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RESPONSIBILITIES AND OBJECTIVES OF THE CENTRAL BANK

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

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

a) Primarily to maintain internal and external monetary stability in the
Philippines, and to preserve the international value of the peso and convertibility of
the peso into other freely convertible currencies; and

b) To foster monetary, credit and exchange conditions conducive to a
balance and sustainable growth of the economy." ’

: Section 2, Article I,
Republic Act No. 265, as amended
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SOURCES AND SYMBOLS

Sources. Statistics are derived from government bureaus and of-
fices, financial institutions and private firms through direct communi-
cation 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 II of
the Annual Report. Changes made in each table are also explained
briefly.

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

. Data not available
- Nil or zero

p Preliminary
(Set up as a superscript)
r Revised

(Set up as a superscript)
Rounding off of figures. Any slight discrepancy that may be noticed

between the sum of the constituent items and the total shown in some
tables may be attributed to rounding off of figures.
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OVERVIEW 3

THE YEAR 1992 was marked by important transitions in the country’s move towards greater
economic stability. Significant monetary and financial reforms, complemented by the
peaceful holding of general elections in May, contributed substantially to a more open and
competitive economic environment. Reflecting this deregulated atmosphere, the exchange
rate remained generally stable and the official international reserves reached record levels
during the year. Inflation slowed down to single-digit levels and interest rates considerably
softened. Real Gross National Product (GNP), while posting a minimal improvement,
showed strong foundations for a recovery as real investments turned around from a
negative to a positive, though moderate, growth. Major economic and political bottlenecks,
however, remained unresolved even as the country contemplated a shift to a higher growth
path in the medium-term.

At the start of the year, the country embarked on a major program to liberalize the system
of foreign exchange controls and restrictions in the economy. Essentially completed in
August, the program initiated path-breaking regulations that, among others, totally lifted
foreign exchange surrender requirements as well as quantitative purchase restrictions on
current account transactions. This policy change was accompanied by trade and other
foreign exchange reforms such as the grant of the privilege for the full retention of export
proceeds and the liberalization of exporters’ and producers’ access to foreign currency
deposit loans, all of which contributed to reduced financing and other transaction custs for
exporters. Corresponding reforms in the foreign exchange market were also initi:.ted, the
most important of which was the establishment in April of the Philippine Deali g System
(PDS) which allowed market participants to continuously trade with each other tarough an
electronic screen-based network for eight hoursdaily from the previous thirty minutes prior
to its operation. The advent of the PDS facilitated a 78 percent increase in the volume of
trading in the market compared to the 1991 level.

In May, implementation of the 1992 Commercial Bank Financing Package was started.
The package, covering a total of $4.5 billion commercial bank debt, was a voluntary, multi-
option operation which included debt and debt service reduction options, as well asan option
for further restructuring with commitment of new money. During the month, the buyback
element of the package involving the repurchase of $1.263 billion public sector restructured
debt was completed. The bond exchange element which involved the conversion of $3.2
billion eligible debt into long-term bonds was later concluded in December. In addition to
this latter package, new money amounting to $138 million was also raised. -

The implementation of various other debt reduction schemes was also continued during
the year. The fifth auction under the Central Bank (CB) debt-to-equity conversion program
was conducted in March and reduced debt outstanding by $130 million. However, other
auctions scheduled for the year were temporarily suspended pending completion of the 1992
Commercial Bank Financing Package. Asof end-1992, various schemes, including the debt-
to-equity conversion program had reduced the country’s external debt by a cumulative
amount of about $3.3 billion.

Following the above major reforms, the external sector posted positive developments in
terms of a generally stable exchange rate, sustained surplus in the overall balance of
payments (BOP) and higher international reserves. The peso at end-1992 registered a 5.8
percent appreciation from its year-ago level at P25.096. It also strengthened significantly
during the year against other major currencies, posting 11.2 percent and 7.8 percent
appreciations in real effective terms against major trading partners and competing
countries, respectively. The country’s external transactions realized an overall surplus of
$500 million; considerably lower than the $1,405 million recorded in 1991. This was due
primarily to the debt buyback operations undertaken in May involving $1.263 billion in















































































































































































































72 OPERATIONS

verification/certification of remittance/non-remittance of foreign exchange payments for
imports relative to application.

International Reserve Management

Total reserves of the CB reached a record peak of US$5.2 billion at the end of 1992,
up by 16.7 percent from a year earlier. The increase in reserves was brought about
primarily by substantial net spot purchases of US dollars from commercial banks and,
to an important extent, also by inflows arising from proceeds of foreign grants and
loans obtained by the National Government.

The management of the country’s international reserves had been geared towards
maintaining reserves at a level and mix that would allow the CB to meet any foreseeable
demands for foreign exchange. Consistent with this objective, non-gold reserves were kept
mainly in the form of short-dated deposits, foreign currency denominated securities, and
other investments that could be easily mobilized to meet liquidity requirements while
accessing the best possible yields in the market. On the other hand, gold holdings were also
very liquid taking into account the active secondary market for gold. Thus, the percentage
share of highly liquid foreign exchange assets would actually be over 99 percent of total.

The CB also took utmost care to.minimize the country’s exposure to exchange rate
risk by matching the currency composmon of its assets and liabilities. As of end-1992,
assets and liabilities were denominated primarily in US dollars (67 percent and 68
percent, respectively) and in Japanese yen (31 percent and 14 percent).

Investments in high quality foreign securities, totalling $2,899 million, were the biggest
single component of the CB's reserves during the year, accounting for more than half of the
total. Holdings of these assets increased by 55.6 percent from the previous year’s level due
to higher profit opportunities perceived in fixed income instruments.

Fixed deposit investments were limited by the existing credit limits previously set by
management for its foreign counterparties, with counterparties classified as poor credit risks
delisted. Consequently, excess funds which could not be placed in time deposits due to credit
exposure limits, as well as due to the generally low prevailing deposit rates during the
year, were shifted to higher-yielding foreign securities.

Gold’s share to total reserves declined to 17.9 percent, from 28.6 percent in 1991,
as a result of the significant decline in gold purchases by the CB, with the
implementation of Circular No. 1353 allowing primary gold producers to sell their output
abroad. Meanwhile, the bearish environment for gold investments during the year--
characterized by lack of volatility and general weakness in the spot-gold-market-translated
to lower options premia which significantly reduced earnings from this source during the
period. During the year, the CB also generated low-cost bridge funding for the collateral
requirements under the 1992 Commercial Bank Financing Package through gold-backed
loans with accredited counterparties.

Foreign currencies on hand also dropped from a total of US$180 million at the end
of 1991 to only US$20 million by the end of 1992 or a decrease of 88.9 percentasa
result of the revocation of the arrangement with the commercial banks for the swap
of foreign currency notes for balances with foreign depository banks.

Gross income on foreign exchange transactions in 1992 amounted to $627 million, a 50.7
percent increase from the 1991 figure of $416 million. For the most part, this was brought
about by the discount earned from the pretermination of CB obligations under the debt
buyback program and the income realized from foreign securities. On a net basis, operating
income from international operations during the year (exclusive of extraordinary items)
amounted to $259 million, a reversal of the previous year’s net operating loss of $245 million.






























































































































































































