,034 onploymmt 
target of the program for 1986. 

Meanwhile;ovrrscw employment was intensified bringing the total number of 
workers deployed abroad t o  414.5 thousand for the nnire year of 1986, or 6.5 
percent more than the 1985 level of 389.2 thousand. 

In 1986, consumer prices at the national level moved up at decelerated rates 
during the fwst half and sustained a downward course during the last six months . 
of the year u inflationary dements continuously weakened to rcgiater an 
average of 355.3 index points for the year ora  slight inaease of 0.8 percent ova 
that of 1985 (Figuw 17). This was a significant improvement from the double 
digit inflation rates o b d  since 1979 that reached 50.3 percent in 1984 and 
23.1 ptccnt  in 1985. 

Figure 17. ANNUAL INFLATION RATES 
1981-1986 

-~ , AU Items 

- l o [ ! : : : : : : : : : : : : : : : ! : : : : : : :  

J M M J  S N D J M M J S N D  



, . 

48 MAlN DEVELOPMENTS 
I % 

Figure 18. ANNUALIZED INFLATION RATES 
(Three Month Movh Buh) 1 

(M items) 
1985-1986 

M M J S N D J  M M J S N D  

Priwelated devdopmenta such as the thiecfold prik rollback in peaoleum 
consequent lowering of transpmt forcr, the reladwdy ruble a- 

and lower interest ntes directly affecting produedon cow were 

Viewed by component, prim of food, bmm(* and tobacco which rqracm 
more than 50.0 percent of the consumer basket posted a 0.9 percent d d m e  
after successive upnrnda o b d  in more than ten years that ruched 53.8 
perm* in 1984 and 22.3 percent in 1985. The stable supply of rice and corn 
and o tha  basic staples comprising b e  bulk of food cxpenditurea mnnibutcd 
markedly to this downturn. On the other hand, non-fwd prices continued to , 

rise although at a much reduced rate of 2.8 percent as compared to subsmW 
annual increases of 46.4 percent m 1984 md 24.0 percent in 1985. Thia rvm 

fuUow@ the reductions in oil prices which modaatcd the ine- rr~ordsd for 
otha  non-food components such as housing and rrpirs (7.4 percent), &ding 
(4.4 percent), mi.eclhnrrw (4.3 percent) and d c c a  (3.0 pacent). 
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On the basis of the three-month moving annualized method of computation, 
consumer prices slid by an average of 0 .2  percent in 1 9 8 6  which is a marked 
improvement compared to the 8 . 3  percent increment obtained in 1985.  After 
dropping by as much as 11.7  percent in June 1986,  the annualized inflation rate, 
however, started t o  pick up in the fourth quarter, signalling the revival in eco- 
nomic demand during the period (Figure 18).  

Regionwise, lower prices prevailed in regions outside the National Capital 
Region (NCR). with the index moving down by 0 .1  percent, largely attributable 
to cheaper food commodities which fell by 1.6 percent during the same period. 
In the NCR or  Metro Manila area, food likewise exerted a large influence on the 
5.3  percent rise in the overall index, as this heavily-weighted item moved up by 
4.1  percent along with higher prices of meat and fish, particularly during the 
September-October period when supply lines were affected by adverse weather 
conditions. Similarly, the housing and repairs index scaled up by a large 13.9 
percent as compared to the 5 . 4  percent increase registered for regions outside 
the NCR (Table A-28). 

Flow of Funds 

Advance estimates of national income accounts prepared by the National Eco- 
nomic and Development Authority showed that gross national savings increased 
by 25 .6  percent in 1 9 8 6  to P119.9  billion or 19.5 percent of nominal GNP. 

During the same period, real investment also increased but at a smaller amount 
of P86.0 billion. Thus, the economy realized a financial surplus (or a positive net 
financial investment) of P33.4  billion, a five-fold increase over the 1985 surplus 
of P6.3 billion. The financial surplus of the economy means that the country 
attained a surplus in the current account of its balance of payments, which was 
due mainly to the growth in service and major merchandise export receipts as 
well as reduced imports and interest payments. 

Based on preliminary data, the non-financial sector, which consists of house- 
holds and non-corporate business entities, the national and local governments 
including government corporations, and private corporations engaged in non- 
financial activities, posted an aggregate financial surplus of P42.4  billion, up by 
P15.9  billion from 1985 .  Except for private corporations which incurred a P7.0  
billion deficit, non-financial institutions realized surpluses, with the households 
and non-corporate sector remaining the biggest surplus sector. Financial institu- 
tions, on the other hand, incurred a financial deficit of P9.0  billion, as the 
combined deficit of banks and monetary authorities of P11.7 billion more than 
offset the surpluses of the other financial institutions. 

Total funds supplied by the non-financial sector amounted to  P56.8 billion 
largely through increases in bank deposits and purchases of bank promissory 
notes (P31.3 billion) and investments/securities P21.1 billion) particularly by 
households and government institutions as real yields on these instruments 
improved following the further slowdown in the inflation rate. Currency hold- 
ings of the sector also increased by P4.4 billion due to  the unusually strong 
demand for cash towards the close of the year. 

Meanwhile, total funds raised by the non-financial sector amounted to P14.5 
billion, mainly through the net flotation of securities by the National Govern- 
ment and availment of domestic loans by private corporations. Foreign loans of 
the sector dropped by P21.1  billion mainly on account of the assumption by the 
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Central Bank of the rescheduled liabilities of the non-financial corporate sector 
and the National Government under the various restructuring schemes for 
foreign loans. 

Funds raised by financial intermediaries rose by 28.9 percent to  P83.9 billion. 
Of this total, P51.5 billion or  61.4 percent was accounted for by monetary 
authorities and P22.4 billion or'26.7 percent by banks. Despite the substantial 
increase in the external indebtedness of the financial sector due mainly to its 
availment of the New Money Facility, a larger amount of funds was raised from 
domestic sources in the form of deposit and deposit substitute liabilities, curren- 
cy issue and sale of securities. 

On the other hand, the financial sector used the bulk of its borrowed funds of 
P83.9 billion to build up its holdings of international reserves and to increase its 
credits in the form of direct loans and purchases of domestic securities. There 
was also a marked increase in banks' cash in vault partly as a precautionary 
measure to  meet unexpected withdrawals in times of political and economic 
uncertainty (Tables A-29 and A-30). 
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Economic activity is expected to  accelerate in 1987 as the process of political 
normalization continues and the impact of stabilization and growth-stimulating 
measures becomes more fully felt. Monetary policy would continue t o  be 
supportive of the national effort to boost production and improve effi~iency, 
productivity and incomes. Despite the expansive thrust of policy, a single-digit 
inflation would still be expected since the rise in consumer demand would be 
absorbed by the utilization of idle production capacity. 

Meanwhile,. earlier moves taken to enhance efficiency and competitiveness 
would continue during the year. For one, the divestment program for govern- 
ment-owned corporations is expected to encourage greater private sector partici- 
pation in the recovery efforts while the phased liberalization of imports would 
improve the availability of vital productive inputs t o  local business, remove 
excessive protection provided domestic industries that have remained costly and 
inefficient and improve external competitiveness by exposing local industries t o  
the external markets. The government would continue t o  adhere t o  a consistent 
set of tax, financial and regulatory incentives which will make investment and 
production attractive. 

For its part, monetary policy would continue the thrust towards market 
orientation, deregulation and competition t o  promote efficiency in financial 
intermediation. With the overwhelming approval of the New Constitution in 
early February 1987 contributing t o  the country's stability as an investment 
area, the increasing participation of foreign investment noted in the preceding 
period should continue to  augment domestic resources. Through a new program 
for the conversion of debt into equity investments, some $46.0 million out of 
$239.0 million applications have been approved in 1986 representing important 
investments in such key areas as exports, agriculture, construction and other 
priorities. 

The effective implementation of the Land Reform program as an important 
aspect of the economic recovery plan is expected to boost production further 
and directly provide lasting economic benefits to a large number of the poorest 
members of society. 

A positive development in the external sector is the growing international 
awareness of the need for constructive support of growth-oriented economic 
adjustment of developing countries. Given the debt burden, continued support 
from foreign resources will be crucial in restoring the viability of the country's 
external payments position and achieving a sustainable rate of growth. External 
debt management strategy will move toward a more growth-oriented approach. 
Capital requirements will have to  be met 'largely through concessionary official 
loans and additional debt rescheduling. Negotiations for multi-year debt re- 
structuring based on longer grace and repayment period and lower interest 
spread will be pursued and appropriate domestic policies t o  encourage foreign 
investments and exports will be adopted. 

On external transactions, the country's current account balance is anticipated 
to post another surplus although not as high as that of 1986 in view of the 
scheduled interest payments on external obligations and the higher level of 
imports required to achieve a real growth of 6-7 percent. 

With higher import growth, the trade balance is expected to remain negative 
even as total exports are projected to increase on the strength of improved 
demand in major industrial countries and higher commodity prices. Likewise, 
before exceptional financing, the capital account balance is expected to remain 
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negative due mainly to  substantial loan maturities in 1987. Following these 
developments, projections for the whole of 1987 point to a higher BOP deficit 
although the country's external position is expected t o  shift to a positive balance 
as a result of the rescheduling of foreign obligations under the Paris Club and 
with commercial banks as well as continued inflows of new money during the 
year. 

In December  1986, the country was able to  reschedule official credits 
amounting t o  about $906 million under the Paris Club covering maturities falling 
due in January 1987 to June 1988. Negotiations for the rescheduling of obliga- 
tions owed to commercial banks maturing in 1987 t o  1992 would be resumed 
during the first quarter of 1987. 

With the initial progress manifested in the 1986 economic performance, 
hopes for higher growth rates in 1987 appear realistic when viewed against 
public response to  recent events although other factors related to  developments 
here and abroad, including the country's external debt restructuring, would 
continue to  influence the economic future of the country. 
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HNETARY The monetary and aedit policies adopted in 1986 aimed at increasing the 
AND CREDIT availability of funds a t  lower in tern  rates for working capital and new invest- 

POLICES ments to encoumge private xcmr  activity and accclewe the pace of economic 
recovery under conditions of price stability. Thus, monetary and credit policy 
was rdaxed while at the same rime adhering m tbc year's financial pmgrun 
designed to achieve growth and stability objective for the period. The allowable 
increase in monetary aggregates in 1986 was directed at providing for the credit 
needs of agriculture as weU as t o  reduce funha  i n r a m  rate i d s .  Greater 
marka orimtltion for impmving the instiNtional mucNre and the efficiency of 
intermedition also muked policy changes in resuve rcquircment, rediscounting. 
interen rare and open market operations 

One of the measures taken to case credit m * n r  was the gradual reduction in 
the reserve requirement on banks' deposit liabilities The rercrve rcqu' uemmt on 
sho~t-term deposit instrumsnti of banks was reduced by a total of two percent- 
age points from 23 percent to 21 percent in May and August 1986. The rrrmre 
rcquimnent on long-term deposit insnumcnts was lilrcwir reduced from 6 
percent to 5 percent on December 1, 1986 (Table 13). The reduction of the 
rcsme requircmcnt not only enhanced the availability of loanable funds but also 
reduced the in(crmedi.tion cost of banks, which contributed to a funher lower 
ing of i n r a e t  nta to hdp  spur invcsunents. 

I -.. ..-,. IIRED -- DEPC-.. 
DEPOSIT SUBSTITUTE LIABILITIES OF COMMERCIAL BANKS 
1985-1986 1 
(In Pacen! 

1986 1986 1986 1985 
'm December Aqua m y  September 

Deposits 

DnnoDd 21.0 21.0 22.0 23.0 
Savings 21.0 21.0 22.0 23.0 
NOW Accounts 2 1.0 21.0 22.0 23.0 
Time Deposits 

(Leas than 730 days) 21.0 21.0 22.C 23.0 
(More than 730 days) 5.0 6.0 6.0 6.0 

I Deposit Substitutes 

(Lm than 730 days) 21.0 2 1.0 22.0 23.0 
(More than 730 davsl 5.0 6.0 6.0 6.0 
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In 1986, open muta opcnrionr mnrirnred m be tbe Wdpd ianrammt 
.\ tbmqj~ wbkb CheCmml B . n L ~ l j q u i d i c p g o w r P  w nrimm witb 

prqr.mmed objccdv~ During tbe early pxt  of 1986 when tha. nu r need to 
I mop up tbe erar wiry 8;aarmJ u r renlt of the Febnwy election 

I 
r p c a d i r y . d ~ ~ C c a m l B ~ I ~ m p p o d ~ ~ p & o f ~ o p m m u k c t ~ ~ r t  
relttively hie ~ o .  W i  the inrPlluion of the new p o d  md adoption 

t of r M p q n m  m b.rrm coonomic recovery, monetary policy nu rrlurcd 
including tbe fbution of Central Bank ' a 

I Beg idq  O m b a  20,1966, tbe Cenhd Bank embarked on r major eb.qge 
in the eon&ct of iU open mnrkct opaa~iom with the ph.1 phrrcovt of CB 

i Bilk on mwrity data md tbe minlizrtpn of tbe rucrion &od for Trarury 
hues to be rbrorbed by the nurkct in m adcdy .ad competitive envhnment. 

1 In Line wirb tbe policy of credit au md tbe mulrct orientation of Central B.nL 
n~o, the rediscount raw ay &ood h m  12.75 perecnt in Novemba 1985 to 
11.75 paccnt m Scptmber 1986 rad 10.0 percent in DeCcmba 1986 or r 
cumulrrivc redudon of 2.75 pcmn~lgc p o h  du+ the yeu. D- the 
dccbe in tbc rdscount rate, mmadbg  rrdhcount mdir continued to d e c k  
f m ~ ~  P12.3 biUion m 1985 to PlO.7 billion in 1986 since b.nSsmdocd liquid 
fobwing the r u c c ~  reduction in legal rrra~r rquimnata and the am- 
b e d  s k k  in credit dcrmnd 

SIlpsenivr of the ceommie lcpovcry &as interest ma policy continued m be 
rmdcet ~ T b k w r m i n t h e r r d u c r i o n o f t h e i n m e r r r r t c i n t h e ~ . r  
sedkounw whdow u mcntiDncd & o m  Moreova, the intaut rate on 
lorn# umkr the Agriculcual Lo- Fund (ALP) hdhy, r source of medium- .nd 
longram finacing for the lgidtunl x a o r  which w o p e d  m Auguat 
1985, was likewise djuned du+ the yar. Prom .n aver* of 16.7 peremt 
during the fourrh quutu of 1985, the ALP rate w u  reduced g d u d l y  to 12.8 
precnt in the third quarter and motudly to 11.3 percent in the fourtb qu.rrer 
OF 1986. The doamtrrnd in tbc ALP M reflected the & h e  in r m r h  ntcq 

pmicululy the avenge bormwin~ con of banks. 
Aa m a m  of mheiag furd~u tbe rnPrbrorhotDn of incac8t mra, the 

1 0 c d o n r g a e m o f ~ ~ & r c c l t r i r i c r ~ b ~ l r . n d T r c a s u r y  
motes) ru rammed aMhy Ocmbcr 24,1986. RcrBw a, this, govcmmcm 
rceurit*rra&onrwt*tcdblrisrbcrrbynteswaeunanarllydetcr 
mmed by the moneprg ruthoriti& Aa r owrplcmcnwy mwe; tbc d e  of 
Cenml Ear& bib nu p h d  out surtiag Oecobu 20 oftbe ume year. 

m"J" PoRB EXdmFllrC 
EXCHANGE 

In 1966, the Ccaoll8.nL contimed to i m p b u u  &policy of flenile exchange 
n#r w b i i  tbe fLLI iampby of d e t  forcu to rktumine the rate 
Unda thin ryaem which an bech~lero*edrrmhdcpak~t float of the pap, 
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the monetary authorities did away with setting a guiding rate for the exchange 
of the peso vis-a-vis the US dollar, and instead allowed commercial banks to 
trade in foreign currencies among themselves and to gedy3uote their buying / 
and selling rates. The nominal exchange rate was &&-mined from day to day 
on the basis of the demand for and supply of foreign exchange. As a,mle, the 
Central Bank would intervene only when necessary to smoothen out fhuctuations 
brought about by speculative factors in the market. Essentially, a market-oriented 
exchange rate was considered of primary importance to reflect economic funda- 
mentals and support export competitiveness 

Under a flexible exchange rate policy, and even with the implementation of a 
program of import liberalization, the nominal peso-US dollar exchange rate was 
stable throughout the year from March. The parallel market for foreign exchange 
was largely contained and no longer offered a significant premium over the 
official exchange rate. 

Import-Export Regulations 

The import liberalization program &s pursued in 1986 to encourage the long- 
term growth and stability of local industries, particularly exports which would 
become more competitive because of the availability of cheaper and better quality 
inputs. A total of 1,232 commodities classified under the categories of non- 
essential consumer (NEC) and unclassified consumer (UC) items not yet libera- 
lized and other regulated items were scheduled for liberalization in different 
stages beginning 1986. During the start of the implementation stage, however, 
the list of items scheduled to be liberalized was reduced to 1,229 after removing 
3 high tariff items on sugar which would continue to be 
30 to December 31, 1986, the government lifted 
lows: 

Effectivity 
No. of Items Iasuance/Date Date 

140 items Circular No. 1100 April 30, 1986 
dated April 30, 1986 

437 items Circular No. 1105 June 6, 1986 
dated June 6, 1986 

272 items Circular No. -1 109 July 18, 1986 
dated July 18, 1986 

80 items Circular No. 1 11 7 Sept. 30, 1986 
dated Sept. 26, 1986 

7 items Circular No. 1128 Dec. 1, 1986 
dated Jan. 9, 1987 

Of the total items liberalized in 1986, 141 represented NECIUC items and 795 
represented regulated items. Liberalization of the remaining items will be pur- 
sued in 1987 until April 1988. 

Meanwhile, on August 1, 1986, the requirement to seek foreign credit finan- 
cing for the importation of machinery and equipment, aircraft and vessels 
exceeding $50,000 in value was abolished. On the same date, the government 
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also lifted the requirement to seek prior Central Bank approval for the importa- 
tion of machinery and equipment for agriculture and exportqriented enterprises 
registered with the CB, BOItGTEB and EPZA. 

The Comprehensive Import Supervision Scheme (CISS) was implemented on 
May 1, 1986, by the Societe Genaale de Surveillance ( S G ~ )  pursuant to a joint 
agreement between the Minitry of Finance, Ministry of Trade and Industry and 
the Central $ank. Under this scheme, goods destined for importation to the 
Philippines shall be subject to  inspection by the SGS in the countries of origin as 
to  the quality, quantity, price (based on home consumption value or HCV) and 
conformity with tariff and customs code classification and tariff rates prior 
to  shipment to the Philippines. Initially, goods sold and/or supplied from Japan, 
South Korea, Hongkong, Taiwan, Singapore, Indonesia, Thailand, Malaysia and 
Brunei were made subject to this inspection mechanism. The implementation'of 
the CISS was temporarily suspended in July 1986 to reevaluate the contract 
entered into by the Government with s c s .  During the short span of time that 
the scheme was implemented, all the 1,352 requests to import without letters of 
credit endorsed by the Central Bank to SGS were evaluated, resulting in the 
appropriate commodity classification of imports amounting to $80.6 million. 

On the export side, a series of export-related measures were implemented by 
the Government during the year to  further enhance the country's export earning 
capacity and maximize efficiency in the use of productive resources. The export 
ban on copra was abolished in March 1986 in line with the Government's policy 
on free enterprise and privatization. However, for ecological reasons, the export 
ban on logs was implemented starting August 2 1, 1986. Furthermore, all export 
taxes except those on logs were lifted effective July 1, 1986 to increase the 
competitiveness of the country's exports in the world market. 

Export procedures for most commodities were further simplified through the 
elimination/consolidation of certain export documents. Moreover, the expiry 
dates of Export Declaration and Export Permits were extended from 15 to 30 
days from issuance or from the date of delivery specified in the LC. The number 
of trade regulatory agencies of the government participating in the onestopshop 
trade facilitation center was increased during the year. This trade facilitation 
center which was organized in 1985 by the Ministry of Trade and Industry 
gathered trade regulatory agencies of the government under one roof to expedite 
the processing and release of importtexport papers. 

Lastly, the export marketing structure for coconut and sugar products was 
liberalized as the Government authorized all coconut and sugar millers and other 
exporters to ship their products directly to the world market. This measure 
effectively dismantled the marketing monopoly of the United Coconut Mills, 
Inc. (UNICOM) for coconut and the National Sugar Trading Corporation 
WASUTRA) for sugar, thereby restoring free trade in these commodities. 

Regulations on Invisl%les 

The monetary authorities instituted a number of incentives to encourage greater 
foreign exchange remittances through the banking system. In a move to expand 
the scope of Circular No. 960 which allowed OBus to open and maintain peso 
deposit accounts with domestic agent banks for the servicing of foreign exchange 
inward remittances of Filipino overseas workers coursed through the o ~ u s  
correspondent banks abroad, Circular No. 1089 was issued on January 6, 1986 
to include the servicing of remittances of multination!d companies to recipient 
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corporations in the Philippines. 

Similarly, Circular No. 1088 dated January 3, 1986 amended some portions 
of Circular No. 1028 on foreign exchange transactions and remittances and 
provided for the following changes: 

1) Filipinos engaged in technical, professional and other services rendered 
either in'the Philippines or abroad, who are paid in foreign exchange, shall sell 
for pesos their net foreign exchange receipts not later than three business days 
from actual rkceipt. Included in this conversion requirement are foreign +x- 
change earnings derived from overseas construction and construction-related 
contracts, including contracts in US military bases in the Philippines. Non-com- 
pliance with the mandatory remittance requirements by these overseas construc- 
tion and c~nstruction-relatedfservice contractors, recruitment, placement, man- 
ning, crewing agencies shall be referred by the Central Bank either to the Philip- 
pine Overseas Construction Board or to  the Ministry of Labor and Employment, 
for appropriate action. 

2) All foreign investments in equity, whether in the form of cash or in kind 
(i.e., if in kind, it would cover only machihery and equipment, raw materials, 
supplies and spare parts and other items classified as EP, SEP, NEP, UP necessary 
for the operation of a domestic company in essential industries) or in CB- 
approved securities and reinvestments shall be registered with the Central Bank. 

3) Investments in Bobregistered enterprises not engaged in the production of 
import substitute items may be repatriated in three equal annual installments 
starting one year after liquidation of investments. 

4) Applications for remittance for the following purposes may be acted upon 
by AABs without prior authorization from the Central Bank (provided that they 
are supported by specific documents): 

a) Port disbursements abroad of aircraft and vessels of Philippine registry 
or chartered/leased by domestic operators; 

b) Mail fees; 
C) Salvage fees; 
d) Foreign advertising costs; 
e) International settlement of accounts for telegraph, telegram, cable, 

radio, satellite and other communication facilities; 
f) Commissions on exports due foreign agents; 
g) Membership dues and registration fees; 
h) Subscription to  foreign magazines or periodicals; 
i) Real property taxes due to foreign governments; and 
j) Income taxes due to foreign governments. 

5) With prior approval of the CB Export Department, exporters may remit 
abroad Abates, discounts pnd refund of export proceeds due to  defective export 
shipments, and export traders duly registered with the BOI may remit foreign 
exchange for the establishment and maintenance of ovetseas trade offices of 
exporters. 

To allow for greater accessibility to travel tickets and charge orders, intern- 
ational carriers selling passenger tickets for travel to  and from the Philippines 
were authorized to accept either pesos or foreign exchange, for the sale of 
tickets to residents and non-residents under Circular No. 1120 dated November 
7, 1986. Access to travel funds has also been liberalized through the sale of such 
funds by AABS not only in the Head Offices but also in their Metro Manila and 
provincial branches. 
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SUPERVISION Supervision of &ks 
AND 

REGULATION Regular examinations of 69 head offices of commercial banks, thrift banks, 
OF FINANCLAL specialized government banks and foreign banks and 271 of their branches and 
INSTITUTIONS other banking offices were conducted in 1986. Likewise, a total of 578 rural 

banks was examined. 
Special examinations were also conducted for purposes of verification of 

deposit drawdowns, additional 'capital infusion, and holdings of reserve-eligible 
government securities, equity investments, past due loans and loan portfolio; 
evaluation of deposit accounts under complaints and asset accounts in connec 
tion with failure of the banks to service withdrawals; spot checking of tellering 
booths; looking into BIR collections and follow-up on corrective measures taken 
by banks on findings noted during the regularlspecial examinations. 

Other supervisory functions performed during the year included the follow- 
ing: charteringlprocessing and evaluation of proposals to establish new bank/ 
branches; approvallevaluation of applications for conversion/mergers and conso- 
lidations; placement of distressedlinsolvent banks under receivershiplliquidation; 
execution of conservatorlcompaollership activities; monitoring and consolida- 
tion of supervisory reports on loan and investment portfolios, investment-depo- 
sit ratios and financial audits. 

Regulation of Non-Bank Financial Intermediaries (NBFIs) 

As of year-end, an aggregate of 316 examinations were conducted in the head 
offices and branches of non-bank financial institutions, of which 42.0 or 13.3 
percent were regular examinations while 274 or 86.7 percent were special 
examinations that were confined mostly to  head offices. Majority of the regular 
examinations were performed in head offices of non-stock savings and loan 
associations (NSSLA). The special examinations were undertaken mainly for 
purposes of reports verification, loan appraisal, data gathering, and determining 

MANAGEMENT unauthorized quasi-banking functions. 
OF 

External debt management was'supportive of the policy goal to  restore the 
viability of the country's external payments position and improve credit- 
worthiness. Efforts were geared towards achieving a reduction in the debt service 
burden so as to  allow ample breathing space for a return t o  growth. 

The IMF standby arrangement which was approved on December 14, 1984 
and provided for scheduled releases of credit up to mid-1986 was terminated, 
with only 66 percent of the committed amount having been drawn. Negotiations 
for a new standby arrangement which would be supportive of the new Govern- 
ment's economic and financial program were initiated in July 1986, and the use 
of resources totalling the equivalent of SDR 422 million was approved by the 
IMF in October 1986. Of the total, the equivalent of SDR 224 .million ($269 
million) was drawn immediately under the Compensatory Financing Facility to  
cover an export shortfall experienced during the 12 months ending June 1986. 
The government also availed itself of SDR 5 million ($6 million) comprising 
the first tranche of the Standby Credit Facility, under which Fund resources 
aggregating SDR 198 million may be drawn over a period of 18 months from 
approval of the arrangement. 
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During the rear, the country likewise availed itself of the last two drawdowns 
amounting to  $525 million from the New Money Facility with foreign commer- 
cial banks. In addition, fresh credits of $246 million were obtained from official 
sources, consisting of $54 million from the Asian Development Bank CADB), 
$160 million in commodity loans from Japan, and $32 million under US Public 
Law 480. 

The Government also negotiated with fofeign creditor banks for the exten- 
sion of the Trade Facility, as a result of which the availability of credit lines for 
the financing of trade was assured up to June 1987 from end-December 1986. 

The country, moreover, concluded bilateral rescheduling agreements under 
the aegis of the Paris Club with 14 creditor countries, four of which (Japan, 
Australia, UK and Netherlands) were signed in 1986. Likewise, the government 

3 continued negotiating with Austria on the consolidation of its Paris Club loans, 
particularly those of Semirara Coal Corporation. A total of $379 million was 
rescheduled with the Paris Club during the year; these rescheduled debts carried 
an average interest rate of 8 percent per annum and a maturity term of 10 years 
with 5 years grace. 

Meanwhile, the restructuring agreements covering debts as of October 1983 
to end-1986, drawn up with commercial banks in mid-1985, enabled the restruc- 
turing of $866 million during the year, with t e r q  providing for an annual 
interest rate of 1.625 percent over LIBOR and repayment within 10 years with 5 
years grace. 

To operationalize the restructuring agreements with creditors, the Central 
Bank devised specific programs for the repayment of foreign debt obligations of 
the various sector? 

Public Sector Debt Restructuring. The seven largest public sector borrowers, 
namely: PNB, DBP, NPC, N W C ,  PNOC, PAL and CB, which accounted for 90 
percent of total public sector debt to be rescheduled, signed separate restructu- I 

ring agreements with creditors on January 10, 1986, while 5 other public sector 
I 

borrowers, as Assuming Obligors of 14 government borrowers, signed their 
restructuring agreements on April 16, 1986. At end-1986 the total Specified 
Debts which entered the public sector restructuring program amounted to 
$3,883.5 million. 

Private Corporate Debt Restructuring. The Central Bank program for the 
repayment of private corporate debt, as outlined in Circular ~ b .  1076, provided 
firms four repayment options depending on their cash flows. Under Option 1, a 
borrower pays the principal amortization when it falls due if the borrower does I 

not find any need to restructure the lorn. Under Option 2, a borrower with 
I 
I 

I 
liquidity problems may restructure the loan for at least 6 months and up to  10 
years. Under Option 3, a borrower with the same liquidity problem but prefers 

I 

to obtain exchange risk protection may avail himself of foreign exchange cover 
from the Government of up to 75 percent of the debt. Under Option 4, a 
borrower in a state of financial distress, may restructure the debt for a 7-year 
term and obtain forward exchange cover for 100 percent of the debt. One 
hundred percent of eligible private corporate debt (US$1.073 billion) was 
enrolled in the Program; of this total, 40 percent was restructured, with the I 

longest amortization payable in 1994. By option, 60.0 percent was entered 
under Option 1 ; 33.8 percent under Option 2; 5.9 percent under Option 3; and 1 
less than half of one percent under Option 4. In terms of economic activity, 
the distribution of total enrolled debt is as follows: manufacturing, 45.0 percent; 
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public utility, 3 3.4 percent; mining, 13.1 percent; construction, 5.5 percent; 
business services, 1.6 percent; and agri-business, 1.4 percent. 

Prfoate Financial Sector Debt Restructuring. Circular No. 1091 issued on 
January 31, 1986 and amended b y  Circular No. 1116 dated September 22, 1986 
outlined the program for the repayment of obligations of the private financial 
sector obligors. As of the deadline for submission of applications on September 
30, 1986, 409 applications aggregating $1,604.2 million were received. Of this 
amount, 383 applications totalling $1,442;5 million were already restructured 
under the said Circular as of end-1986.-- 

On August 4, 1986, the monetary authorities also implemented another 
avenue for achieving a more rational management of external debt via the 
program for the conversion of external debt into equity investments. This 
scheme has the twin major objectives of reducing the level of outstanding 
external debt and stimulating long-term equity investments in key sectors of the 
economy. At end-1986, 54 applications amounting to $239 million had been 
received, out of which 23 applications with an aggregate value of $46 million 
were approved for conversion. 

J 
Foreign Investments 

The Government continued to pursue the policy of attracting foreign invest- 
ments into the country as an alternative to  foreign borrowings in financing 
economic activities. 

On November 7, 1986, Executive Order No. 63 was issued granting incentives 
to foreign investments in tourist-related projects and tourist establishments. The 
issuance provided that any foreigner who invests an amount of at least $50,000 
in a tourist-related project or in any tourist establishment shall be given benefits1 
incentives such as a special investor resident visa, remittance of earnings, re- 
patriation of proceeds and right to succession. 

During the year, the CB evaluatedlprocessed applications for approval of 
foreign investments and related transactions such as remittances of profitsldivi- 
dends, technical and other fees, capital repatriation; and applications for out- 
ward investments and guarantee requirements of Philippine companies' overseas 
projects, mostly located in the Middle East, in accordance with the provisions of 
CB Circular Nos. 365, 375, 393, 652, 744, and 1028, and other policy guidelines 
set by the government and Monetary Board. 

The CB also ~pproved the resumption of stock arbitrage transactions after the 
promulgatjon of Memorandum to All Securities DealerslBrokers and Transfer 
Agents dated May 19, 1986. Stock arbitrage transactions refer to the purchase1 
sale of shares of stock by a resident or non-resident either in the domestic or 
foreign markeyand their s~elpurchase on the same value date in one or the 
other market, tiking advantage of a price differential. During the period June to 
December 3 1, 1986, 40 applications were processedlevaluated authorizing the 
sale abroad of CB-approved securities amounting to  $1.7 million, from the 
proceeds of which purchases of CB-approved securities amounting to $0.8 
million were made, leaving a difference of $0.9 million which was inwardly 
remitted. 

Meanwhile, registered foreign investments in CB-approved Philippine securi- 
ties aggregated $30 million in 1986, or  an increase of $27 million from the 1985 
figure of $3 million. Classified by sector, the commerciallindustria1 sector 
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registered the highest level of investments in Philippine securities amounting t o  
$22 million, followed by the mining sector with $7 million. By country, Hong- 
kong-based investors took the lead with investments amounting to 81.5 percent 
of the total, followed by the United States with 8.6 percent and England, with 
6.1 percent while the remaining 3.8 percent was shared by Australia, Singapore 
and Spain. Repatriated investment on CB-approved Philippine securities 
amounted t o  $9 million while a total of $3 million cash dividend was remitted 
during the year. 

Direct foreign equity investments approved by the Central Bank, exclusive of 
investments arising from debt-to-equity conversions, aggregated $66 million, 
about one-fourth of the foreign equity investments of $254 million recorded in 
1985. 

/'Foreign Exchange Operations 

Foreign exchange operations during the year continued to be oriented towards 
ensuring both the inward remittance to the.banking system of proceeds genera- 
ted from non-trade transactions and overall compliance with existing regulations 
on outward foreign exchange remittance, as well as on the exportationlimporta- 
tion of currencies, gold, silver and other precious metals. 

An intensified campaign t o  identify new foreign exchange earners and en- 
courage them to surrender their earnings to the banking system resulted in the 
identification of 1,028 new tourism-oriented foreign exchange earners. During 
the year, 55 were certified as non-trade foreign exchange earners under Circular 
No. 1028, and 52 certified as service exporters. Three foreign airline companies 
were also granted authorities to openlmaintainltransfer Special Dollar Accounts 
(SDAs). The identification of new foreign exchange earners contributed substan- 
tially t o  receipts from tourism-oriented establishments which expanded from 
$22.8 million in 1985 to  $89.8 million in 1986, or by $67 million. Likewise, 
close monitoring of shipping companies, regional headquarters of foreign firms 
and indentors led to  increases in amounts of foreign exchange receipts surrender- 
ed to  the banking system by each of these categories of earners by 11.5 percent, 
18.1 percent and 7.1 percent, respectively. 

Applications for invisible disbursements acted upon during the year aggre- 
gated 2,094 broken down into : foreign exchange remittances (1,118) ; requests 
for film releases (663); and registration of managementlservice contracts and 
movielTV distribution agreements (3 13). In 1986, passenger fees topped the list 
of invisible disbursements. 

Foreign exchange proceeds from by-product gold exported abroad and sold 
to  CB amounted to  $50.8 million in 1986, an increase of $0.8 million from the 
year-ago level. Receipts from other foreign exchange transactions, such as 
acquisitions via telegraphic transfer, receipts for licenses and registration fees of 
O B ~ S  and representative offices of foreign banks, and sales for pesos of OBus, 
amounted to  $32.3 million during the year, down by 25.7 percent from the 
1985 level. 

Post-verification of outward remittances was also undertaken during the year t o  
avoid unnecessary foreign exchaflge outflows. A total of 37,063 applications 
involving an outward remittance of $736.2 million were post-audited. The 
examination of the books of accounts of non-trade earners and post-transaction 
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verification activities directly resulted in an increase of $4.2 million in receipts 
from services. 

$ In another development, the level of outstanding swap transactions of the CB 
declined by $421.4 million from end-1985 to $762.8 million at end-1986, 
mainly on account of the unwinding of swap contracts covered by Circular Nos. 
1076 and 1091. Forward commitments (arising from contracts with oil compa- 
nies, National Food Authority for grain importations, National Steel Corpora- . 
tion for hot rolled steel; from obligations under Circular Nos. 96011012; and 
contracts for the public sector under Memo Circular dated December 5, 1983) 
exclusive of swaps, also fell by $328.1 million due to increased deliverylpayment 
of contracts during the year. 

As the fiscal agent of the government, the CB administered the fiscal agency 
fund of the national government, its instrumentalities and agencies, and pro- 
cessed a total of 2,983 fiscal agency service WAS) applications for various 
purposes, including the remittance of salaries, allowances, maintenance and 
operating expenses of overseas-based personnel and government offices abroad; 
disbursements for travel funds, and allowances of government officials/pason- 
nel; and payments of other miscellaneous invisible obligations. The amount 
involved disbursements of $34.6 million, $12.6 million lower than the compa- 
rable figure in 1985 for 4,192 FAS applications. 

International Trade Operations 

In 1986, the import licensing function of the Central Bank was greatly reduced 
with the relaxation of certain import rules and regulations in line with import 
liberalization. Nevertheless, the Central Bank continued to carry out its other 
duties and responsibilities in accordance with the pravisions of CB Circular No. 
1029. 

CB monitoring of regular letters of credit (LCs) opened during the year 
showed a total of $2,674 million. From August to December, there was a 
continuous upward movement in LCs opened, indicating the continued im- 
provement in demand for imports for domestic production. In contrast, avail- 
ments of documents against acceptance (DA) and open account arrangements 
(OA) dropped by almost 40 percent to $763 million due mainly to the signifi- 
cant decline in oil imports. The movement of DAs and OAs as a mode of import 
payment has been closely linked to oil imports since nearly all oil imports by 
domestic oil companies are negotiated through these instruments. 

Following the import liberalization program, the number of applications 
received to import bannedlregulated items fell by more than two-fold to 254. 
Consequently, the value of bannedlregulated commodities authorized by the 
Central Bank to be imported dwindled from $36.6 million in 1985 to $10.1 
million in 1986. There was, however, a noticeable gain in applications received 
to import on a no-dollar basis. Applications received during the year reached 935 
compared to 569 in 1985. The increase resulted mainly from the importation of 
motor vehicles by returning residents, items for demonstrationltesting and 
display for PHILCITE. Value-wise, the total amount of approved no-dollar im- 
ports rose b). 24.4 percent to $5.1 million. 

Proper commodity classification codes were likewise provided on all import 
authorizations referred to the Central Bank. Through these procedures, the Bank 
was able to assist the Bureau of Customs in the proper valuation of imports in 
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order that the correct amount of taxes and duties could be assessed. Relatedly, 
during the short period that the Comprehensive Import Supervision Scheme was 
enforced, the Bank evaluated and endorsed to Societe Generale de Surveillance 
(5~s) 1,352 requests to  import without LIC and provided the proper commo- 
dity classification codes for such imports. 

Meanwhile, the Bank continued to render consultative services to various 
government agencies, importers, manufacturers, banks, embassieslconsulates, 
students and 'other individuals requesting informationlclarification on the 
procedures involved in importations, and the interpretation and implementation 
of existing Central Bank import regulations and policies. 

On the export side, Report of Foreign Sales (RFS), Export Declarations ODs) 
and Export Permits (EPS) were verified, evaluated and reviewed to determine 
whether the declared prices of export commodities conformed with prevailing 
market prices, and whether the terms and conditions of the sale were in accord- 
ance with existing rules and regulations of the Bank. Exporters found to have 
declared low prices for their exports were advised to renegotiate with their 
foreign buyers; these renegotiations resulted in additional foreign exchange 
earnings from export sales of various commodities amounting to  $566,245. 

The close monitoring of export declarations without foreign exchange pro- 
ceeds, purportedly covering the shipments of householdlpersonal effects of 
expatriates leaving the coudtry, items for display in foreign trade fairs, replace- 
ment of export receipts, tourist purchases and samples, similarly generated 
additional foreign exchange income for the country amounting to $1.5 million. 

Applications to purchase foreign exchange to pay for commissions for the 
sale or distributorship by foreign agents abroad of Philippine products, especially 
non-traditional exports, to  new markets were acted upon with dispatch. The 
applications, however, were subjected to verification to make sure that the agents' 
commissions were at market levels. For 1986, 49 applications with an aggregate 
value of $5 30,000 were given favorable action. 

For the purpose of assisting foreign buyerslagents, the Bank prepared a 1985 
Directory of Philippine Exporters which was distributed free of charge to foreign 
embassies, authorized agent banks, various export associations and trade centers. 
Moreover, through the Central Bank Institute, seminars on Export Financing 
were held regularly to inform exporters of different financing facilities available 
to them. Regular meetingsldialogues were likewise conducted with various 
exporter groups to thresh out problems and points of differences with regard to  
rules and regulations affecting exports. 

International Reserve Management 
/ 

Considerable progress was achieved in strengthening the international reserve 
position after the February Revolution. After falling to $898 million in Feb- 
ruary, reserves rose strongly to  reach $2,459 million at the end of 1986, the 
highest level in four years. 

Underlying the marked improvement in reserves were the net purchases of 
foreign exchange from commercial banks ($1,05 5 million) ; drawdowns under 
the Compensatory Financing Facility and the new standby arrangement with the 
International Monetary Fund ($275 million) as well as from the New Money 
Facility from foreign commercial banks ($525 million); foreign exchange sales 
and deposits of the Treasurer of the Philippines of proceeds'from the Economic 
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Support Fund, and loans from official sources like ADB, IBRD, and the Eighth 
and Ninth RP-Japan Commodity Loans ($664 million); and over-the-counter 
purchases of foreign currency notes and coins ($190 million). 

The bulk of international reserves were in liquid assets to enable the Central 
Bank to  meet any foreseeable demand for foreign exchange. By currency com- 
position, about three-fourths of reserve assets were denominated in US dollar to 
match the expected pattern of foreign exchange payments. 

A significant development during the year was the active management of the 
foreign securities portfolio, as opportunities for realizing capital gains and riding 
the yield curve were taken advantage of. As a result, the Central Bank's holdings 
of foreign securities reached a peak level of $856 million a t  the end of 1986, . 
comprising 34.8 percent of total international reserves, a substantial increase 
from the year-ago level of $38 million. 

Gold purchases from mining companies and gold ,panners totalled $298 
million during the year, raising the year-end level of the Central Bank's gold 
holdings from $501 million at end-1985 to $799 million or 32.5 percent of total 
reserves at end-1986. Combined demand deposits and short-term placements 
accounted for 32.3 percent. 

Drawdowns on the international reserves in 1986 were mostly for the repay- 
ments on the principal or multilateral loans of the Central Bank and the National 
Government amounting to $800 million, and for payments of interest totalling 
$1,171 million on the Central Bank's direct and assumed foreign obligations. 

OPERATIONS Authorized Flotations 
AS FISCAL 

AGENT OF THE Government securities, authorized for flotation through and by the Central Bank 
GOVERbJMENT during the year totalled P128.2 billion. This amount included new authoriza- 

tions for 1986 (P5 1.8 billion), the balance of issues authorized in the previous 
year which was carried over in 1986 (P17.6 billion) and previously authorized 
flotations for Treasury Bills and Central Bank Bills (P58.8 billion). New authori- 
zations during the year were for the issuance of Treasury Notes and Treasury 
Bills amounting to P34.4 billion by the National Government, the issuance of 
NPC Bonds and LRTA notes amounting to  P2.0 billion and P0.4 billion, respect- 
ively, and the issuance by the Central Bank of its bills amounting to P15.0 
billion. 

Primary Sales of Securities 

An active primary market for government securities was noted in 1986 as P3 10.8 
billion in government securities were sold, an increase of 67.7 percent or P125.5 
billion over the end-1985 level of P185.3 billion. Sales of these securities were 
largely through negotiationldirect subscription through most of the year until 
the last quarter when the auction system of selling securities was revived. 

The National Government continued to  be the major issuer of government 
securities in the primary market as gross issuances of P201.3 billion in 1986 
significantly rose by 96 percent over their 1985 level. This was primarily due 
to the increased flotation of Treasury Bills as a more preferable means of finan- 
cing the budget deficit. 

The Central Bank was the second biggest issuer as gross CB Bills sold through 
negotiation during the year amounted to P107.0 billion or 34.4 percent of total 
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issues, representing a 3 1.0 percent increase over the previous year. However, 
starting October 1986, issuance of CB Bills has been stopped to give way to the 
flotation of Treasury issues. 

Although constituting a minimal 0.8 percent share of total primary issues, 
government corporate issues amounting to  P2.5 billion in 1986 increased by over 
200 percent from the previous year's level. 

About 99.4 percent or P309.0 billion of total primary issues were marketable 
securities in line with the policy being pursued by the monetary authorities 
towards market orientation of all government securities. 

The banking system, composed of both public and private commercial and 
other banks, bought more than 77.5 percent or P240.9 billion of the total 
primary government issues. Private non-banks invested in about 11.5 percent or 
P35.8 billion of the total while public non-banks bought around P34.1 billion or 
11.0 percent. 

Premyo Savings Bonds 

The gradual phase-out of the reserve-eligibility feature of Premyo Savings Bonds 
which started in July 1984 was completed on July 1, 1986. This policy resulted 
in the surrender of about P1.3 billion or 93 percent of the P1.4 billion outstand- 
ing issues, with about PO.l billion still being held by a remaining number of rural 
banks, institutions and individuals mostly in the countryside. 

The flotation of a new savings medium called "Kalayaan Bonds" to  replace 
the Premyo Savings Bonds was recommended and approved in principle for 
tentative launching in late 1987. 

OTHER New Committees 
ACTIVITIES 

In 1986, the Central Bank continued to  set up and reconstitute committeesltask 
forces in pursuance of its goals and objectives. During the year, four new com- 
mittees and two task forces were organized to  undertake policy review studies 
and t o  perform specified tasks as follows: 

1. Inter-Agency Committee on Premyo Savings Bond (Office Order No. 5, 
effective January 8, 1986) - created to  determine the actual status of the Premyo 
Savings Bond Flotation Program, devise an effective marketing strategy to  
resell the holdings of the CB Portfolio and Security Sinking Fund, and recom- 
mend measures related to  the gradual phase-out of the reserve eligibility of the 
Premyo Savings Bond. 

2. Ad hoc Committee for the 10th SEACEN Course on Inspection and Super- 
vision of Financial Institutions (Office Order No. 13, effective March 13, 1986) - 
organized to lend staff support to handle the preparation for, and the conduct 
of the 10th SEACEN Course, hosted by the Central Bank. 

3. Currency Stock Special Task Force (Office Order No. 37, effective May 
15, 1986) - organized in lieu of the Currency Stock Work Group in the Cash 
Department to  take custody of all unissued currency notes and coins of the 
Central Bank, take charge of the issuance of currency as may be neededlrequisi- 
tioned, and to  submit to  the Monetary Board monthly report of unissued 
currency in stock indicating denomination, quantity and total amount. 

4. Task Force on the Rationalization of the Central Bank Authorized Signa- 
tures Book (Office Order No. 80, effective September 3, 1986) - designated to  
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be responsible for the preparation of an updated Central Bank authorized 
signature book to reflect the consolidated changes since May 1979 in the Bank's 
organizational structure and composition of officers to sign on its behalf. 

5. Working Committee for the Central Bank's Computer Acquisition Program 
(Office Order No. 81, effective September 1, 1986) - constituted to define the 
specific features of the computer application to  be developed, including controls 
and security measures to be maintained; to develop a training program for user 
departments and coordinate with these offices the implementation of specific 
systems/programs; to develop reconciliation procedures and evaluate perform- 
ance of the computer applications developed; and to  coordinate the delivery, 
installation and operationalization of computers and other related activities. 

6. Ad hoc Committee for the vnI Pacific Rim Banknote PrinterslConference 
(Office Order No. 122, effective December 17, 1986) - organized to  take charge 
of the preparation for the forthcoming vIn Pacific Rim Banknote Printers 
Conference from November 9-19, 1987. 

Gold Refinery and Mint 

In 1986, the CB Gold Refinery produced 594,835.135 troy ounces (tr.oz.) of 
refined gold and 210,312.110 tr. oz. of refined silver out of 1,153,442.064 tr. 
oz. of total raw bullion valued at  P5,653.8 million delivered and sold to the 
CB by primary gold mines, gold pannersltraders and the Philippine Associated 
Smelting and Refining Corporation (PASAR). 

Total refined gold output which exceeded the year's target by 13.3 percent 
increased by 10.4 percent from the 1'985 level to 56,084.244 a. oz. Panned gold 
which constituted 377,480.183 tr. oz. or  more than 30 percent of the total 
purchases during 1986, rose by about 45 percent over the preceding year's level. 
In terms of fine gold content, panned gold exceeded primary gold by 7.8 percent. 
Of the aggregate gold production, 691 "good delivery" gold bars weighing 
271,057.025 a. oz. were sold to foreign traders through the CB Treasury. 

Despite the temporary suspension for eight consecutive months starting in 
February 1986 in the operation of the silver refining facilities while undergoing 
start-up, commissioning and performance tests, the Refinery produced 
210,312.110 tr. oz. of silver which, although falling short of the 1985 output 
level by 16.5 percent, exceeded the 1986 target by 7.8 percent. 

With regard to the minting operations of the Bank, a total of 245.6 million 
circulation coins were turned out or  1.2 percent in excess of the revised 1986 
coin order. Of the coins minted, 96.6 million pieces with face value of P24.7 
million were delivered to and accepted by the CB Cash Department. 

Security Printing Plant 

In 1986, the Security Printing Plant produced a total of 293 milli6n banknotes 
filling up close to 8 9  percent of the revised order for the year. Compared with 
the previous year's level, this output which included 20.4 million unfinished 
notes in 1985 dropped by 26.8 percent due to unavoidable production interrup- 
tions during the year including delays in arrivalaf printing materials. Of the 
banknotes finished, 261.5 million or 95.9 percent were delivered to  the Cash 
Department including the new 5-peso and 10-peso series bearing the signature of 
President Corazon C. Aquino. 
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Similarly, production of Security instruments - encoded regular and special 
checks, and non-check documents in 1986 aggregating 89.5 million pieces 
(inclusive of 12.4 million unfinished 1985 production) decreased by 2.7 percent 
from the 1985 level with no orders placed for Treasury checks, BIR payment 
orders and confirmation receipts. Total orders received during the year reached 
83.4 million pieces or a 10.0 percent decline from the 1985 level, of which 92.4 
percent or 77.1 million pieces were completed in 1986. The combined product- 
ion of strip stamps, wine labels and chewing tobacco stamps, totalling 1,372.2 
million pieces in 1986 dropped sharply by more than two thirds of the preceding 
year's level which was attributed t o  the stoppage in the printing of strip stamps 
per order of the BIR. 

For passport booklets, 146,499 pieces of the 1986 order and 663,000 pieces 
of unserved 1985 order were delivered t o  the Ministry of Foreign Affairs during 
the year. In 1986, the Plant also delivered 1,833 seaman's service record books 
out of the 1986 order of 35,000 booklets or only about 5.0 percent due to  late 
placement of the order. 

Currency Issue 

The net outstanding liability of the Central Bank in the form of currency notes 
and coins issued reached P34.6 billion as of December 31, 1986, an expansion of 
P6.6 billion or 23.5 percent above the corresponding level of 1985 due to the 
public's increased preference to  hold cash notably in February and December. 
The higher currency holding in February may be attributed to  uncertainties 
brought about by the presidential election. Meanwhile, the strong demand for 
currency in December was the combined effect of seasonal factors and the 
release of bonuses to government employees. Except for the unusually high 
currency issuance of more than P30 billion during each of those two months, the 
level of monthly currency issue for the rest of 1986 averaged P26.3 billion, 
lower by 6.5 percent as compared with the P28.0 billion average monthly level 
in the previous year. 

Clearing Operations 

During 1986, a total of 26.9 million local and out-of-town checks and other 
demand items valued a t  P309.8 billion were cleared through the Manila Clearing 
Center, and twenty nine regional clearing units. Compared t o  prior-year levels, 
the total items cleared increased by 7.6 per'cent with a corresponding rise of 13.0 
percent in face value. The total number of clearing participants was reduced 
from fifty to  fourty-nine following the merger of two commercial banks in 
1986. Inter-regional clearing operations would, on the other hand, be expanded 
to  include clearing units in Cotabato and Iligan which are being prepared for 
operation. 

Training Programs/Technical Assistance 

In 1986, the Central Bank Institute (CBI) conducted continuing programs of 
orientation and career development courses consisting of behavioral, leadership 
and executive development programs, technical training and skills improvement 



for personnel of the Central Bank and other financial institutions under its 
supervision, including foreign nationals of Third World countries. 

During the period, the Institute conducted 36 courses consisting of 117 
offerings attended by a total of 6,025 participants. This included 7 new courses 
covering rural banking, seminar on Central Bank Circulars, and courses for 
participants from other Third World Countries on Organization and Management 
of Training Programs, Credit Guarantee Operations, Agricultural Credit, Rural 
Banking, Agricultural Banking and World-Bank Assisted Cottage and Small Scale 
Industries. Of the total number of paficipants, 2,457 were CB personnel, 3,509 

- - n  
were from local financial institutions and 59 from other countries. The CBI kdso 
assisted in undertaking the 10th SEACEN Course on Inspection and Supervision 
of Financial Institutions which activity was hosted by the Central Bank for the 
second time in November-December 1986 and attended by 55 participants from 
8 countries. 

As in previous years, the CBI assisted in the implementation of the Central 
Bank scholarship program and the National Scholarship for Development. Of the 
34 scholars during the year, 27 took post-graduate courses in local universities 
and 7 in the US, Canada and Japan. In addition, there were 54 personnel study- 
ing in various non-degree programs as of December 31, 1986, such as Foreign 
Language, Junior kxecutive Training, International Business Machine, ctc. 
Moreover, 38 staff members attended workshops, seminars and conferences in 
foreign countries either as participants or  lecturers during the year. 

Loans and Credit Operations 

As of end-1986, outstanding Central Bank rediscounts and advances stood at  
P23.3 billion, a decline of P1.7 billion from the end-1985 level. The decline was 
accounted for by net collections from commercial banks (P1.2 billion), rural 
banks (P0.3 billion) and others (P0.2 billion). Of the total outstanding loans 
from the Central Bank, P6.9 billion or 29.6 percent were past due and were 
incurred mainly by commercial banks and rural banks. The level of arrearages 
rose by P1.O billion from the previous year on account of arrears incurred by 
specialized government banks which offset payments by other financial institu- 
tions of their past due accounts. 

Total loans granted by the Central Bank in 1986 rose by P1.8 billion to P21.2 
billion. Around 51.0 percent o r  P10.8 billion of this amount went to the Na- 
tional Government mainly in the form of provisional advances, P2.8 billidn of 
which was also repaid during the year while 45.0 percent or P9.5 billion went t o  
commercial banks through rediscounts. 

Regional Operations 

As of December 31, 1986, 4 regional offices (La Union, Cebu City, Tacloban 
City and Davao City) and 11 regional units or a total of 15 operating units 
located throughout the various regions of the Philippines continued to perform 
Central Bank functions and services to the financial community and the people 
within their jurisdiction, thereby contributing t o  economic development efforts 
in these areas. In line with the decentralization policy of government, 2 addi- 
tional regional units; one each in Cabanatuan and Cotabato were established and 
started operations in 1986. 
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Cash and Banking Operations As of end 1986, total receipts comprising cash 
and check deposits, cash requisitions, incoming cash shipments, and proceeds 
from sale of government securities of the 15 opehating units amounted to  P19.2 
billion increasing by P4.6 billion or 32.4 percent from the previous year's level. 
On the other. hand, disbursements including cash withdrawals, outgoing cash 
shipments and encashment of government securities aggregated P20.1 billion or  
41.5 percent higher than in 1985. During the same period, cash deposits and 
withdrawals by commercial banks, thrift banks and rural banks amounted t o  
P14.9 billion and P1l.O billion, respectively; foreign currencies purchased 
totalled $93.0 billion or an increase of 80.0 percent over prior-year tran- 
sactions. 

Securities Marketing and Servicing, Sales of government securities and bonds 
uodertaken at the regional level through offices in La Union, Cebu, Davao and 
Tacloban amounted to P52.3 million in 1986, a four-fold increase when com- 
pared with the sales recorded in 1985. As in the past, the Cebu office accounted 
for the bulk or 97.0 percent of total sales during the period. On the other hand, 
the ehcashment of CBCIsITreasury Notes ahd interest coupons amounted to 
P3 3.5 million while redemption of Premyo Savings Bonds which are being phased 
out reached P958.4 thousand. 

Clearing Operations A total of 19.19 million checks valued a t  P211.0 billion 
were cleared in 1986 by the clearing units of the different CB regional offices1 
units. Compared to the preceding year, the number of checks cleared was higher 
by 3.99 million or 26.0 percent 

Rediscounting Operations Total loans granted t o  rural banks during 1986 by 
the CB regional offices with rediscounting functions (Cebu City, Davso City and 
La Union) declined to P146.1 million from P273.9 million a year ago. The 
decline was attributed to the increasing number of rural banks denied access to 
the rediscounting facility of the Central Bank due to  arrearages. Loan repay- 
ments, likewise, dropped t o  P230.6 million or by 61.0 percent from 1985. 

International Economic Cooperation 

In 1986, the Central Bank continued to  involve itself in regional and interna- 
tional cooperation. The year began with the Central Bank hosting the 21st 
Annual SEACEN Governors Meeting in Baguio City on January 22-25, 1986. In 
this meeting, recent economic and monetary developments in member countries 
as well as the world economic outlook and its impact on the SEACEN~ region 
were taken up. Moreover, the work program of the SEACEN Centre for 1986 was 
approved for implementation. During the year, the Central Bank was an active 
participant in collaborative research projects undertaken by the Centre such as 
"The Financial Structure and Some Implications for Monetary Policy" and 
"Foreign Exchange Markets in the SEACEN Region". 

Later during the year, the Central Bank participated in the annual meeting of 
the South-East Asian Countries, New Zealahd and Australian Central Bank 
Association (SEANZA) held in Bangladesh. One of the more important agree- 
ments reached during the meeting was to develop projects which would further 

 he members of the SEACENare Burma, Indonesia, Malaysia, Nepal, Philippines, Singapore, 
Sri-Lanka and Thailand 
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strengthen monetary cooperation in the Pacific Rim Basin. In view of this, a 
working group was fornied to review project proposals which could be adopted. 
in the region. 

The Central Bank was likewise involved in the activities of the Asian and 
Pacific Regional Agricultural Credit As50eiation (APRACA) through active 
participation in the meetings of its Executive Committee. The Central Bank 
also supported the proposal advanced by other developing countries in the 
region to expand the lending activities of the Asian Development Bank (ADB). In 
this regard, developed member countries of the ADB were requested to increase 
their contribution to the lending fund of the Bank. 

In the ASEAN, the Central Bank which is an institutional member of the 
Committee on ASEAN Economic Cooperation responded t o  a proposal of the 
ASEAN Banking Council, communicated t o  it by the Bankers Association of 1 
the Philippines, to permit the use of ASEAN currencies as a medium of exchange 
in intra-ASEAN trade. The Monetary Board in a resolution passed on August 22, 
1986, permitted the payment of Philippine exports and imports in ASEAN cur- 
rencies in line with the proposed scheme, subject to  the reciprocal endorsement 
by other ASEAN Central BanksIMonetary Authorities of the same scheme and 
their commitment not to impose any impediments on the use of ASEAN cur- 
rencies in regional trade. This decision was noted by the Committee on Finance 
and Banking which agreed to  recommend the proposal to  the ASEN Economic 
Ministers (AEM). The AEM which is scheduled to meet in mid-1987 is expected to 
request Heads and Governors of the Monetary Authorities and Central Banks 
of other ASEAN countries to consider the use of ASEAN currencies for the 
purpose of promoting intra-ASEAN trade. The Central Bank also continued to 
support the ASEAN Swap Arrangement. However, in 1986 no ASEAN country 
used the facility. 

In the international scene, the Central Bank was an active participant in the 
meetings and other activities of the International Monetary Fund (IMF), the 
World Bank (WB), and the International Finance Corporation (IFC) in promoting 
international monetary cooperation. Aside from participating in the annual 
meetings of these institutions, the Central Bank was able to  negotiate the use of 
some credit financing facilities offered by these institutions. 

In the area of trade, the Central Bank was involved in the negotiations for and 
adoption of the country's position on various issues currently being discussed in 
the General Agreement on Tariffs and Trade (GATT) new round df multilateral 
trade negotiations in Geneva. In December 1986, the Central Bank participated 
in the GATT BOP consultation on the Philippines essentially to  justify the 
restrictive trade measures as well as related monetary and fiscal measures intro- 
duced by the government to restore balance of payments equilibrium, following 
the foreign exchange crisis in 1983. In conjunction with the decision of the 
government to participate in the first round of trade negotiations under the 
Global System of Trade Preference (GSTP), the Central Bank together with other 
concerned government agencies assisted the Ministry of Trade and Industry in 
drawing up the list of commodities to form the request list of the country for 
submission to the trade negotiating group. 
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Total ucrr of the Ccnml Bank at P313.9 billion at end-Lkcember 1986 reg+ 
tad an harue of P62.3 W i n  a 24.8 percent from the end-December 1985 
lnnl of P251.6 biWn m e  inc-t .arr mad purly to  the bui ld~p in 
gmr international rrrnnr by about P30.2 billion or 148.5 percent to P50.5 
Wlion u a d t  6f for* exchange punbrvr of the Cmud B& the M o w  
of new money b m  fordgo eommrrd.l kDkr and p r i q  gold purdps ibc  
mRLnation of intcrmtiolul resma, uk@ from d11~ticn adjumnara of 
foreign nurrqcy-denominated accounts due to foreign exchange nrc move 
mum, contributed P19.3 billion m the expansion in Ccnml Bank uscrr) and 
d e d  P105.5 Wlion u cad-Deccmba 1986. A h  part of total rrocb arc the 
Monavg Adjustment Account and the Exebangt Stmbiliation Adjustment 
Account, which hacued by P6.5 billion and P9.2 billion, rapeerivdy, r c p  
smting intncff payments for domestic and forcign ob@tiona of the C d  
Bank. 

Meanwhile, lwnr and advanced which made up h t  one four131 of mtal 
sacts dcerrr+d by h . 4  billion or 3.3 percent from a l e d  of W4.8 biUioa a 
ycu ago u rdditiod budgcwy loans to the National Covanment was pudy 
ofact by the ban repayment of commcrdd ~MIU uuda the CB rdiscowa 
+Idow. 

Tom1 outmndjng Iiabilitk of the Central Bank u of end-Dcecmba 1986 
IiLcarLc posted an iaaarc of P62.2 billion or 24.8 percent corn@ with the 
end-1985 ld Thin w u  due primarily to the i n ~ e u c  in foreign loans payabIc of 
CB by P45.0 bUon or 60.8 percent fdlowiog the avdmcnt of the new money 
facility. Notwithstandin# the reductions in r a e m  requirement duriap the year 
which led m a dmp in required deposit balances of banks with CB, total dspolit 
ILbil'kia of CB i n d  M brnks conrinucd to main& an incrcdm# postion 
of their revnm in the form of deposit Wancca with CB since t h e  arc paid 
interest of 4.0 percent. Moreover, there wrr i build-up in National Gorrmmmt 
dcpod0 with CB. 

Net wonh improved by 5.6 pacent m reach P677.0 million as of end-1986 
from PM1.3 million at cad-1985 and wrs meed primarily to the i n a a ~  in 
capW rrram and capital R~IPIIM by P30.0 million and P6.2 million, rerpect- 
ivcly (Table 14). 
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Ac of End 1985-1986 
(In Million Pans) 

. . 

Topl Asxts 

I n m a t i o d  R e s c m  
Domestic ~ceuriries' 
Louu and Advmm 
Revaluation of IntemPtiDd Resuvcs 
Moneary Adjustment Account 
Bank Premises and 0th- Fied Assets 
Exchange Stabilization Adjustment Account 
Ocher A a ~ u  

Tool L u b i l i  and Net Wonh 

Topl Liabilities 

Cumey Isrued 
Depoda 
Foreign Loans Payable 
AUocldon of Specid h w i q  Rights 
CB CerCauta of lndcbtcdnear 
Other Liabilitica 

Topl Net Worth 

crpiinl 
Surplus 
Donated Surplus 
Cnpial Re- 
Undivided Rofira 
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Table A-01. TEN PRINCIPAL EXPORTS' 
1985 & 1986 
(FOB Value in Million US Dollars) 

1 9 8 6  1 9 8 5  
Percent Pacent 

Commodity Value Distribution Value Distribution 

Total Exports 4*842 100.0 4,629 100.0 

1. Semi-conductor Devices 

2. Coconut Oil 

3. Electronic Microcircuits 

4. Copper Metal 

5.  Gold 

6.  Consigned Children's & Infants' Wear 

7. Bananas 

8. Coffee, Raw Not Roasted 

9. Lumber 

10. Consigned Womens' Wear 

Total Ten Principal Exports 

Others 

'~orn~osition of the ten principal exports is based on 1986 ranking 

Source: National Census and Statistics Office 
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Table A-02. TEN PRINCIPAL IMPORTS 
1985 & 1986 
(FOB VaIue in Million US Dollars) 

1 9 8 6  1 9 8 5  
Percent Percent 

Commodity Value Distribution Value Distribution 

Total Imports 

1. Mineral Fuels, Lubricants & 
qelated Materials 

2. Machinery Other than Electric 

3. Materials & Accessories for the 
Manufacture of Elec. Equipment 

4. Base Metals 

5. Electrical Machinery, Apparatus 
& Appliances 

6. Transport Equipment 

7. Chemical Elements & Compounds 

8. Cereals & Cereal Preparations 

9. ~ x ~ l o s i v e i  & Miscellaneous 
Chemical Materials & Products 

10. Manufacture of Metals 

Total Ten Principal Imports 

Others 

Source: National Census and Statistics Office 
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Table A-03. MONTHLY VALUES OF EXPORTS AND IMPORTS 
1985 & 1986 
(FOB Value in Million US Dollars) 

1986 1985 
Month Exports Imports Exports Impom 

Tot$ 4,842 5,044 4,629 5,111 

February 

March 

April 

May 

June 

J ~ Y  

August 

September 

October 

November 

December 42 1 414 377 388 

Source: Department of Economic Research-International, Central Bank of the Philippines 



Table A-04. DIRECTION OF TRADE 
1985 & 1986 
(FOB Value in Million US Dollars) 

1 9 8 6  1 9 8  5 
Percent Percent Percent Pacent 

Country Imports Distribution Exports Distributian Imports Distribution Exports Distribution 

Total 

United States 

European Economic Community 

Middle East ~ountri& 

ASEAN , 
Socialist Countries 

Other Countries 

Source: National Census and Statistics Office 
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Table A-05. PURCHASES AND SALES OF FOREIGN EXCHANGE BY CENTRAL BANK 
1986 
(In MiUion US Dollars) . 

Purchases From Sales To 
Commercial Banks Commercial Banks 

Total Spot Swap Othasl Total Spot Swap 0thcrs2 
Period (1)=(2+3+4) (2) (3) (4) (5)=(6+7+8) (6) (7) (8) 

1986 Total 3,155.81 2,042.49 - 1,113.32 2,428.59 886.21 325.32 1,217.06 

Jan 
Feb 
Mar 

Apr 
May 
Jun 
Jul 
*ug 
S ~ P  
oct 
Nov 
Dec 

'1ncludes transactions relative to (a) foreign currency deposits of commercial banks; and (b) exports of 
secondary gold per Circular No. 602 
"~ncludes transactions relative to (a) withdrawal from foreign currency deposits of commercial banks; and 
(b) deliveries of forward commitments (ie., Oil, NSC, NFA, Circular No. 970, etc)  

Sourn: Treasury, Central Bank of the Phlippines 



82 APPENDIX A 

Table A-06. CENTRAL BANK PORTFOLIO 
CREDITS OUTSTANDING 
As of End 1985-1986 
(In Million Pesos) 

Item 19863 1985 

Total 83,292.6 87,016.8 

1. Loans and Advances 72,185.7 74,796.1 

A. Budgetary & Subscription 
Payment Loans 

B. Rediscounting 
C. Repurchase Agreements 
D. CFBP Loans1 
E. APEX Loans 
F. IBRD ~ o a n s *  
G. overdrafts3 
H. Trade Facility 
I. Others 

2. Domestic securities4 11,106.9 12,220.7 

A. PW and ED ~onds '  
B. Treasury Notes 
C. Treasury Bonds 
D. CapitallTreasury Notes 
E. Premyo Savingsf 

Biglang Bahay Bonds 
F. CapitaYTreasury Notes 
G. Treasury Capital Bonds 
H. Treasury Bills 
I. Others 

'$onsolidated Foreign ~ m w i n g  ~ o g m  
31ntanational Bank for Reconstnrction and Development 
4Net of Special Account Balances 

Excluding Treasury Notes and Bonds issued against RPJapan Commodity 
Loan Agreement 
5~ubl ic  Works and Economic Development Bond 

Source: Department of Economic ResearchDomestic, Central Bank of the Philippines 
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Table A-07. OUTSTANDING CENTRAL BANK REDISCOUNT LOANS, 
BY  INSTITUTION^ 
As of End 1985-1986 
(In Million Pesos) 

Percent Distribution 
Institution 19861 1985 1986 1985 

1 Total 10,738 12,293 100.0 100.0 

1. Commercial Banks 3,873 5,121 36.1 41.6 

2. Specialized Banks 2,790 2,797 26.0 22.8 

3. Thrift Banks 376 356 3.5 2.9 

4. Rural Banks 2,963 3,231 27.6 26.3 

5. Non-Banks 7 36 788 6.8 6.4 

'~xcluding loans to the National Government (budgetary loans) and subscription payments 
to international financial institutions 

Source: Department of Loans and Credit, Central Bank of the Philippines 
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Table A-08. OUTSTANDING CENTRAL BANK REDISCOUNT LOANS 
TO COMMERCIAL & RURAL BANKS, BY INDUSTRY 
As of End 1985-1986 
(In Million Pems) 

Pacent Distribution 
Institution 1986p 1985 1986 1985 

- - 

Total 

1. Commercial Banks 

a. Rice and Corn 

b. Exports 1,174 2,162 17.2 25.9 / 
c. Emergency 1,856 1,942 27.2 21.2 1 
d. Others 843 1,017 12.3 12.2 1 

2. Rural Banks 

a. Masagana 99 

b. Supervised Credit 1,231 1,s 13 18.0 18.1 1 
c. Non-Supervised Credit 1,097 1,062 16.0 12.7 I 
d. Emergency 6 6 0.1 0.1 

e. Others 346 356 5.1 4.3 

Source: Department of Loans and Credit, Cennd Bank of the Phlippines 
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Table A-09. LOANS OUTSTANDING OF COMMERCIAL BANKS, 
BY INDUSTRY 
As of End 1985-September 1986 
(In Million Pesos) 

Sector 
Changes 

1986p 1985 Amount Percent 
-. 

Total 

Agriculture, Fishery and 
Forestry 9,944.2 9,452.9 491.3 5.2 

Mining and Quarrying 

Manufacturing 

Electricity, Gas and Water 

Construction 

Trade 

Transport, Storage and 
Communication 

Financing, Insurance and 
Business Services 

Real Estate 

Community, Social and 
Personal Services 

Others, n.e.c. 1 

'consists of past due items items in litigation, domestic and foreign billsclean. 

Sourcc: Department of Economic Research-Domestic, Central Bank of the Phlippincs 
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Table A-10. TOTAL LOANS OUTSTANDING OF COMMERCIAL BANKS, 
BY REGION 
As of End 1985-September 1986 
(In Million Pesos) 

I 
Changes 

Region 19863 1985 Amount Percent 

Total 104,616.4 106,184.9 -1,568.5 -1.5 

National Capital Region 91,610.0 93,755.8 -2,145.8 -2.3 1 
I Ilocos & Mt. Province 848.0 546.6 301.4 55.1 

I1 Cagayan Valley 420.1 3 5 8.4 61.7 17.2 

I11 Central Luzon 1,200.6 1,371.7 -171.1 -12.5 

IV Southern Tagalog 1,188.1 1,078.3 109.8 10.2 

V Bicol Region 646.8 513.3 133.5 26.0 

VI Western Visayas 3,790.5 3,5 32.7 257.8 7.3 

VII Central Visayas 2,049.8 2,071.7 -21.9 -1.1 

VIII Eastern Visayas 434.3 425.0 9.3 2.2 

IX Western Mindanao 384.9 376.9 8.0 2.1 

X Northern Mindanao 608.7 588.6 20.1 3.4 

XI Southern Mindanao 1,099.8 1,196.4 -96.6 -8.1 

XI1 Central Mindanao 334.8 369.5 -34.7 -9.4 

Source: Department of Economic Research-Domestic, Central Bank of the Philippines 
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Table A-1 1. LOANS OUTSTANDING OF THRIFT BANKS, BY PURPOSE 
As of End 1985-1986 
(In Million Pesos) 

Sector 

-- 

Percent Distribution 
1986P 1985 1986 1985 

Total 

Agriculture 

Commercial 

Industrial 

Real Estate 

Consumption 346.5 356.3 3.6 4.4 

Others 3,747.8 3,353.4 39.4 41.9 

Source: Department of Economic Research-Domestic, Central Bank of the Philippines and 
Supervisory Reports Office, Cenaal Bank of the Philippines 



88 APPENDIX A 

Table 8-12. LOANS OUTSTANDING OF SAVINGS BANKS, BY REGION 
As of End 1985-1986 
(In Million Pews) 

Changes 
Region 1986p 1985 Amount Percent 

Total 3,550.0 2,086.3 1,463.7 70.2 

National Capital Region 3,423.6 2,005.0 1,418.6 70.8 

I Ilocos & Mt. Province ~ 
I1 Cagayan Valley 8.4 13.0 -4.6 -35.4 

I11 Central Luzon 46.2 10.1 36.1 357.4 

IV Southern Tagalog 43.4 22.2 21.2 95.5 1 
V Bicol Region 

VI Western Visayas 4.1 9.1 -5.0 -54.9 

VII Central Visayas 13.1 17.3 4.2 -24.3 

VIII Eastern Visayas 

IX Westem Mindanao 6.9 9.5 -2.6 -27.4 

X Northern Mindanao 0.1 -0.1 -100.0 

XI Southern Mindanao 4.3 -1.3 100.0 

XI1 Central Mindanao 

Source: Department of Economic Research-Domestic, Cenaal Bank of the Philippines 
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Table A-13. LOANS OUTSTANDING OF PRIVATE DEVELOPMENT BANKS, 
BY REGION 
As of End 1985-1986 
(In Million Pesos) 

1986p 1985 Changes 
Region Total Ratio Total Ratio Amount Percent 

Total 

National Capital Region 1,457.3 49.4 1,180.8 50.1 276.5 23.4 

I Ilocos & Mt. Province 21.9 0.7 23.2 1.0 -1.3 -5.6 

I1 

I11 

IV 

v 

VI 

VII 

VIII 

IX 

X 

XI 

XI1 

Cagayan Valley 

Central Luzon 

Southern Tagalog 

Bicol Region 

Western Visayas 

Central Visayas 

Eastern Visayas 

Western Mindanao 

Northern Mindanao 

Southern Mindanao 

Central Mindanao 

Source: Department of Economic Research-Domestic, Central Bank of the Philippines 
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Table A-14. LOANS OUTSTANDING OF SPECIALIZED 
GOVERNMENT BANKS~,  BY PURPOSE 
As o f  End 1985-1986 
(In Million Pesos) 

Item 
Percent Distribution 

1986p 1985 1986 1985 

Total 45,451.8 32,876.9 100.0 100.0 

Agriculture 

Commercial 

Industrial 393.3 14,954.1 0.9 45.5 

Real Estate 1,331.2 2,026.9 2.9 6.2 

Consumption 80.6 44.2 0.2 0.1 

'consisting of the Devdopment Bank of the Philippines, Philippine Amanah Bank and 
Land Bank of the Philippines 
Z~inancing, insurance, business services and others 

Source: Department of Economic Research-Domestic, Central Bank of the Philippines 
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Table A-15. LOANS OUTSTANDING OF SPECIALIZED 
GOVERNMENT BANKS, BY REGION 
As of  End 1985-1986 
(In Million Pesos) 

Region 
Changes 

1986p 1985 Amount Percent 

Total 

National Capital Region 

I Ilocos & Mt. Province 

I1 Cagayan Valley 

111 Central Luzon 

IV Southern Tagalog 

V Bicol Region 

VI Western Visayas 

VII Central Visayas 

VIII Eastern Visayas 

IX Western Mindanao 

X Northern Mindanao 

XI Southern ~ i n d a n a o  

XI1 Central Mindanao 

'consisting of  Land Bank of the Philippines and Philippine Arnanah Bank 

Source: Department of  Economic Research-Domestic, Central Bank o f  the Philippines 



92 APPENDIX A 

Table A-16. LOANS OUTSTANDING OF RURAL BANKS, BY PURPOSE 
As of End 1985-1986 
(In Million Pesos) 

Percent Distribution 
Item 19Mp 1985 1 986 1985 

Agriculture 5,471.7 5,555.7 80.6 83.7 

Commercial 566.6 449.0 8.3 6.8 

Industrial 187.7 160.5 2.8 2.4 

Others 

Source: Supervisory Reports Offie, Ccnad Budr of the Philippines 
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Table A-17. WEIGHTED AVERAGE INTEREST RATES 
1985-1986 
(In Percent Per Anamm) 

Nominal Red4 
TYPC 1986 1985 1986 1985 

I. Borrowing Rates of Banks 

a. WAIR on interbanki 12.39 16.15 11.59 
b. Savings Deposits 8.62 10.84 7.82 
c. Time Deposits (All Maturities) 14.77 21.83 13.97 
d. Manila Reference Rate (MRR) 

60 Days 12.31 21.31 11.51 
90 Days 12.31 20.39 11.51 

180 Days 1Z69 20.09 11.89 
All Maturities 12.31 21.14 11.5 1 

11. Lending Rates I 
I 

e. Secured Loans (All Maturities) 17.35 28.23 16.55 5.13 I 
111. Central Bank Rates 

f. R/P Rates (Term) 20.85 31.00 20.05 7.90 
g. Reverse R/P (Term) 13.99 24.18 13.19 1.08 
h. overdrafts2 21.32 23.40 20.72 0.30 
i. Emergency Loans and ~dvances '  18.41 30.86 17.61 7.76 
j. ~ e d i s c o u n t s ~  10.00 12.75 10.30 7.05 

IV. Central Bank BillsITreasury Bills I 

I 
k. CB Bilk (All Maturities) 19.08 26.97 18.28 3.87 
1. Treasury Bills (All Maturities) 16.04 27.05 15.24 3.95 

' ~ a t a  furnished by CB Treasury Office 
' ~ v e r a ~ e  pr&scribed rates 
3 ~ h e  prescribed rediscount rate was reduced to 10.0 percent in December 1986 from 11.75 
percent in September 1986 and 12.75 percent in November 1985. In computing the red 
rediscount rate, the end-period inflation rate was used. 
4~ominal  rates less the average inflation rate for the year 

Sources: Treasury, Central Bank of the Philippines and Department of Economic Research- 
Domestic, Cenwal Bank of the Philippines 



Table A-18. WEIGHTED AVERAGE INTEREST RATES ON DEPOSITS1 
SECURED LOANS OF SAMPLE COMMERCIAL BANKS, 1985-1986 
(In Percent Per Annum) 

Time Deposits Secured Loans 
Savings 1 Year ) 1 Year Over 1 Year 7 1  Year Over 

Period Deposits & Below to 2 Y e m  2 Years & Below to 2 Years 2 Years 

1985 Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 
Aug 
Sep 
Oct 
Nov 
Dec 

1986 Jan 
Feb 
Mar 
Apr 
May 
Jun 
Jul 
Aug 
Sep 
Oct 
Nov 
Dec 

27.9.5 
28.26 
20.00 
N.T. 
3 1.04 
25.61 
22.21 
14.3 7 
17.03 
16.3 1 
10.27 
13.72 

13.74 
15.54 
15.89 
13.07 
15.66 
11.20 
11.69 
12.84 
9.91 

11.18 
12.44 
8.58 

38.00 
32.44 
40.94 
36.08 
36.00 
42.05 
N.T. 

45.73 
29.11 
27.22 
23.03 
36.24 

24.00 
42.00 
26.00 
32.63 
26.00 
30.00 
22.56 
21.45 
20.12 
18.52 
17.78 
16.63 

42.00 
40.67 
N.T. 
36.28 
36.00 
32.00 
34.26 
27.82 
35.79 
27.50 
21.17 
18.43 

22.09 
20.20 
23.64 
20.19 
20.75 
18.38 
20.90 
22.10 
16.11 
15.79 
14.73 
15.91 

N.T.-No Transaction 

Source: Department of Economic Research-Domestic, Central Bank of the Philippines 
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1 

Table A-19. REAL INTEREST RATES' 
1986 
(In Percent per Annum) 

Lendmg Rate Time 
Secured Loans Saving Deposit 

Month (All Maturities) Rates (All Maturities) 

January 

February 

March 

April 

May 

June 

July 

August 

' September 

October 

November 

December 

' ~ e a l  interest rates correspond to the difference between nominal 
interest rates (weighted average interest rates) and annual inflation 
rates 
Soutces: Department of Economic Research-Domestic, Central Bank 
of the Phlippines and National Census and Statistics Office 
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Table A-20. NUMBER OF FINANCIAL INSTITUTIONS 
As of End 1985-1986 

Institution 
Percent 

1986 1985 Change 

Total 6,109 5,780 5.7 

1. Commercial Banks 1,765 1,752 0.7 

2. Thrift Banks 665 661 0.6 

3. Specialized Government Banks 100 100 

4. Rural Banks 1,085 1,117 -2.9 

5. Non-Bank Financial institutionsi 2,494 2,150 16.0 

'~ncludes non-stock savings and loan associations, mutual building and loan -cia- 
tions and private insurance companies 

Swee:  Supervisory Reports Office, Central Bank of the Phlippines 



Table A-2 1. OUTSTANDING DEPOSITS OF THE BANKING SYSTEM 
As of End 1985-1986 
(In Million Pesos) 

1 9 8 6 p  1 9 8 5  
I tern Total Demand Savings Time Total Demand Savings Time 

I. By Institution 176,453.4 20,257.3 88,256.1 67i940.0 167,461.7 15,161.6 66,642.0 85,658.1 

1. Commercial Banks 

2. Thrift Banks 12,964.7 411.0 7,639.0 4,914.7 10,478.7 238.3 5,472.5 4,767.9 

A. Savings Banks 7,021.9 166.8 4,538.4 2,316.7 5,734.8 98.3 3,137.3 2,499.2 

B. Private Development Banks 3,315.5 213.2 1,583.4 1,518.9 2,765.4 130.1 1,249.8 1,385.5 

C. Stock Savings and Loan 
Associations 2,627.3 31.0 1,517.2 1,079.1 1,978.5 9.9 1,085.4 883.2 

3. Specialized Government Banks 15,293.4 184.6 5,819.3 9,289.5 10,838.3 152.9 2,935.1 7,750.3 

4. Rural Banks 3,625.6a 17.8 2,305.4 1,302.4 3,127.0 17.1 1,966.9 1,143.0 

of September 1986 

Source: Department of  Economic Research-Domestic, Central Bank of  the Philippines and Supervisory Reports Office, Central Bank o f  the Philippines 



Table A-22. FOREIGN CURRENCY DEPOSIT SYSTEM 
June 1985-1986 
(In Million US Dollars) 

Item 
June June 
1986 1985 

Gross Resources 

Of which: 

DepositslBorrowings 

A. ~anks '  

B. Non-Banks 

PlacementsILendings 

A. ~anks '  

B. Non-Banks 

Earnings and Expenses 

A. Earnings 

Onshore 

Offshore 

B. Expenses 

C. Net Earnings After Tax 

'~djusted to include gross f i e s  on Due From/Due To head office/branches/ 
agencies abroad 

Source: Foreign Exchange Department, Central Bank of the Philippines 
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Table A-23. PHILIPPINE OFFSHORE BANKING SYSTEM 
June 1985-1986 
(In Million US Dollars) 

Item 
June June 
1986 1985 

Gross Resources 

Of which: 

Deposits/Borrowings 

A. Banks 

B. Non-Banks 

PlacementslLendings 

A. Banks 

B. Non-Banks 

Earnings and Expenses 

A. Earnings 

Onshore 

Offshore 

B. Expenses 

C. Net Earnings After Tax 13 15 

Source: Foreign Exchange Department, Central Bank of the Philippines 
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Table A-24. MONEY MARKET TRANSACTIONS, BY INSTRUMENT 
1985-1986 
(Volume in Million PemdWAIR in Percent Per Annum) 

1986 1985 Percent 
Item Volume WAIR Volume WAIR Change 

Total 

Interbank Call Loans 

Promissory NO tesl 

Repurchase Agreements (private)' 46,146 13.882 14,185 16.364 

Repurchase Agreements (~overnment) '  7,908 17.321 13,389 19.147 

Certificates of Assignment (private) ' 8 18.635 

Certificates of Participation (private)' 1,046 12.468 

Commercial Paper (Non-Financial) 15,651 11.823 19,912 16.419 

Commercial Paper (Financial) 252 25.578 

Central Bank Certificates of Indebtedness 23, 17.000 14 17.449 

Treasury Bills 55,680 13.741 38,748 26.45 3 

DBP Bonds 

O t h a  Government Securities 

'~ncludin~ those with tax 

Souwe: Department of Economic Research-Domestic, Central Bank of the Phlippines 
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Table A-25. STOCK MARKET TRANSACTIONS 
1985-1986 
(Volume in Million SharesNalue in Million Pesos) 

1986 1985 Percent Changes 
Item Volume Value Volume Value Volume Value 

Total 58,601 11,470 11,694 2,059 401.1 457.1 

Commercial and Industrid 379 7,901 76 1,719 398.7 359.6 

Mining 24,394 3,211 4,283 293 469.6 995.9 

Oil 3 3,828 358 7,335 47 361.2 661.7 

Source: Department of Economic Rearnch-Domestic, Central Bank of rfie'Philippines 
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Table A-26. PUBLIC DEBT OUTSTANDING 
As of End 1985-1986 

Item 
Percent 
Change 

Internal Debt (In Million Pesos) 144,754 117,667 2 3.0 

National Government 105,295 77,35 3 36.1 

Local Governments 179 182 -1.6 

Government Corporations 
Guaranteed 
Non-Guaranteed 

Monetary Institutions 24,399 26,128 -6.6 

External Debt (In Million Pesos) 320,903 289,397 10.9 

External Debt (In Million US Dollars) 15,639 15,315 2.1 

National Government 5,362 5,249 2.2 

Local Governments 3 3 

Government Corporations 5,561 5,947 -6.5 

Monetary Institutions 4,713 4,116 14.5 

Sources: Government Securities Departmenc Department of Loans and Credit, Cash Department, 
Management of External Debt Departmenc Central Bank of the Phlippines; Development Bank o f  
f i e  Philippines; Land Bank of the Phlippines and the Bureau of Treasury 
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Table A-27. GROSS NATIONAL PRODUCT BY INDUSTRIAL ORIGIN 
1985-1986 
(In Million Pesos, At Constant 1972 Prices) 

1. Agriculture, Fishery and Forestry 

A. Agricultural Crops 
B. Livestock and Poultry 
C. Fishery 
D. Forestry 

2. Industrial Sector 

A. Mining and Quarrying 
B. Manufacturing 
C. Construction 
D. Electricity, Gas and Water 

3. Services (Tertiary) Sector 

A. Transportation 
B. Trade 
C. Finance 
D. Other Services 

Private 
Government 

Gross Domestic Product 

Net Factor Income from Abroad 

Gross National Product 

GNP Growth Rate (In Percent) 

'~dvance estimates as of  May 1987 

Source: National Economic and Development Authority 



Table A-28. CONSUMER PRICE INDEX IN THE PHILIPPINES, 
NATIONAL CAPITAL REGION (NCR) AND ALL AREAS OUTSIDE NCR 
1985-1986 
(1978= 100) 

Philippines National Capital Region AU Areas Outside the NCR 
Percent Percm t Percent 

Commodity Group 1986 1985 Change 1986 1985 Change 1986 1985 Change 

All Items 355.3 352.6 0.8 370.5 351.9 5.3 352.3 352.8 -0.1 

Food, Beverages & Tobacco 329.1 332.2 -0.9 342.4 329.0 4.1 327.1 332.5 -1.6 

Non-Food 391.4 380.8 2.8 396.6 373.2 6.3 390.1 383.2 1.8 

Clothing 404.5 387.3 4.4 433.5 407.0 6.5 398.6 383.3 4.0 I 
Housing & Repairs 358.9 334.3 7.4 362.1 317.9 13.9 357.9 339.5 5.4 I 
Fuel, Light & Water 511.0 548.3 -6.8 554.1 556.5 -0.4 503.0 546.7 -8.0 

Services 376.9 366.0 3.0 375.3 361.3 3.9 377.4 367.4 2.7 

Miscellaneous 360.5 345.6 4.3 365.6 351.2 4.1 359.5 344.5 4.4 

Source: Natbnd Census and Statistics Office 



Table A-29. SUMMARY FLOW'OF FUNDS MATRIX BY SECTOR: 1986P 
(In Million Pesos) 

W H O L E  E C O N O M Y  
Sectors D o m e s t i c  E c o n o m y  

Household & Non- Private Financhi 
Corporate Business Corporations ~overnment l  Intermediaries Total Rest of the World 

T-saction Categories Uses Sources Uses Sources Uses Sources Uses Sources Uses Sources Uses Sources 

Gross Savings PI 106,527 -19,928 33,958 -62 9 119,928 -33,414 
Capital Consumption 71,903 -13,167 12,881 628 72,245 
Net Savings 34,624 -6,761 2 1,077 -1,257 47,683 -33,414 

Gross Investments 105,964 -19,928 33,958 -629 119,365 -33,414 
Real Investments 58,807 -12,934 31,755 8,323 85,95 1 

Consumer Durables 3,752 3,752 
Real Estate/Fixed Assets 47,589 4,790 30,363 7,812 80,974 
Inventory 7,466 -8,144 1,392 511 1,225 

Net Financial investment2 47,157 -6,994 2,203 -8,952 33,414 -33,414 
Total Financial Uses 35,917 -11,165 32,088 74,98 1 131,821 4,78 5 
Total Financiq Sources -1 1,240 -4,171 29,885 83,933 98,407 38,199 

Gold & Foreign Exchange 
Holdings 11,844 11,844 11,844 

Foreign Currency Deposits -5,496 -23,134 -5,496 -23,134 -23,134 -5,496 
Foreign Loans -17,716 -3,383 -28 43,361 -28 22,262 22,262 -28 
Other Foreign Claims 31,879 5,657 31,879 5,657 5,657 31,879 
Domestic Currency 3,803 -12 635 2,165 6,591 6,591 6,591 
Demand Deposits 82 -711 14,458 1,188 15,017 15,017 15,017 
Savings & Time Deposits 12,904 -2,165 4,007 64 14,810 14,810 14,810 
Deposit Substitutes 4,515 -2,163 338 2,690 2,690 2,690 
Domestic Loans -2,126 -4,439 28,121 493 -14,905 12,432 -2,604 8,486 8,486 
Investments/Securities 14,133 640 -133 6,343 30,628 14,737 5,358 35,853 35,853 
Insurance Reserves -45 1 3,380 35 2,964 2,964 2,964 
Trust Funds 93 1 -32 -79 820 820 820 
Trade Credits -17,987 -4,034 -5,879 4,048 23,880 ' 14 14 
Taxes Payable -488 -264 112 298 186 -78 -78 
Inter-Financial Claims 6,049 6,049 6,049 6,049 
Inter-Governmental Claims 586 586 686 586 
Miscellaneous 8,873 -1,141 -8,300 1,068 -6,921 -107 6,168 -180 -180 

Statistical Discrepancy 563 563 

l~ncludes national and locnl governments and govanmencowned/controlled non-financial corporations 
 he difference between tool financial usrs and totnl financial sources A positive figure indicates a financinl surplus while a negative figure implies a f i i n c i d  deficit. 

Sources of boric data: National Economic and Dcvdopment Authority and Central Bank of the Philippines 



Table A-30. SUMMARY FLOW OF FUNDS MATRIX BY SECTOR: 1985 
(In Million Pesos) 

Sectors 

Transaction Categories 

Gross Savings 
Capital Consumption 
Net Savings 

Gross Investments 
Real Investments 

Consumer Durables 
Real EstateIFixed Assets 
Inventory 

Net Financial investment2 
Total Financial Uses 
Total Financial Sources 

Gold & Foreign Exchange 
Holdings 

Foreign Currency Deposits 
Foreign Loans 
Other Foreign Claims 
Domestic Currency 
Demand Deposits 
Savings & Time Deposits 
Deposit Substitutes. 
Domestic Loans 
Investments/Securities 
Insurance Reserves 
Trust Funds 
Trade Credits 
Taxes Payab* 
Ihter-Financial Claims 
Inter-Governmental Claims 
Miscellaneous 

Statistical Discrepancy 

- - - - - - - 

W H O L E  E C O N O M Y  
D o m e s t i c  E c o n o m y  

Household & Now Rivate Financial 
Corporate Business Corporations ~ o v a n m r o t '  Intamediaries Total Rest of the World 
Uses Sources Uses Sources Uses Sources Uses Sources Uses Sources Uses Sources 

:Includes national and local governments and pvemment-ownedlconaolled nowfinancial corporations 
The diffdence between total fiancial uses and total financial sources A positive figure indicates a financial surplus while a negative figure implies a financial deficit. 
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AGRICULTURAL 1. Circular No. 1098, April 11, 1986. AmendsManual of Regulations for Banks 
CREDIT and Other Financial Intermediaries governing the implementation of the Philippine 

Aquaculture Development Project. The amendment liberalized the criteria for 
qualified beneficiaries under the program by scrapping the requirement on owner 
ship of not more than thirty (30) hectares of fishponds and provides eligible bor- 
rowers with loans to finance a maximum of fifty (50) hectares, irrespective of 
fishpond-size holdings. 
2. Circular No. 1113, August 14, 1986. Amends certain sections of Books I, I1 
and 111 of the Manual of Regulations for Banks and Other Financial Zntermedia- 
ries relating to  the "Gulayan sa Kalusugan" Program, so that the program shall 
be renamed "Gulayan sa Kaunlaran." Moreover, the lending guidelines have been I 

amended so that the creditor bank carries thi option of requiring a marketing 
agreement between the farmer applicant, the creditor bank and the Food Terminal 

~ 
Market, Inc., prior to the approval of loan application. 
3. Circular No. 118, September 30, 1986. Prescribes the revised rules and regula- 
tions governing the implementation of the Philippine Aquaculture Development 
Project to be carried out through commercial and thrift banks, thus superseding 
Circular No. 1108, dated June 20, 1986. 
4. Memorandum to  Authorized Agent Banks, March 19, 1986. Notifiesallautho- 
rized agent banks that pursuant to an agreement reached with the Ministry of 
Finance and the International Bank for, Reconstruction and Development (IBRDI, 
the closing date for the availability of the peso credit line in the equivalent of 
US$90.0 million funded by the Agricultural SectorIInputs Project Loan Facility 
of the Republic of the Philippines from the IBRD has been extended from Decem- 
ber 31, 1985 to December 31, 1986. 

BANK 1. Circular No. 1092, January 31, 1986. Amends the subsection of Books I to 
OPERATIONS IV of the Manual of Regulations for Banks and Other Financial Intermediaries 

pertaining to the declaration of cash dividends, so that the liability for cash divi- 
dends declared shall be taken up in the books upon receipt of Central Bank ap- 

- proval or if no approval is received, after 30 business days from the date the r e  
quired report on cash dividend declaration was received by the appropriate super- 
vising and examining department of the Central Bank, whichever comes earlier. I 

2. Circular No. 1093, February 26, 1986. Requires all rural banks to post with- ~ 
in their bank premises a copy of their Quarterly Statement of Condition (start- 
ing with the December 1985 report), in lieu of its required publication in a new* i 
paper of wide circulation. 
3. Circular No. 1094, March 17, 1986. Amends subsection 3314 of Book 111 of 

I ~ 
the Manual of Regulations for Bgnks and Other Financial Intermediaries, raising 
the ceiling on the amount of real estate loans granted by rural banks exempted 
from publications requirement in cases of foreclosures of mortgages and execu- 
tion of judgments thereon from P20,000 to P50,OOO. 
4. Circular No. 1095, March 17, 1986. Amends the first paragraph of Section 
4161 p. 1 of Book IV of the Manual of Regulations for Banks and Other Finan- 
cia1 Intermediaries, requiring pawnshops to  submit. to Supervision and Examina- 
tion Sector Department IV, Central Bank of the Philippines their consolidated 
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balance sheet (CBP 7-25-0243 and Consolidated Statement of. Income and Ex- 
penses (CBP 7-25-03 C) within the month following each quarter. 
5. Circular No: 1108, June 20, 1986. Amends Books I, I1 and 111 of the Manual 
of Regulations for Banks and Other Financial Intermediaries by deleting the word 
"Rural" from the phrase " ~ u r a i  Bank" of Appendix 37 of Book 111, by defining 
a qualified bank in Item 3 1 of the same appendix as a private commercial bank, 
a thrift bank or a rural bank approved by the Central Bank of the Philippines to 
participate in the Philippine Aquaculture Development Project, and by including 
Section 1363 in Book I and Section I and Section 2367 in Book I1 which both 
pertain to  the "Rules and Regulations Governing the Implementation of the 
Philippine Aquaculture Development Project." 
6. Circular No. 1124, December 5, 1986. Amends Books I and I1 of the Manual 
of Regulations for Banks and Other Financial Intermediaries to specify that each 
bank, whether government-owned or controlled or private, shall cause an annual 
financial audit not later than 30 days after close of the calendar year and that 
an external, independent auditor shall conduct the said audit. 
7. Memorandum to Authorized Agent Banks, February 13, 1986. Advises the 
establishment by the Central Bank of the Philippines Regional Cash Office in 
Cabanatuan City to perform specified functions starting February 17, 1986 such 
as the acceptance of deposits from certain banks to meet reserve requirements; 
the supply of the currency requirements of specified banks in the area; and the 
replacement under certain conditions of currency unfit for circulation. 

DEBT REPAYMENT 1. Circular No. 1101, May 2, 1986. Extends the deadline of application for entry 
PROGRAM of eligible debt into the Central Bank's Debt Repayment Program for the Philip- 

pine private corporate sector from June 1, 1986 to September 30, 1986. 
2. Circular No. 1091, January 31, 1986. Provides guidelines for the restructuring 
and repayment of certain foreign currency debt obligations of Philippine private 
financial sector obligors. 

DEMONETIZATION 1. Circular No. 1106, June 9, 1986. Provides for the retirement of Central Bank 
coins which include the 10 Sentimo English series and all denominations of the 
Pilipino Ang Bagong Lipunan Series. This circular requires that said coins be sur- 
rendered to the Central Bank or to its authorized agent banks or to provincial, 
city and municipal treasurers, for replacement or exchange at par with the Central 
Bank coins belonging to the Flora and Fauna series starting July 1, 1986. The 
abovementioned coins will cease to be legal tender after June 30, 1987 but may 
be exchanged or replaced at par and without charge with legal tender currency 
until June 30, 1990, after which, said coins which have not been exchanged will 
cease to be a liability of the Central Bank and will be considered demonetized. 
2. Circular No. 1107, June 20, 1986. Suspends until further notice the effectivity 
and implementation of Circular No. 1106, dated June 9, 1986 regarding the r e  
tirement of Central Bank coins in view of certain unforeseen administrative com- 
plications. 
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DIRECTORS, 1. Cjrcular No. 11 15, September 16, 1986 Amends certain provisions of Books 
STOCKHOLDERS I to IV of the Manual of Regulations for Banks and Other Financial Zntemedirr- 

AND OTHER ries, particularly on the matter of concurrent officerships between banks or bet- 
RELATED ween a bank and a non-bank financial intermediary. 

INTERESTS (DOSRI) 

EXPORTS 1. Memorandum to Authorized Agent Banks No. 2, February 12, 1986. Notifies 
all authorized agent banks of the revised rules governing the expiry date of export 
declarations (Form No. CBP 6-2 1-02) and Export Permits (Form No. CBP 6-21-03), 
thus superseding MAAB No. 36 dated May 30, 1958. 

FOREIGN 1. Circular No. 1088, January 3, 1986. Amends the foreign exchange regulations 
EXCHANGE on non-trade transactions contained in Circular No. 1028 dated October 12,1984, 

TRANSACTIONS by redefining: 1) service exporters to include all those awarded service contracts 
for projects and supply contracts for non-construction projects; and 2) Philippine 
contractors earning foreign exchange to include only Philippine overseas con- 
struction and construction-related contractors and those inside US military bases 
in the Philippines. 
2. Circular No. 1089, January 6, 1986. Provides that the peso equivalent of f o r  
eign exchange inward remittances of Filipino overseas workers or of Philippine 
or multinational companies coursed through offshore banking units' correspom 
dent banks abroad, shall be paid to the designated persons or corporations in the 
Philippines. 
3. Circular No. 1099, April 18, 1986. Amends Circular No. 1028, dated October 
12, 1984, which pertains to the regulations on foreign exchange receipts and ac- 
quisition, so that instead of using Central Bank official receipts, authorized agent 
banks shall cover their purchases of foreign exchange for pesos with their own 
Bank official receipts, w,We authorized foreign exchange agents shall cover their 
own official receipts duly registered with the Bureau of Internal Revenue (BIR). 
4. Circular iYo. 1116, September 22, 1986, Amends Section 12 of Circular No. 
1091, dated January 31, 1986, governing swaps and forward exchange contracts 
of private financial sector borrowers such that these obligors who have maturities 
of short-term and medium-term specified debt which are covered by existing swap 
or forward exchange contract(s) entered into with the Central Bank for its own 
account may continue to benefit from the forward exchange rate set forth in the 
contract. 
5. Circular No. 1120, November 7, 1986. Amends Section 38 (Sale of Travel 
Tickets and Charge Orders by Carriers) of Circular No. 1028 dated October 21, 
1984 to provide that passenger tickets and miscellaneous charge orders may be 
sold to residents and non-residents in pesos or in foreign exchange subject to exist- 
ing foreign-exchange regulations. 
6. Circular No. 1126, December 18, 1986. Amends Section 36 (b) of Central 
Bank Circular No. 1028 to provide that authorized agent banks (AABs) may sell 
travel funds at their Head Office and their Metro Manila and provincial branches. 
7. Circular Letter, June 26, 1986. Requires all authorized agent banks, in line 
with Circular Letter dated November 11, 1983 that all applications for foreign 
exchange invisible remittance of the National Government, its political subdivi- 
sions, agencies and instrumentalities including government-owned andlor con- 
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trolled corporations, universities and colleges s h d  be filed witfi the Fiscal Opera- 1 
tions Group, Foreign Exchange Operations and Investments Department of the 
Central Bank for processing, evaluation and prior approval. 

1. Memorandum to All Accredited Dealers and Financial Institutions of Investors 
Concerned, August 27, 1986. Advises that starting August 28, 1986, P2.9.billion 
worth of Treasury Notes will be available for over-the-counter purchase at the 1 

Government Securities Department, Central Bank. 
2. Memorandum to  A11 Banks, Non-Banks, Financial Institutions, Dealers and 
Others Concerned, September 16, 1986. Sets forth guidelines for dealership in 
government securities in view of the revival of the auction system for Treasury 
Bills and other publicly-offered government securities. 

IMPORT 
REGULATIONS 

1. Circular No. 1090, January 14, 1986. Clarifies that "used clothing" which may 
be imported pursuant to Circular No. 1060 shall be limited to those which are al- 
lowed to  be imported under Republic Act No. 4653. 
2. Circular No. 1096, March 24, 1986. Amends certain sections of Cucular No. 
1029 dated October 12,1984, so that the importation of wheat and wheat flour; 
soybean and soybean meal; and feed gains and feed substitutes shall no longer r e  
quire prior approval by the National Food Authority. Moreover, the importation 
of "Wines and Liquors" limed in Annex A of Circular No. 1096 shall be allowed 
through letters of credit without prior approval of the Central Bank. 
3. Circular No. 1100, April 30, 1986. Amends pertinent provisions of Section 8 
of Circular No. 1029, dated October 12, 1984, in line with the import liberaliza- 
tion program of the government. The circular allows certain commodity groups 
to be imported without prior approval of the Board of Investments (BOI) and 
other government agencies. 
4. Circular No. 1103, May 8, 1986. Amends Circular No. 1100, dated April 30, 
1986 by requiring the prior approval of the Board of Investments (BoI) and the 
Garments and Textile Export Board (GTEB) for the importation of polyester 
staple fiber and filament yarn. 
5. Circular No. 1103, May 8,  1986. Deletes polyester staple fiber and filament 
yarn from the list of commodities allowed for importation without approval of 
the concerned government agencies under Circular No. 1100 dated April 30, 
1986. 
6. Circular No. 1105, June 6,  1986. Stipulates that the importation of certain 
commodities will no longer require the prior approval of the Board of Invest- 
ments ( ~ 0 1 )  in line with the import liberalization program of the government. 
The circular also allows the importation of certain non-essential commodities 
through letters of credit without prior Central Bank approval. 
7. Circular No. 1109, July 18, 1986. Provides a listing of an additional 272 com- 
modities classified under: a) synthetic resins and resin products; b) sodium tri- 
polyphostate; c) fish and fish preparations; d) basic iron and steel; e) paper and 
paperboard products; and f )  high tariff rate items (e.g., poultry, fish, etc.), that 
may henceforth be imported without prior approval of concerned government 
agencies. 
8. Circular No. 11 10, August 1, 1986. Amends Sections 12 and 13  of Chapter 
111 of Circular No. 1029, dated October 12, 1984, regarding the "Importation 
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of Machinery and Equipment, Aircraft and Vessels" such that: a) the foreign 
credit financing requirement of importations of machinery and equipment, a i r  
craft and vessels, regardless of value is deleted; and b) prior Central Bank ap- 
proval and prior favorable endorsements of government agencies for importation 
of machinery and equipment for agriculture and for export-oriented enterprises 
registered with the Central Bank, Board of Investments, Garment and Textile 
Export Board,+and Export Processing Zone Authority, are no longer required. 

9. Circular No. 11 17, September 26, 1986. Provides a listing of another 80 com- 
modities classified under: a) synthetic resins; b) tires; c) paper and paper products; 
d) basic iron and steel products; e) synthetic fibers and yarns; f) high tariff rate 
items; g) vinyl-asbestos/asbestosvinyl tiles; h) liquid caustic soda; and i) banned 
non-essential commodity (NEC) items, that may henceforth be imported without 

I 

the prior approval of concerned government agencies. 
10. Circular Letter, August 11, 1986. Enjoins all authorized agent banks and all 
concerned t o  observe strictly the provision of Section 16 of Circular No. 1029 
dated Ocrobdr 12, 1984, pertinent to  the requirements for L/C opening, particu- 
larly those on the prescribed information on the unit of quantity of the irnport- 
ation which are not specifically indicated in some reports and accompanying in- 
voices submitted to the Central Bank. 
11. Circular Letter, October 13, 1986. Specifies that the importation of "Toy 
Guns,.. classified under the said heading is still prohibited pursuant to  the pro- 
visions of Letter of Instructions No. 1264 dated July 31, 1982. 
12. Circular Letter, November 7, 1986. Provides, with exceptions, that in line 
with Circular No. 1110 dated August 1, 1986, all importations of spare parts in 
excess of US$50,000 per month per importer need not be referred to the Central 
Bank for prior approval. 
13. Circular Letter, November 28, 1986. Adirises that imports not covered by 
Letters of Credit and Deferred Arrangement and Open Account should be pro- 
perly reported under Schedule 5 of 10s Form I, and not under Schedule 8 of 
IOS Form I. 
14. Memorandum to A11 Banks, June 20, 1986. Suspends the implementation 
of Memorandum to All Banks dated April 10 and 21, 1986 (Comprehensive 
Import Supervision Scheme) until further notice. 
15. Memorandum to Authorized Agent Banks, March 24, 1986. Requires autho- 
rized agent banks to  transmit directly to  the Current Imports and Commodity 
C,lassification Office (CICCO) Central Bank of the Philippines, reports relative to  
the import liberalization program of the government in order t o  effectively im- 
plement the provisions of Central Bank Circular No. 1096 dated March 24,1986. 
16. Memorandum to Authorized Agent Banks and AN Concerned, April 10, 
1986. Amends Joint Order No. 1-86, dated February 21, 1986 through Joint 
Order No. 2-86, dated March 24, 1986 which provides for the implementation 
of subject inspection mechanism to the Comprehensive Import Supervision 
Scheme effective May 1, 1986. 
17. Memorandum to Authorized Agent Banks, April 21, 1986. Stipulates the 
guidelines for the Central Bank of the PhilippinesIMinistry of FinanceIMinistry 
of Trade and Industry Joint Order Nos 1-86 and 2-86 on the implementation 
of the Comprehensive Import Supervision Scheme. 
18. Memorandum to Authorized Agent Banks No. 6 ,  June 6 ,  1986. Requires all 
authorized agent banks (AABS) to  transmit directly to the Current Imports and 
Commodity Classification Office ( c r c c o )  daily and weekly rpor t s  of letters of 

/ 
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credit opened on liberalized commodities listed in Circular No. 1105 dated June 
6, 1986. 
19. Memorandum to Authorized Agent Banks No. 7, July 18, 1986. Instructs all 
authorized agent banks to transmit directly to the Central Bank's Current Im- 
ports and Commodity Classification Office (CICCO) weekly and daily reports of 
letter of credit (LIC) openings in order to effectively implement the provisions 
of Circular No. 1109, dated July 18, 1986 relative to the import liberalization 
program of the Government. 
20. Memorandum to Authorized Agent Banks No. 8, September 26, 1986. R e  

\ 
quires all authorized agent banks to transmit directly to the Central Bank's Cur- 
rent Imports and Commodity Classification Office (CIccO) weekly and daily 
reports of LIC openings in order to effectively implement the provisions of Cir  
cular No. 1117, dated September 26, 1986, relative to the import libekalization 
program of the Government. 

INTEREST 1. Circular No. 1097, April 14, 1986. Amends Circular No. 1027, dated October 
RATES 12, 1984, so that: 1) Special Time Deposits (STDs) under the Aromatic Tobacco 

Trading Loan Fund shall bear an interest rate equal to the prevailing rediscount 
. rate at the time the said STD is granted; 2) trading loans granted under this pro- 

gram shall bear an interest rate equal to  the rate of the corresponding S m  plus 
an interest spread not exceeding six (6) percentage points per annum; and 3) a 
penalty rate equal to the prevailing rediscount rate at the time the default occured 
shall be imposed over and above the existing STD rate on any portion of S m s  
that are not converted into trading loans and liquidated within thirty (30) days. 

LOANS AND 1. Circular No. 1102, May 5, 1986. Amends Circular No. 1077, dated September 
INVESTMENTS 6, 1985, which stipulates the conditions for the grant of loans secured by hold- 

outs on andlor assignment of certificates of time deposits issued by banks by in- 
cluding a waiver on the depositor's rightsunder existing law on the confidentiality 
of deposits. 
2. Circular No. 11 11, August 4, 1986. Contains the Philippine Government's pro- 
gram and implementing guidelines for the conversion of public and private sector 
external debt into equity investments in Philippine enterprises. 
3. Circular No. 1123, December 5, 1986. Amends Books I, I1 and IV of the 
Manual of Regulations for Banks and Other FinancialZntermediaries to 1 )  provide ' 

clarification that foreign as well as domestic standby and deferred letters of c r e  
dit, less marginal deposits, shall be included in the determination of the single 
borrower's loan limit; 2) clarify and make explicit that guarantees mentioned 
refer to those the nature of which require the guarantor t o  assume the liabilities1 
obligations of third parties in case of their inability to pay; 3) rephrase exceptions 
to include those fully secured by cash, holdout on depositsldeposit substitutes 
or government securities; and 4) add counterpart subsections to  Book 1V regard- 
ing contingent liabilities included in loan limit and aggregate ceiling on issuance 
of guarantees. 
4. Circular Letter, July 15, 1986. Issues the guidelines to all banks on the report- 
ing to the Central Bank International Operations Sector (10s)-I of transactions 
relative to Circular Nos. 1076 and 1091, particularly: a) dollar-collateralized 
loans for which foreign liability is assumed by the end-user under Circular No. 
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1076; b) swaps with hold-outs for which foreign liability is wholly/partially as- 
sumed by the Central Bank under the same circular; and c) commercial bank 
foreign liability assumed by the Central Bank under the same circular; and c) 
commercial bank foreign liability assumed by the Central Bank under Circular 
No. 1091. 

NATIONAL 1. Circular No. 1121, November 14, 1986. Amends various provisions of Books 
GOVERNMENT I to  IV of the Manual of Regulations for Banks and Other Financial Intermedia- 

DEPOSITS ries to provide, among others, 1) that all National Government deposits in excess 
of working balances as determined by the Ministry of Finance shall be placed with 
the Central Bank; 2) that any special depository privilege enjoyed by governrnent- 
acquired banks shall be withdrawn not later than June 30, 1986; 3) definition of 
terms; 4) liquidity floor requirement, with exceptions; 5) sanctions, transitory 
provision, required reports and others. 

REDISCOUNTING 1. Circular No. 11 14, September 1, 1986. Amends Section 1 of Books I, I1 and 
111 of the Manual of Regulations for Banks and other Financial Intermediaries 
governing the rediscounting of eligible papers of agricultural production, cottage 
and small industry credits, general purpose working capital financing and other 
short-term credits, such that these eligible papers shall have a loan value of 80 

I 
percent and a rediscount rate of 11.75 percent per annum. 
2. Circular No. 1125, December 15, 1986. Amends Book I to  I11 of the Manual ~ of Regulations for Banks and Other Financial Intermediar&s to provide that the 
loan value of the various eligible papers under the rediscount window would be 
80 percent and that the rediscount rate would be 10 percent per annum. 

RESERVE 1. Circular No. 1104, May 26, 1986. Reduces the reserve requirements on d e  
REQUIREMENT mand, savings, NOW accounts and time deposits and deposit substitute liabilities 

with original maturities of 730 days or less of commercial banks, and demand 
deposits and short-term deposit substitute liabilities of thrift banks and non-bank 
financial intermediaries from 23.0 percent to 22.0 percent effective May 26,1986. 
2. Circular No. 11 12, August 4, 1986. Reduces the reserve requirement on cer- 
tain types of deposits and deposit substitute liabilities from 22.0 percent to 21.0 
percent and amends accordingly specific provisions of Books I-IV of the Manual 
of Regulations for Banks and Other Financial Intermediaries, 
3. Circular No. 1119, October 10, 1986. Amends Books I, 11, and IV of the 
Manual of Regulations for Banks and Other Financial Intermediaries governing 
reserve requirements on deposit substitute liabilities as well as interbank loan 
transactions of commercial banks, thrift banks and non-bank financial interme- 
diaries authorized to perform quasi-banking functions. 
4. Circular No. 1122, November 28, 1986. Amends Books I to IV of the Manual 
of Regulations for Banks and Other Financial Intermediaries to implement reduct- 
ion in reserve requirement on deposit liabilities and deposit substitutes with ori- 
ginal maturities of more than 730 days from 6.0 percent to  5.0 percent. 
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REVOLVING TRADE 1. Circular Letter, December 16, 1986. Requires that all public sector and private 
FACILIf Y sector borrowers concerned shall submit their short-term credit requirements for 

the year 1987 to the Management of External Debt Department (MEDD), copy 
furnished the Trade Facility Office in the case of trade credits to  be obtained 
under the $3.0 billion Revolving Trade Facility, Central Bank of the Philippines 
(CBP), not later than December 19, 1986, to form basis of the Central Bank of 
the Philippines to issue authority to  borrow short-term debt under the $4 billion 
Revolving Trade Facility with foreign banks. 

S m L L  1 .  Circular Letter, March 10, 1986. Redefines the terms cottage, small and me- 
AND MEDIUM dium industries (CSMI) in line with NEDA Resolution No. 1, dated February 12, 

INDUSTRIES 1986, as follows: a) cottage industries-enterprises excluding agriculture with 
t d a l  assets after financing below P500,OOO; b)  small industries-enterprises ex- 
cluding agriculture with total assets after financing of over P500,OOO but less 
than P5 million; and c) medium industries-enterprises excluding agriculture with 
total assets after financing of over P5 million but less than P20 million. 


