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ANILA 

FFlCE OF THE G O V E R N O R  

I 

His Exeelleney Fidel V. Rarnm 
President of the Philippines 
Malacafiang, Manila 

Dear Mr. President: 

T have the honor to subrnit the I994 Artnual Rqore i$ the Barzgh Serzlral rig Pilipinrrs 
pursuant to the provision of Section 40 of Republic Act No. 7653. 

The report c;onl;lins a review of economic and financial developments in 1994, the major 
ies and meaqul-es adopted by the monetary authorities and highlights of the BSP's operations 
other activities. 

Very truly yours, 
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Af te r  two year5 of moderate economic expansion under the old 
econor~~ic ctirbilizahion program, the P"raiilippine ecanol-ny recovered 
htrsngly in  11-194 S ~ Q W ~ T I ~  signs o f  sustainabdc eco~~ornic growth, 
This i \  on the stl.engr8.r crf a rekixrgencc in real GNB growth, internal 
political +t;-rbi"ity. ;I fiscal urlrpiu~ atairled hr the fir\t time in 
twcl~ty year\. achievznnent of' a balance of  payments sux~lus  and a 
\ingle.-digit decelel atirag inflatior~ sate, 

The econonny F e w  rernaxkalliy wt;'kl during tire f~ r s t  two quarters, 
even aa a11 BMF progritm wa\ sarlB bcirrg ~;~egoliated. When the 
policy \tratcgic\ atter-rdamt to the econr~my'c desired direction 
becarrnc fisln-i, ";he IMF finialfg: ;~pggroved or1 Surae 24, I994 a three- 
year (!S86SO million Extaprided Fund Fbeiliry. The year 1994 thus 
hecarne the fi151: phaile sf a rraecliu1~:7r-ter1n econanric ar~ci policy 
franrework for the cour~try, on's: that 6;0u1d serve ik:, an exit yrograrn 
with the Fui-rd, 

I 

Oqjectives Of The BsSconomic And Financial Program For 4994, 
'The over-all pesforman-ece of the economy inay then be a\sesxed in 
terms of the tklree-fold objective\ of  the ec'or~omic and financial 
progmarn for N94, FIT% eccrr~oxnic growth wacl to accelerate to 3,5 
up to 4.5 percent. Seconsl, i l~e annual iraflation rate was to average 
9-5 percent and the December-1311-Deceiarber inflation, 8.5 percent, 
Third, the external c~~irsr-ar: account deficit W ; ~ S  to be reduced frona 
S.")percca~t in  1993 an 4,X percent of GNP in 1(1)94. 

Resurgexxt (;rowth Performanrce, A 5,1 pelcexlt growth in real 
GNP wax achieved, the Saighe.pt hmce l'b)gO, exteeding the previous 
year'\ perfr)nna.rlc;z of 2,h percent zaa~d rile 3 3  to 4.5 percent 
envisioned $01. the y e i ~ - .  An accelerateci inflow of net kctor 
income I'rorra abroad 2nd d 4.3 percent inc3rea"z in real Gross 
Domeshc Product (~ptxrred the growth. JudIclorns moxretay 
n~anagemerat \+ hiclr led to relatively lower ix~terest rateh towarti the 
.;ecotld had$ of the year and \,table irrflatiorm \upported growth on the 
viapply 4de m d  provided enougl~ liquidity on the dernand side, 

Eken i i k  overall produictxorl reca,vered ~t rongly ,  the average 
ulielnployn~ea~t rate r-ow 5Xigktdy to 9-5 jsercent from 9.3 percent in 
1903 rzz a rezulk af a faster growth rn labor force relative la 
e~rrployrner~t opportunitie\, Wit11 real GNP g r o ~ i t l ~  outpacing that 
of popularion, average per capita real GNP iracreased by 2.6 
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percent to PI 1.515 ecluivalernt to US$436 iri constant prices arid 
I!S$960 in current prices. 

I3udgedary Surplus In The Fiscal Sector . The Philippines 
closed 1994 with a positive turnarolxncf in fiscal performance. A 
surpltas in the National Government (NG) budgetary positisr~ was 
achieved, the first ever after twenty years of deficit position. 
MclJor Facmrii which contributed to the record pedormance of the 
fiscal sector were the Llpsurge in real GNP graw&l, lower l~~te res t  
rates toward the seconcl half, l~ztensive tax collection efforts, 
ixlcreased incorne from the pri.siatization program and prudent 
expenditure ancl borrowing policy. As ii recult, the consolidated 
public. sector deficit (CPSD) declined to 0.1 percent of GNP. 

Prudent Monetary Policy And Favorable Monetary 
Developments. Consistent with the objectrve to attain 
mlzcroeconornic h"lability througl-r fiscal consolidation, nlonetilsy 
policy in 1994 sought to achreve ax1 iipproprlate ba!ance between 
attaining high ec.onomic growth, and mair~taining a single-digit 
inflatioi~ rate. Thua,  t f ~ e  ~-a-nor-retary authorities adhered as closely as 
possible to the programmed rllonetary aggregates, notwithstanding 
the expectation5 for higher growth arisilrg from increased 
confidence and the lagged impact of recent financial sector refarlns 
which raised the demand for money, Average domestic li 
expanded by nearly 25 percent but grokvth did not spill ov 
real sector in t e r m  of higher ia~flatiol~, Interest rates in 1 
generally  lo^, contribiltirrg further 10 modest cost swu 
price mowement, 

Stabie And Single-Lligit Inflation Kate. Despite 
aggregate demand and high nominal dotne\tic liquidity gr 
an11uaI inflatiorl rate during the year rernizlned at sing1 
percent, lower than the q.5 percent target. The right rn 
a ~ ~ d  rnolletary policiei, \upposted by a strong peso si 
contributed Iikealce tc9 price stability. Its positive ira~paccl 
ecoxzQIny has been indicated throrrgh stable interest 
colnpetitive prices of exportable and dornestic tradable gooc 

SLII'PIIIS In The Balance Of Payments, Reflective 
favcbi.able impact of a desegrllaled foreigra exchimge enviro 
the collntry " s  eexterr~ai position ir~lproted substantially this ye 

r A r 1 7  7 A 1 -7 r nr% 
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the attair~meiat of a balance of piiyrnentc* surplus of lJS$168 million 
(il1~1udlng re"rcj~edujed debt) in 1994, a c b u p  c,.oiltra\t to the 
;fi'S$SOI rnillion deficit in 19%. Fraelled rnair~ly by higher* 
remittance\ of u.aer\ea\ contract workers9 earniaclgs, c-onversioa~ into 
Ixesa of FCDU deposits, and foreigrr in\le\tr-raentc;, t h i c  encouraging 
devrlup~nex~t wa?g ~rght ly  i r r  46ep wath the nnedium-term obiectivc of 
at"linlng external viability witlrin the i?;almework of  a market- 
deterrna~~etl floating exchange sate poIicy, 

Healithp I,evel Of Ciross XnlerraraCional Reserves, A l~ealthy ancl 
comfortable level sf gri3a.l ir-ntenaatiorlal reser-ve.; (G1K) of the BSF 
at US$h,995 mrlliox~ was acc;u~z~ul;t.ttld at end-19a)4, compared to 
LIS"i65,Mo 1 milllow in the previous year. 'T'he active participation of 
the BSP ;n\ a net purc*h;r\er of forcig~~ cxchax~ge BII the market to 
n-raintarn \table fo'clreigs~ exi*hange condrticrn4 and the acquisition of 
foreegn exchange proceed\ From prlvatlratron effort$ helped raise 
the CilR. TTB-ni\ level could support 3.535 rrlonths of ilrrport\ of  goods 
or 3 monthb of import\ trf good\ arrc! servicec. 

1Market-Il9eteran1inec1 Pcsa,-lloilar I<xcharrge Rate. Market 
fundarneriealc bil4ic;ally determined the level of thc peso-dollar rate 
as i t  \trengthenerl or1 account of xub\ranrial forelgl~ exchange 
inflows fsglrrr oeiersea\ worker$' semi ttalzce(s, foreign current y 
depohh twithc9rawal\ ancl ccantersior~ in~trr pesos, and portfoXio 
foleigt~ Inve~tments, Thi\ debelr~plncnt was con\i\tenl with the 
adoption of a f-lsaaring exchdnge rate policy under a deregulated 
foreign exchange market. But j r ~  view c ~ f  the large fluctuations in 
the dally race, the BSP \oargl-rr to 4tabili~e tile market by stepping 
up It\ foreign exchange purcirna\e\, Withevut \ue.P-r foreign excilarxge 
market rntemer~tiurx, the pelo would have txerr ctrorager, 

I,a~werr Exterrral hT)ebt-Service EG~tio, Exterl-rzrl debt managenlent 
policy durlr~g the year cionali~~ued to be guided by the avaifment of 
borrowir~g\ at reahualabls: zerrn14, For firlancing productiwe alxl  
priority areas at ariiounts kjjitihin tile couner)i's debt servicing 
capacity* 

By ex~d-September I 994, the ~ o u n t r y '  I, foreigi~ exchange lillbiiitieis 
increased by 8,s percent irorr~ e n d - 1 9 3  tto US$37.3 billion due 
pltncipally to eile n-iw 111 medrurrr-anci-long-terr~rn laarla to Cixlimce 
p~rblic hector projecb such a\  elrergy, cornrnunicirtions and 
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transportation, aild increase in trade financhg and revaluati 
losses mainly an account of the yen appreciation. 

While the debt-service burdell (DSB) rose to US1"64,073 millipn 
in 1994 fronl US$3,533 million the previous year, the DSB ra 
exports of goods and services improved to 16.9 percent fro 
percent during the same period. i 

i 

i 

Development Of The Financial System. Coxniplernenting 
monetary cotlditions mTas the corltinued development of a 
and viable financial system, Its major function to inter 
hnds  between savers and the borrowers has been stren 
further by the increased capitalization of b a ~ ~ k s  and 
financial intermediaries with quasi-banking fr~nctions. 

As of end-December 1994, total resources of &e financial sy 
(excluding the ESP) at P1,587.4 billion rose by 19.1 p 
Cor~mercial banks co~lti~iued to account for a principal s 
resources at 66.3 percent. 

The impact of the policy Liberalizing the es~blishment of 
branches continued to be felt as the  lumber of total fin 
intermediaries including head offices and branches increase 

The year 1994 also saw the passage of R.A. 7721, 'I 

1,iberalizing the Entry and Scope of Operations of Foreig 
in the Philippirles", on 18, 1994 which the BSP 
suppofled to engender increased foreign investments, co 
in the banking sector, and growth of new financial insmme 
domestic banks become more globally integrated. 

Bullish Skoek Market. Trading at the Philippine Stock Ex 
remained bullish as sound economic fundamnkals e 
confidence of domestic and .foreign investors. The volu 
value of transactions accelerated by 10.2 and 99.6 percen 
last year's performance. The composite index (PHTSE 
by a higher 51.2 percent. As p a t  of ongoing reforms 
' cap~tal  market,, the Manila and Makatl Stock Exchanges were 
unified on March 4, 1994 to achieve un~torrn pricing of stoc 
eliminate arbitrage b-ansactions. 
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Profitable Central Ballking Operation. A yeas after the 
completion of i t s  successful financial restructufing on DecernbGr 
20, 1993, the BSP registered a net income of PICI.5 billion mainly 
on inccorrnt of its higher income from foreign investxnents and 
darnestic securities. This atlowed the BSP greater flexibility in the 
conduct of monetary policy, amortize the outstarlding losses of the 
Cen~aT Bank - Board of  Liquidators and rernit dividet~ds to the 
National Government, 

continued coi~l'idence and 
optimism arnoxrg investors, 
together with lanproved 
supply situation resulting 
from the nosmali~atiox~ of 
power supply, sustained 
h i g h e r  e c c r n o m i c  
performance for the third 
consecutive year sir~ce 
1991. Real Gross 
Domestic: Roduct (GDP) 
registered a 4,s percent exga~~sion, the highest achieved since 1990. 
Factoring in the increased rernittar~ces r'rorn abroad, real Grass 
National Product (GNP) registered a 5.1 percent growth for the 
year, c o q a r e d  to the 2,6 percent expansion in 1993. 

regale L)emal.zd On the demand side, the I 

1 major Arnpetus to growth 
came frorn exports of 
goods and non-Fdctor 
services. Despite the 
appreciation of tlre peso 
vil-a-vis the U.S. clollar, 
exports accelerated from a 
rllere 6.2 percent in 19g3 
to 19-5 percent in 1994, 
lxnporec likewise exparrdecl 
irr line with economic growth but at a slower pace than exports. 
Next to exports, capital formatiolr continued to boost aggregate 
denland although blower tha1.l its 1993 pace. Meanwhile, prlvate 
consumption continued ta supplement a large part of the expansion 
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in aggregate denland, with the illflow in overseas remittances anr,J 
the improven~er~t in household ii~corne translating to increas 
consurnptlo~l expenditure<. Partly explainir-rg the improved fix 
position in 1994 was the reductioli in the public secto 
consumption expenditure\ (Table l a). 

Seetoral Conditions On the supply side,this year's output expar~sion was led by indus 
w h i c b r e w  by 6. l perc 
1993 level, ax a lhubsec t  
exception of r-r-rlning and qua 
water seepage in max~y oil 
metal prices. Mean~hi le ,  rn 
especially in food (specifics 
and allinla1 oil\ and Path, 
products). Construction 
infrastructure projects wer 
expa~lded as the power sect 
generating plar-rts moxtly 
C 

scl-leme of the governn~el 
power plants to meet the rising demand for electricity. 

Services, with its 3.8 pe 
expansion in econornle 
corninunication and (;torage; and finance, In that order, 

The cornbined agriculture, 
fishery, and forestry 4ector 
su\taii-red the previous year's 
creditable performar~ce. 
Palay production provided 
the major source of growth, 
with the increa\e in liarvest 
a r e a s  a n d  con t inued  
rehabilitation of irrigation L T ~ , J I  m ss.7 

system,. Politive growth 
was llkewice recorded for the rest of the agricultural crops. 
Meanwhile, livestock expanded while pou1b.y decele 
DwindIir~g marille recourc;e\ limited the growth of comm 
fiching and aquaculture. The forestry wb-sector continued its 
downtrend as the government maintained its conservaGon ef 
through the log ban (Table I b), 

- - 
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S a v i n g s  

b n ti 
jnvesments 

A much-improved tax effort. prudence in fiscal spending, lower 
consumption propen"ties of the private sector at both the national 
and llousehold level and improved real income levels resulted ir?i 
higher gross national savings in both absolute terrrrs and in relatlarz 
to GNP (Table 2). 

National savinlgs measure a country" sown efforts, whether at honle 
or abroad, to mobilize resources for invest~r~ea~ts. While the bulk 
of savirlgs co~itinued to come frorn the private sector, the public 
sector solely accounted for the increase in the savings rate in 1994. 
With the National Government posting a budgemy surplus fox the 

- - first time in several years 
as a result of irnproved 1 
revenue collections and 
privatization receip"c sand 
better fiscal management of I vc =< 

other public sector entities, 1 
the overall public sector i 
performance improved 
d u r i n g  t h e  y e a r .  
Meanwhile, private 5eetor 
savings were reflected in 
higher profits of businesses generatd d u ~ n g  the period a~lld 
increased availability of fundl~~g from the financial system. Much 
has been done in the financial sector to encourage savings in banks 
-the w-idening of financial sewices network, rehabiliation and 
capability build-up of finmcial institutions, as well as the 
promotion of use of autonlrrted teller rnachirles (ATMs), 

National savings is channeled to investment either directly when 
businesses engage in expal~sionary activities by using their own 
savings or through fillancia1 intermediaries, when businesses 
borrow frorn banks to finance &eir investment undertkings. 1x1 
1994. credits from the banking system helped finance a higher rate 
of hvestments. Invcstments registered a growth of  18,ff percexrt, 
most of which came from private investments. This development 
revealed the private sector's bigger participation in investment 
spending via in-frastructure building and business expansion. 
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Labor, Ewkoyment 
and Wages 

An indication of lower dependellce on foreigi-2 savings, the saving?;- 
invesmeilt g a p  dropped to 4.5 percalit of GNP from 5.9 percent ih 
the previous yeas. This was consistent with a Lower current 
account deficit in 1994 as export growth outweighed impoit 
growth. 

Economic growth was felt by the labor sector in term 
improved wages in real terms and tt-re rice in the n~ t~- r~ber  of n 
Jobs created. However, the growth o f  the total labor force 
country (2.9 perc-exat) exceeded ll~e growth of the number o 
Jobs created (2.7 percent). As a result, the unemployment r 
increased slightly from 9 3  percent a year earlier to 9.5 pe 
(Table 3). 

Meanwhile, a significant ir~creace (5-5, percent) in the nulnb 
workers deployed oversea?, was observed during the year. Tfii 
attributed to cclntinuou";clernand for Fillpino workers abroad 
account of continued vigorous economic activities in 
countries, 'The nun~ber of slew strikes slowed down to 93 in 
from 122 in 1903, even as the rsumber of wnrkerb iravolved rose to 
4")OOO in 1994, 

I Daily ~ ~ o m i r ~ a l  wage rates in "ce NCR and regions outside NlCR 
posted major increases relative to the 1993 levels, In the NCR, 
daily wage rates for non-agricultural-relared Jobs increased by 21.4 
percent to $145.00 per day in 1994 from B"11"$,42 in 1993. 
Meanwl-rile, agficultural-related jabs (plalltatiun and nor?-pialltation) 
rose to JR135.00. This kvac attributed to legislated r~onlinal wage 
rate adjustmer~tc effected durirlg the year for norl-agricultural and 
agricultural (plantation and ~loxa-plantation) workers in the NCR. 
Increases in dally rmorrrir~al wage rates, although slightly lower than 
in the NCR, were registered i1-r regions outside NCR. 

rn real terms. dally wage rates "oased on 1988 prices improved 
from P62-75 to P68,O.I. in rX~e NCR. hileanwhile, real wages in the 
regions outside the NCR registered from P44.63-P7O.8la Per capita 
income likewise improved in 1994 rela"rive to the previous yeas. 
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Prices D e s p i t e  inf la t ionary 
pressures during the early - -- I 

7 -- 

part of the year, inflation I 
continuously decelerated in I 
the second half even as 

I 

economic arlalysts warned I 

that the rise in liquidity 1 
would exert  upward 1 ~ 
pre\sure on prices;. The 1 

A I d  P 

1 9  inflation rate bil\ed 1 -- - 

on ttle Consumer Price 
Index of the Philippixle\ (1988 = 100) will higher at 9.0 percent 
colnpared to 7,6 percent in 19993 but lower than the 9.5 percent 
target for the year (Table 4). 011 a quarterly basis, annual inflation 
stood at 9.8 percent and 9,9 percerlt during the firct two quarters 
and slowed down to 9.2 percent and 7.4 percent during the third 
and fourth quarters, respectively, 

Several cost-push factor, tended to rai\e inoatlonary pressures 
during the fir\t half of the year. Tbe\e irlcluded the temporary 
agricultural shortage., spawned by the series of typhoons in 
December 1993, phared increase in minimum wage\ in December 
1993 and April 1994, sorne c;pecularion about the ternporary 
Puef price increa\e\ early in the year and the itnpending 
implementatior~ of the expanded value-added tax, A depreciatil~g 
peso (relative to the Jal~uary to May 1993 peso-dollar exchange 
rate), the .uptrend in interest rates and in dor~le\tic liquidity growth 
also partly pu\hed prrcec upuiard durir~g the periocl. In the third 
and fourth quarters, the growth in prrce\ finally moderated due to 
;tn ilriproven~erlt in agricultural production partlculrrrly of palay, a 
ktronger pew, relatively lower intere\t rate\ and prudent liyulclity 
management, 



BOX 1: MEASURI%G LONG-TERIV( PRICE TREND OR 'UNDER1,VlhG' INFLATION 

W h e n  the rnflniron rde,  dc nreasrrred by the C'cmwrner Pnce Index 

(CPT), jumps as a reculi of say weather related supply botrlenecks, 
mondnry authontres may uyrrutraUy react hy squeei.rng 11cji~ldrty to 
stab111 7e pnces. even a\ LIle long-temr eeonornrc rrnphcntronr of thrs 
actron ~oulc l  be \ub\tantia;l It ns pssrble, hoaevcr, that thrs 

unant~clpared rise In mdiatron could just be a ' once-off' mcreasc. ra 
prices wrrh the long run trend rn inflatron a c t u r n  corillnurng to 
deceicrate 

The drprr~dence of monetary policy therefore on just the regular 
concept of ~rrflat:on. 1.2., change In Iheccnsil~ner price Index (CPI), 
rnay htn~r~tirnrs lisaci to an rna~curate assessment o f  the rnlpact of 
eventh on the long-tern trend of thr: prrce levzf and result in 
rnappropnate policy responses. 'The concept of "core" or 
"underlyrng" inflairon hccimies rmposriuli srnce ~t aims to capture 
only the rnobiment rl, pncex related io lorig-run ecoi)(mas 
fundamer~rair, e.g.. prc)d~ci~v~iy ,  elfic~ei~cy arrd ctmrpetrtlvenecs Pis 

the dtnncii~c: ecor1i)rnv. 

T h e  core or underlying ~nflatrori measures h e  lonp-mn trend rn the 

gtx~ern"Ii?nce level. 'lbe rterns rh;u are iis:aaii) excluded fro111 the 
ccrmputatii)n of core inflat~on are ( 1 )  ~9rnce5 suI?~eci'i t o  government 
17obcy si~ch as taxe, arid changes in ihc pr-rie of oil, aird m some 
couninz\, ri1~c.i-est rate\, and ( 2 )  cornporient wliicll ;ire volat~le 

govcr~ment price eettlng for m v e  countne.; md ,  m the same van ,  
not uwallv related to bas16 econornrc fu$'undamenhis 

2 Price? for privately-provided good\ and services 

Xhts measure exelucle\ gotd\ md renrrcec: that are prov~ded by the 1 

puhtrc sector andicvr drrrcrly contrafled or admmrstered by 
government ibrs rxaaqure was m r r o i l u ~ d  m 1992 by the Keaervcu 
T h i c  of Anstrdra It mdy he noted, however. that for ( I )  and (2) 
abrrvr. h e  chorcr of u h ~ c h  compnenrts to exclude and ~ l n e n ,  I \  

arhttray, and depends on the t3becbve.c trC the user and the events 
rn llre pmxcdar [xnctdc cokered 

I 
3 ('PI, net of at! extreme movemenls from whatever source 

n." i'r-lrnnrd~' Mean Inflarion Rare I 

Anotl~er m c t h d  of mealunng core lnflatron 3% the trrmmeci mean , 
method wh:t h grw\ a rne&$ure of the wsrrglrted mean of pr-ice I 

movemenu in the (enrial tore d h e  whole range d pnce clhmges 1 
For each month, rht. ~eerltral 70 percent of the d~scnbur~orr rs I 
ma~ntartat.d from w h ~ h  lire mean inflarnun ns denvril The key 
ftxatuxe a d  this rnetlrotl is thal extreme pnce changes In any Item are I 
dropped o r  riot rntluited In the inearr In cme irrtrtrtll, 11 rnay Ine fr>txl 1 

item\, did in tirz. next. fuel pnces may be excludd. What rs 
arhrtraql r \  tire wltrng of 70 percent as the sue  of the central care. 

arid/or scasvnai. iixclndrng these lteins 161 deiennrriing core ~nflatlon 
6 ,  The werglnted median inflation rate 

can help pollcymakcn dlsi!ngu~si~ ttrc "once-ofty' movcmmti ~n lhc 
pnce lcvcl from !hi. rnurc pcrnianeni. i!)n;:-ruil changes 11) rhc price 

ievel - changes that ai-e Jrr-ectly i~i~nlrutahle t o  mole furidmiental 
t.cont,mrc. cvriJiliorr\. ' T l l i \  iiisk of diittnguihh~ng kt% c4,n ttzlnjx?ra:y 
and ~ ~ e n ~ w ~ " c n i p ~ " ~ c e  changemr;iaq nor srmplu and straightior%,srd. 
\lncr a .;rngic eveirt or poiicy changc cnurti havc rlrflurnces on hot21 
'['lie effect cif a govemn-icnr ilec15ion iu irlcrcabe nrl prices io stein 
aggregate tiernand, for rxair?plc, could havc a lasrrng 1rnpacr or) rite 
gerleral ixwe 1cct.l tilrough t i s  effcci oil inflaironary expeaatrons. 

pnce cbanp:t,\ that r c  hail of the pnce d.range9 i s  on one slde, and 
rllc otbcr half on the other snde T n l s  IF  the 501h quaerle m the 
d~*trihirion R e  median. tn~mmerl Inem and reporred infl&ron 
xtrrrid Iw more or iecs wrthtn the same m p e  rf the drstnbutron is 
\ymmctrii OF Iwll \l~nr~lct hke the normal d~s tnb t lnn .  These 
naeaaulcs wrll  vary uirh the ckewedness of the distnhhon. 

There are several rncasurea c>r ways of computing the core or 

trnderly~ng ~rillarioi~. ? h e  chtnce of 3 \peclf~c meactire to adopt 
sh<)uld depend on the npzcific condrt~ons of a country, the objective 
or pgtrcy, and the events In particular poricxls o f  aliialysis. Stmre of 
the measures curre~itly used hy <%her countries rnclude: 

i . C:PI net of volatile !terns 

Some countne\ rtymc)ve the pncec of food rterns arid petrol f r m  the 
computation of the Ci'I llie plnces of food Iten)\ s u ~ b  as fresh fruit 
and vegerd~ics are greatly volatrle srnce they are affected by weather 
cond~rrorli andhx seaioiiai demand m d  \upply condrr~cns and 
theiciore arc not r?pre\en?,ltive of chmpes in the long mn trend rn 
t f ~ t .  general pncc level I-'rc?ie\ of t ~ l ,  moreover, are \uh~ecr to 

A< an inrtral attempt tn detonn~ne core inllatlon In the Phrhwne~,  

the frni definltltxi d core rnflat~olr db d:scubsed above, whereby the 
CI'I l is ac?ju\ted by exsludrng the most volatrle Items, was measured 
Follow~i~g the tdsercdtrorl that the two most volatile compmentr, of 
the CPI nre tire h t x j  and rnergy related ?terns, the CPI was 
recorrstm~rad by cirm$natmg the ~ m p d  of these two compnelltr on 
tlri: price Index over time Chart 1 graphs the results ol thrs excrcrse 
a3 ' scenano 1 ' A vnmsron d scenana L was also ca~srrvcted by 
holdrng constant the top 2 t m p m e n t r  of the CPI wh~ch h d  the 

hrghesr itmdasd cicvrat~orr .Mtaithiy data on mflanun rate from 
1988 to 1994 \hr,wed the two CPI tornparents - fuel, Irght, and 
water, md s e w u s ,  ah hamng rlli: hrgbert standard devrataon of 7 4 
Clrart I also graphs the reunit\ of t h t s  second exerclbe* as "scenario 
2' 



e two major observarlons can he made for h e  penod 1993 - 1995 
n' 1 and Table 1 i Fmt,  both measure$ d core rnRalron fal l  

low the reported rnflat~on Swond, both core infiahtrr hgures 
1 iuld 2 generally follow the movemarts 

ng the first three quarters of 1994. the dlm~natruri of the inipct 
e food, beverage.; and robdcco component on %he changes m the 

pdce level resulted rn a cons~str*nrly ileclrnrng ~nflatron rate dunng 
the penod Ira contr'ist, when core inll~tlon ~ncludes food ~ t m s  as. 

In the second measure of core ~nflat~on, nxavements m core rnfiarion 
closely followed reprted adatlun fn the second haif of 1994, 
however, cote mflaiion inclnsrve of food price\. exbrlnred a s h a ~  
fall compared to the measure of core nnfiatim w l s  food pnces 

Core Inflation uslng die tnmmed mean 11xeijl~d f<diuwd closely the 
movement of regular rrll-lat~on It I r  also generally iowcr rbm 
regdar rnflatron with the exceplron of the p n o d  I ebmaiy 1 W h p  
to  June 1992 flable 2 and Chart 2 )  C;diloprng pnces dunng thrs 
penod were due to the aner cfrects of the Gulf War MI 1930 and the 
emplron of Mlt Pinatubo m 1991 in 19994, L 6 pcrcerlhge pantr of 
the average ~nflarron rate of 9 1 percent u ss accounted for +by 
extreme pnce movement\ of some Items 111 the (Jf'l Luing the 
"tnmmed mean" method, the core   flatro rot^ would average around 
7 5 percent m 1994 I wo general observations can be made frcmi 
bhrs exerclse (1) that rirnvvlng lire most vdairle LornpnentI from 
the CPT would g ~ v e  u \  a core tnRatrorl lower than the reptrtted 
rntlat~on, and (2 )  the retultrng core mflatiorr (scenario 1) is  less 
voiatrle than dte reported ~ d a t r c m  

-- 
Y I  'A -  ';-.( -' z:;&l- 

ConcYuslan and Pdirg lmpllealions 

c o r e  inflation is generally less volatile and closer to the long-run 

trend in the price level as i t  supplosedly c a p m ~ s  only those changes 
in the prices of goods that reflect monomic fundmenrals, The 
assessment d price conditions for purposes of @icy fomulation 
should abstract from prices which are basically seasonal and 
influenced by kmporary market abemalons and focus also on the 
"underlying" inRdion rate aside from the regular concept of inflation 
for a mare accurate and balanced plcture of the p i ce  situaion. 'Ibe 
regular measure of inflation captures the effects of seasma) changes 
in demand and sumly of goods such as f&,d and tmp<>rary 
govenlment measures say of increasing the price of fuel to dampen 
denland pi-essures. These price movements may have only a "once- 
of f '  or temporary effect on pnces but do not necessarily affect the 
long.-m price trend. Stripping off the voldile items in the price 
index gives a figure tliar &ptur.es only the underlying trend in 
infiatron. Whei~ monetary policy ta lks abuui hmiting inflatron to 

say, 5 percent, i t  is this concept of underlying rate of rnflation that 
it has rn rnrnd. It must be rerterated that this rneasure on core 
innation is j u s t  one c,f the several mearures of inflation. As a 
practrcd rnattzr, it is recommended that the best approach is to use 
a vanety of measures of inflat~on as basis for policy formulation. 



Inflation Rate : Core and Regular (In Percent) 
- - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - - -  

I S c e n a r i o  1. *I 
I - - - - - - - - - - - - - - - - - - - - - - - - - - -  

Year! I Regular Core 
Month I inflation laflation OlEEerenee 

I (a) 01.) i c l  = (a)-(b) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
1991 

Average 18.8 9.6 9.2 
5aa 17.6 8 . 8  8.8 
Feb 19.9 9.8 LO . 1 
Mar 20.4 10.0 10.4 
APr 20.2 9 . 6  10.5 

20.2 10.0 10.1 
Jua 20.1 10.4 9.7 
J u l  1S.4 10.0 9.4 
Bug 19.9 9.9 10.0 
S @P 20.1 10.3 9.8 
Oct 17.9 9 . 7  8.2 
Nov 15-2 9-0 7.2 
Dee 13.1 7.2 5.9 

1992 
Average 8.9 5.9 3.0 

Jan 10.8 6.6 4.2 
Feb 8.9 5.7 3.2 
Mar 8 . 8  6 , O  2 . 7  
A P r  8.7 6 .  i 2 . 5  
May 9.2 6.4 2.8 
Jun 9 . 2  6 . 1  3 . 1  
Ju 1 9.2 6.2 3.0 
Aug 8.9 6 . 2  2.7 
SSP 8 .4  5 .6  2.8 
Oct 8.6 5.4 3.3 
Nov 8.5 5 . 4  3.1 
D e c  8.2 5.3 2.9 

1993 
Average 7.6 4.9 2.7 

Jan 8.2 5.5 2.7 
Peb 8.2 5.5 2.7 
Mar 7.8 5.1 2.5 
Apr 7 . 4  4.9 2.5 
May 6 . 9  4 .4  2 . 3  
Jun 6.7 4.6 2 . 0  
Ju 1 7.1 4.6 2.5 

7.0 4.7 2 - 3  
SeP 7.5 4.9 2.7 
Oct 8.1 4.8 3.2 
Nov 8 . 0  4.8 3.1 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  
S c e n a r i o  2 * * /  
- - - - - - - - - - - - - - - - - - - - - - - - - -  

Core 
Inflation Difference 

(d) ie) = ia)-id) 
- - - - - - - - - - - - - - - - - - - - - - - - - - -  

Dec 8.4 4.8 3.5 
1994 
Average 9.1 5.5 3.6 

Jan 9 . 1  5.0 4.1 
Peb 10.5 6.3 4.2 
Mar 9.7 5.9 3.9 
A P ~  9 . 8  5.9 3 . 0  
Ma?# 10.1 6.0 4.1 
Jun 9.8 5 - 7  4.1 
Ju 1 9.2 5.6 3.6 
AuLT 9.8 5.5 4.3 
s eP 8.6 5.2 3.4 
O c t  7.8 5.1 2.7 
Nov 7 . 4  4 ,  9 2.5 
Dec 7.1 4.9 2.2 

1995 
Jan 6.2 4.0 2.1 

* /  Scenario 1 removes the price affects of food, 
and fuel, Light and water sector. 

* * /  Scenario 2 removes the price effects of fuel, 
and aervieea sector. 

5.4 0.7 
- ----  - - - - -  - - - - -  --.-- s -  - - - -  
beverages & tobacco sector; 

l i g h t  and water sector; 



Annual Inflation Rates (In Percent) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Year / Regular Trimad Difference 
Month In% lat i o n  Mean 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
1992 
Average 8 -9 9 . 4  -0  '4 

Jan 10-8 12.6 -1-9 
Feb 8.9 20,5 -1.7 
Mar 8 .8  10.0 -1.2 
APr 8.7 9.8 -1.2 
May 9,2 9 . 7  -0.4 
Jun 9.2 9.5 -0.3 
Ju l, 9.2 9.2 0.0 
Aug 8 .9  8.6 0.2 
Sap 8.4 8.2 0.2 
Oct 0 . 6  8.4 0.3 
Nsv 8.5 8.2 0.3 
Bec 8.2 7.9 0 . 3  

1 9 9 3  
Average 7.6  7 .2  0.4 

Jan 8.2 7.6 0 - 6  
Fab 8 . 2  "7 .5  0 - 7  
Mar 7.8 7.0 0 .8  
APr 7.4 6.6 0.8 
May 6 . 7  6 . 5  0-1 
Jun 6.7 6.4 0.3 
au I. 7 . 1  7.0 0.1 
Aug 7.0 7.0 0 . 0  
SeP 7.5 7.7 - 0 , 1  
0ct 8 . 1  7.5 0.4 
Nov 8.0 7 .5  0 -4 
De c 8 . 4  7 . 8  0 , 6  

1994 
Average 9.1 7 - 5  1,6 

Jan 9.1 8 - 1  1.0 
Peb 10.5 9.0 1.5 
Mar 9 , 7  8.4  2.3 
APr 9.8 8 . 3  1.4 
May 10.1 8.2 1.9 
dun 9.8 7 .8  2.0 
Su l. 9.2 7.3 5.9 
Aug 9.8 7 6 2 . 3  
Sep 8.6 6.9 1.7  
Qc t  7.8 6.3 1 . 5  
Nov 7.4 6 - 0  1.4 
De c 7 .I 5 - 7  1.5 

1995 
Jan 6.2 4 . 9  1.3 
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By commodity group, the 
average price of food 
items, representing 58 
percent of the total 
consumer basket, rose by 
8.3 percent cornpared to 
6.1 percent growth in 1993. 
Despite this development, 
p r i c e  i n c r e m e ~ ~ t s  
decelerated in the third and 
forxrth quarters due to the 

L-L IGHT-WATER "SEW ICES 

burnper harvest in palay 
which eased supply 
shortages up to the hurth qu 
slowed down during the peri 
dairy products, and tobacco. 

I 

Non-food items also 
became n~ore  expensive by 
10.1 percent. compared to 
9.5 percent in 15193. 
During the third and fourth 
quarters price decelerations 
in the case of non-food 
items such as clothing, 
fue l - l igh t -wate r ,  and 
services (in particular 
educadonal sewices) were 
noted. 

By region, the average inflation rate was higher in the National 
Capital Region (MGR) at 10.2 percent compared with 8.7 percent 
in areas outside NCR on account of the distribution bottlenecks in 
the capital. 

F o r  the first time in twenty (20) yecirs, the cash operations of the 
National Government 11\16} yieldecj a surplus in 1994. Tire P18.1 

PUBLIC FINANCES 

Cash Operatioras elf 
t h e  N a t i o n a l  
Government 



BSP ANNUAL REPORT, 1994 

hiilion surplus during the year was a significant improvement from 
the previous yea's deficit of p21-9 billion. "1711s developed as 
revenue collections grew by a hefty 28.7 percent, offsetting the 
12.3 percent hike in government expenditures (Table 5). 

Total revenues axnounted to 
P335.2 billion, P74.8 
billion rnore than the 199.3 
collections. Non-tax 
revenues providecl the 
impetus -for said growth, 
posting a 110.9 percent 
increase over the year-ago 
level largely on account of: 
(a)  increased lncosne from 
the privatization program following the initial public offerings of 
Petron Philippines, Xnc, (PETRON), and sale of Philippine Shipyard 
and Engineering Covorarion (PHILSECO), Bilper Industries 
Goqoration of the Philippines (PICOP), O r i e n ~ l  Petroleum arxd 
Minerals Corporation (OPMC), and Manila Electric Corrrpany 
(MERALGO) shares; (b) surge in the collection of fees and 
charges; and (c) higher incon~e of the Bureau c~f  I'reasury, largely 
from interest on deposits and investmer~ts. 

Tax revenues (which accounted for 8 1 .O percent of the aggregate 
revellue value) expanded by 17.9 percent resrrltil~g from ir~terasified 
collection efforts, particularly by the Rixreau of Internal Rever~ue 
(BIR). Of the total revenues, BTK collected 55,9 percent or P187.5 
billion, P2.0 billion higher than its programmed collections, 
natwithstanding the grant of tax exemptions on the 1994 Christmas 
bonuses of fixed-income earners and the nail-implernentatlon of 
cedair-1 measures such as the expanded V87" law, On the otller 
hand, tax receipts of the Bureau of Customs (BOG), largely 
custorns dudes, posted a fractional decllile of 0.7 percent on 
account of the appreciation of the peso ancl contin.axed 
implementation of the tariff liberalization program, Reflecting 
said development" the revenue ratio improved from 17.7 percent 
in 1993 to 19.1 percent in 1994, 
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Goverilmel~t expenditures aggregated P3 17.1 billion [luring the 
year, up by 12.3 percent from the year-ago level. Interest 
payments grew by only 3.3 percent in view of declining interest 
rates and implementation of prudent and calltious borrowing policy. 
Assistance to corporations (i.e., equity contributions and net 
le~~dirrg) declined during the year in line with the policy thnlstto 
promote self-reliance arid efficiency arnong govern~nenf entiti 
On account of the prindenf spending policy ancl bigger ouqut ba 
expenditure to GXP ratio dcclilled from 18.6 percent to ll/i,l 
percent. I I 

I 
Owing to the positive f iscal 
positior~ during the yeas the 
NG was able to pay rnore 1 
debts tha1.l i t  borrowed, 1 

particularly in i t s  Treasury I i 
issuailces. The substantial 
amount of net redemption 

ci-ns. l'ayrneni of Treasury bills and net 
repayments of foreign 
liabilities drtring the period I 

helped stabilize the interest and exchange rates, and reduce the 
country's future debt service obligatioa~s. 

Pu blie liztevnal Debt After I-episterinp a gn~wth of 27.2 percent i n  1993. outslanding 
public internal debt declined by 5.8 percent to P624.X billion? at the 
end of 1994 ('l'able 6). At this Ievel, internal debt was equivalent 
to 35.7 percetll: of GNP, down from 43.6 percent in the previous 
year. By sector, the National Governmsr~t (NG) accounted for the 
brilk or 98.2 percent of the tlebt pie while the govcrn~llent owned 
arldior controlled corporations (GCdCCs) and the BSP shared the 
rernairung 1.8 percent. 

From P632,2 billion in 1993, NG domestic debt decreased by 2.9 
percent in 19")4, WE-rile NG debt exb~ibited an uptrend during the 
first eight mor~ths of the year with i t s  peak at $3665.6 billion in 
Angukt 1991-1, the trend was reversed ac the level settled at P613.R 
billion by the end of the year. 'This development reflected in part: 
NC9s policy to trirm down i t \  debt stock. 
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Likewise, BSP bills declined by P20.2 billion or 81.5 percent. 
Starting February 1994, BSP ceased issuing its own bills. 

In 1994, there was a slight shift in the maturity profile of 
outstallding public dornestic debt. Fixed-term and floating rate 
Treasury notes totalling p41.3 billion were issued by the 
government during the yea .  n u s ,  the share of medium- and long- 
term debt to total public debt increased slightly frorn 31.6 percent 
in 1993 to 33.0 percent in 1994. The share of short-term maturities 
declined from 68.4 percent in 1993 to 67.0 percent in 1994. 

Securities, as contrasted frorn loans payable, rernalned the maor 
form of doinestic borrowilrg by the government, constituting about 
98.4 percent of outstanding total donlestlc debt. 

Monetary Gorzditiorzs A s  the Philippine econolny contit~ued to gain momentum in 1994, 
monetay aggregates grew at a faster rate relative to both program 
and previous year" levels to support the increased economic 
activity particular1 y of the private sector (Table 7). 

The huge absorptive capacity of the real sector prevented the 
economy from overheating with illnation rates decelerating and 
remaining at single-digit levels. 

Domestic liquidity (N3) as , - - 

of end- 1994 was mea\ured 
at P607.6 billion and 
registered an average 
growth of 26.5 percent 
(Table 8). Growth in 
credits extended by deposit 
money banks to the private 
sector was the driving - 
force behind liquidity 
growth. The reduction in 
the reserve requirement in 
August 1994 and the flowback of money from the hands of the 
public to the banking cysten1 boosted funds availability arid the 
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ability of banks to more than accommodate the funding 
reyuireme~~ts of expanding buslnessec, one fdctor which, together 
with declining inflation and an irnprovcd fiscal position, also 
helped drive interest rates downwards. Financial Iikesalszation, the 
swelling nurnkr of automated teller machines and the renewed 
ptxblic. trust in the banking cystem all combined to produce a 
deeiirllng currency-to-deposit ratio, one measure of the relative 
proportior1 c)f ltyuldity held by the public and the banking system. 

Close to 70 percent of domestic: liquidity was in the form sf 
savings deposits. Liquitllity growtl-1 was likewise mostly in the f o m  
of savings deposits as disposable incorne lmproeed and the 
marginal propensity to save rose. Higher trzrnsactions de~nand also 
supported a high growth in currency-irr-circulatio~~ and dernand 
deposits of deposit money banks by 133  and 13.0 percent, 
respective1 y. Meanwhile, time deposits declirled by 20-7 percent 
and accounted for only 6.6 percent of liquidity as of Dece~nber 
7 994. 

Also accounting for the rise in liquidity was the P40.0 billion 
deposit withdrawal of the National Governrner~t from the ballking 
sector, around three-faurtlr\ of which were: drawn horn the BSP. 
These increases were off\et by the drop in net foreign asset 
position of the banking syhten?. 

To control overall liquidity growth, R M  growth was contained as 
the BSP stepped up its open market operations through sales of its 
holding?; of Treasury bills and borrowings through the reverse 
repurchile facility (Table 9). ~onstiaints to monetary 
management, however, were the surge in hreign exchange inflows 
especially during the second half of the year which improved the 
ESP-NTR position and strengthened the peso vis-a-vis the U.S. 
dollar, and the higher-than-programn~ed withdrawal of NG deposits 
from the BSP durixlg the last quarter of the year despite the NG 
suq~lus cash position posted in 1994, 

Despite the acceleratia~~ in domestic; liquidity in 1994, reserve 
money growth eve11 decelerated from end- 1993's 18.6 percent to 
6.2 percellt in 1994, This signifies ESP'?; con~mitrnent to offset the 
expansionary impact of credit operations of bar-rks by supplying: 
liquidity only when absolutely necessuy. 
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Firznneinl Condition Number and Resources of Financial Institutions, Bolstered by 
the current financial liberalization thrust of the government, 
domestic ballkialg insttutions geared up to seengaen further their 
foothold in the local market. Expansion in the number of 
ins~tutions, resource base, and the in~provement in banking 
services remained the main1 focus during the period as the banking 
indusb-y prepared for the eventual participation of ten (10) foreign 
banks in the local rrrasket, 

Followhg the relaxation of the policy 011 bank branching, the 
number of financial institutions as of end- 1994, rose to I 1,07 f head 
officesbranches/age11cies, higher by 1,135 units than in the 
previous year. Banking institutions for instance, recorded 440 
additional units as the number of head officesbranches and 
agerzcies of comnnercial bmks leaped by J%d) units, hllovved by 
rural bwks (79 units), and thfili'r bmks (4-1 units), Non-banking 
illsGtutions similarly expanded by 695 units during the same year 
(Table '10). The financial system's consolidated resources as of 
Decernkel- 1994 stood at j? 1,587.4 billion, up by 19.1 percent 
from the previous year as efirts were geared towards the frrrtker 
strengthening of the resource base of financial Iras~tutions (Table 
IOa), 

Colnmer~ial banks' assets, whicl.~ rernairred to record the highest 
share of 66.2 percent of toea1 resources, rose by a substanbal 
amount of p187.7 billion or 21.7 percent kern the previous yea .  
This developed -froin the build up in KBsYinvestments, mainly 
their placements in Nafonal Government securities and paslly 
their lending activities. 

'Thrif banks which accounted for 6.7 percent of total resources 
recorded the highest growth ir-r resource base by 42. 1 percent which 
was largely csxllsibuted by the coxnbined expansions in the assets 
af savings banks (54.2 percent), private development banks (26.6 
percent), and slack savings and loan associations (15.8 percent). 
All combined, the rise in Lending activities of  these banks and their 
investments accounted for "Ie rise in these bankshresonrces. 
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Specialized banks and rural hanks captured 3.8 percent arrd 1.7 
percent, respectively, of total resources. A similar expar~sion in 

+ these baxlks9 Investments and loalz?; boosted their resources. 

Non-banking institutions similarly registered an asset growth af (3.3 
percent to $332.4 billion, capturing 21 -6 yercerlk of the financial 
systern's aggregate resources, reflective of the growing 
contributions of non-banks in ful~d mobilization. 

Deposit 1,iabililties of the Banking System. The total deposit base 
of the banking systern as of end-November 1994 was built up 
further to P732.7 billion as banks continued to improve and expand 
their services and increase -rlheir network of branches ira preparation 
for the alaticlpated entry of foreign banks in 1995. 

Savings deposits continued to contribute the bulk or 68.0 percent 
of totat deposit liahililies w%lch grew by 2 1.5 percent fiorn the 
previous year. The substantial growth in savings deposits resulted 
from the expansion in the nurnber of savings institutions, the Ijnk- 
up of the automated tellering machines of Bancnet and Megalink 
in June 1994, and the int~~.oductior~ of a new payment syste1-n for 
client5 which allows payment of bills, insurance amortiziltians 
rhrough tlne banks. Meanwhile, rix-ne deposits accounted ;for 23.1 
percent of total deposits while de~nand deposits shared 8.9 percent, 
The observed decline in tirne deposits could be due to investors' 
preference for higher yielding instruments Iike sllares sf  stocks 
which offered more attractive earnings following the bullish stock 
Gading during the year. 

Reflective of their relative edge Ira branching network over other 
financial institutions, colmmercial bmks cornered P637.0 billion or 
86.9 percent of total deposit liabilities followed by thrift banks 
which captured P67.X billion or 9.2 percent, rural banks, $16.2 
billion or 2.2 percent and specialized governznent banks, Pl1,8 
billi~ll or 1.6 percent (Table 2 1). 

Foreign Currency Deposit System. Foreign Currency Deposit 
Units (FCDUs) continued to grow in 1994 with total ressbrccs 
aggregatii~g US$9,765 fnilllon as of December 1994, up by 38.1 
percent from the previous year. The growth In FCDLJ resources 
was fuelled largely by the subqtantial growth in "due from other 
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banks" (67.6 percent) on account of the increase in inward 
ren~ittances by cliel~ts which were temporarily parked as 
placements by FCDUc with offshore banking units (OBUs). 
1,ikewise contributing to the growth in FCDU resources was the 
48.4 percent increase In "loans and discout~ts" as exporter's 
preferer~ce shifted to~vards FCDIJ loans followir~g the relaxation of 
the policy on exporters access to this type of financing and the 
relatively lower Gost of these loans compared to the redi scountlng 
facility, Moreover, the addition of three (3) new expanded foreign 
currency depocit units of the t21ree commercial banks namely: 
Banco de Oro, East West Bankling Corporation and Westmont Bank 
(formerly Associated Bank) and F(3"DUs of thriftIsaings and 
development banks (e.g., Southeast Asia Savings and Mortgage 
Bank, Flerxr~osa Savings Bank and Philam Savings Bank) likewise 
contributed further to the growth in FCD syster11" aggregate 
resources (Table 12). 

Durirlg the period, 52.6 percent of loans granted to residents were 
chalaneled to the manufacturing sector. Over 761 percent of the 
loans granted were short-term in 11ature. 

The bulk of the system9s liability remained in the form of deposit 
liabilities. This accouxxt expal-rded to lJS$7,716 million, 37.4 
percent higher than the previou:, year's Level because of the surge 
in 0 6 W  remittances, illcrease in export earnings, and higher tourist 
arrivals during the year. 

Offshore Barlkinlg System, The Philippine Offshore B;mking 
Systern i s  composed of twenty offshore banking urlits (with one yet 
to slart operations). Europe has the biggest represenation in the 
system (7 banks), followed by the U.S. (6 banks), and Asia (5  
bat-rks). Australia and Canada are represented by one "cParak each. 1 

The aggregate resources of the system recorded an expansion of , 
28.3 percent from the previous year to reach US$2,03 0 million as 
of Dece~nber 1994. The growth in resources u7as attributed to the 
huge increases 111 loans largely to x~on-resider~ts and residents, a t~d i 
in investments in bonds and other securities during the year (Table 1 
13). 

I 

2 3 



BOX 2: REFORMS IN THE RESERVE REQUIREMENT 1N THE PHILIPPINES 

By def~n~tron, a reserve reyulrement rs an oblrgatlon on the part of 

a financ~al inst~tutrm to hold deposrts with the centnl bank or in 
other ehghle as.sets such as cash ut vault Lr 1s usually expresqed in 
terms of a broader monerary aggregate, usually, a\ a proportron of 
the bank'$ total deposit lrahllttles A%de front ~ t s  use ZLS a prudenttd 
measure to ensure that banks have adequate lrqurdrty when 
d e p s ~ t o r s  demand ~ t ,  the reserve requrremcnt 1s also used as a 
means to control liqurdrty vnce rt has a drrecr effra on the banking 
system's abrhty tGcreate money 

Vanatrons in the reserve requrrement affect aggregate money supply. 
and hence, should be used on a ~electjve haw, arid only as a 
second-best qproach to 1nlpIenlenbng monetary plrcy For one, 
even small changes in the reserve requirement entarl large 
adjusments m banks' porcfolros, and thus, require some forewarning 
hefore they are rmposed Moreover, changes m reserve requrrement 
cannot readily he used to offiet shofi-tenn monetary fiuctuatlons 
because of lags m monrtonng the leserve hase 

The pmctxce of remmemtmg reserves, however, vanes f r o m  country 
to country In the Asean countries of Mdaysia, Tbarldnd, Indol~esta, 
and S~ngapore, reserves held as deposits by their respective central 
banks do not earn Interest ?bere rs, however a growrng school of 
thou&{ wh~ch suggests the possibrl~ty bf compensat~ng reserves at 

rates approxlmahng the oppodunity cost of havlng funds locked up 
rn bank vaults BIS proposal, however, I S  I-eas~ble In a low rdlatlon 
envrronment where the central hank has an adequate supply of 
I~qu~di ty  instruments which could be used more rntensely to absorb 
l~qmdity generated by such remunerat~on 

Reserve ryu~rements in the Vhrhpprnes are expressed In terns of 
therr ratio to totd depos~t% and depo~rt substxtute l~ahhtles of h k s  
and non-banks w ~ t h  quasi banking lun~%~ons Reserve requirements 

on demand depnslts of ccmlmercral hanks ranged from a low of 10 
percent In 1966 to a hrgh of 25 percent In 1900, whrle those for 
ravrnys and time depovt? ranged from 5 percent m 1949 lo 25 
percent in 1090 The structure of re\erve reqmrernents In the 
Ph~ l~pp~nec  also varrcd dapendmg on the nature and matunty of 

deposrts, as welt ar, on the category of banks ( I  e ,  whether 
commemd, thnft, or rural) Until October 1989, trme deposits wrth 
longer-tern matuntie\ in commercial banks were subject to lower 
reserve Levels than chose requ~red for demand and savlngs deposrtr, 
to encourage thew banks to grve hrgher rates of rntere'it on tlrne 
drpcwrts In order to attract such tyyes of deposrts. Thnft and mral 
harks, however, were to ohserve a lower reserve requirement on 
sa\lngs and trme deposits, regardless of mamnty, rn recognrtlon of 
the more speaduzed and retall nature ot the11 senace\ which entiills 
higher operatlonat costs The drfterent~al between reserves rnrpsed 
on savrngv and ilme deposrts of co~nrnarcral banks and thoie of thnft 
and rural banks waq gradually narrowed down frm 6 and 1 i 
percentage points In 1990 to '3 and 8 percentage points 
respectively. In hdy, 199'3 (T<ibie 1 ) 

Bank? are also required to depueirt 25 percent of the requ~red 
reserves w ~ t h  the BSP, where these earn an interest rate of 4 
percent. The remarning portion of the requ~red reserves niay he held 
by hanks in the forrn of cash and/or gvveirinlent securities eligible 
to form part of the reserves 



b Recent Reforms In 
I 

1. Unification of the-Ateserve Requirement 

The drfferentiat~on r r l  reserve requrrernent cornpilcated monetary 
management in that it obscured the link hetween the c l~ar~ge  rn 
reserves and the ihdnpe rn moneraly aggregates 7 0  simplify and 
rationalr~e the \ t m ~ t u r e ,  "I?'~>L, to tinrfy the rehenre rec~liirement were 
undenaken In "cavernher 1989 A ctanhrd reserve lequlrcnrent war 
~mpoied  on all typei of depos~t\  w ~ t h  cornmercral banks. repardleis 
of mntunty \tartrng \o \e tx~be~ 198-e drfferentral in required 
re\enes rrnposed on time and sanng.; deposit for thrlft and rural 
hankz, l i o ~ c v e r ,  h, \ 'leen rna~ntarired 

2. Impo4ition of Reserve Requirement on 0s-Balance Shwl 
1 Activities 

Reserve reyurremcnt levi.1~ in the /31111k?g~1ne\ weie c h a ~ ~ g e d  quite 
frequently (dictund ? 4 trrne\ a year) dunrlg the pmod f ~ c ~ n r  the 
October 19x1 tnru~gn zx~hdngi.  crrii\ up to 1992 whctl the reserve 
requiremelit reached a h i a h  of 25 permit  The frequent charigec, a <  
well as the relatively hrgh reserve rcyurrements, have encouraged 
banks to engdge m off bdariir. tl~eer act ivi tw whrch were not 
subject to thrs lmpoqrtlon lllesc actlwtres were i tdged rn the imst  
1)epartment Accotmt 'known a\ common tmct funds') whtch grew 
Lrorn V?2 48 b~llron In 1986 t o  P i 2 0  5 brllron in 1991 reprei;entirig 
46 percent oT total contingent account3 rn 1991 The ~ ~ r o h f e r a t ~ o n  
of thew act1vil:i.c which were also rn5trunlenlnl in fuehnp foreign 
exchange cpeculat~on agarn5t the p e w  in iY"i prodded the Bangku 
Sentrd np Pilrpinn< t t )  rmpoie a 10 percent reserve requirement on 
19ex)-dentnirrlated common tn&t fund\ effective O ~ t o b c r  I lY j?  
utidei MAAB dated October 1 ,  1993 AF 01 December 1904. the 
outstanding le\el of common trust funds rose to Pi99 6 billion, 
though Its  \hare to total contmgent accountr dechned \lrghtly t o  41 
permi t  

Recent Innovations to Effwt an Increase in Remuneration of 

F o l ~ o w r n g  ihe re\tmctunnp of h e  BSP rn ~ ~ r i y  1997, h e  USP 
m m e d  to lntroducc Innovative amdngemcnts to ailov, rlrc required 
resene5 lo eani remuneratloiz u l i r ~ h  uould approximate the 
opportunrty LOFI of hiljd~ng reserve\, urthout necessarily Increasing 
rr1r)rlej \upply 011 Lleceml~er 19, 19W, fhc SSP relaxed the 
reguln~ion on the Lompsl:ron of reserve reqilrrement?, I>y dillowrng 
bank.; and non-hank frnanc~al rntemedrane\ with quasr-banking 
funit~orl \  i \BQB\) to Inbeut up to 2 percent of thew re\ervablc 
deposit and dcpo\~t  <uh.;tltute Iiabilltrea 111 rtia&et-yzelding 
guvemmerbl wcuntics purcfiased from B'iP Thrs effectrvely reduced 
tire re\:m requirement 2)v 2 percentdge p n t q  to  20 ~ C ~ C C I I ~ ,  dnd 
wa\ axptxied to  rewlr in lower bark ~nrennediarion costs leading to 
a lowenil$ of tire Interest ratec 

Further el-forts to lower Intereqt rate.; were ettecred In August 1954, 
thrs tirnc by Lowering the resene requrremerlt to 1")x:rcent ol total 
d2p91t5 and depilrit suh~ti tutr  l inlnl~t~er lnclurrve ofrhe relaxatron 
in the coinpotrtiun of requrred reserve3 aliowrrlg up to 2 percent of 
rerervable depolrr\ to he held rn market yielding government 
securitwi, fhrr tran\lnteiI to a reqerte requlremznt equtvalcnt lo 17 
percent 

Contemporaneous wrth this announcernenr under RSP Circular Xo. 
39 dated August 2, 1934, however. was a reductl(>n to tniy 55 
percent d reserves required to ix: deposited with the RSI+wh~ch 
would nowX be efrgrble to mnr 4 rxrcent Interest from the BSP. 
Untier the jrrevious pracrlce, WSP paid rnrcrest or1 ail berik reserves 
(includ~ng the excess) deposited with the BSP. Such pract~ce 
however, involved ahsorptron by the RSP of costs implrcrt in 
commercial hanks' operations. The Issi,;ince was necessary in order 
to reflect costs where they ahould properly accrue rind improve 
BSP's efficiency hy ratlonalrzrng its expenses. 

As the IISP furtilers i ts  goal of mainta~ning a low inflation rate that 
wrli suppxt  a healthy macroeconomic envrronmerit, furrher 
ratlorializatron o f  the reserve recyuiremzn4 nray he needed to make i t  

a more effestlve secondary rnstmrenr of mt-rnetary poiicy. 
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Loans and discounts which accounted for almost half &e oacf'shore 
banking units' (OBUs') total resources grew by 58.1 percent to 
reach US$ 898 million at end-December 1994. Of this amount, 
$708 million ar 78.6 percellt were channeled to resident customers 
particularXy in three major i n d u s ~ y  groups namely: manufacturing, 
transportation/cornmunjcation and electr:ricityigas/water. Sin~iluly, 
investments in bonds and other securities expanded by 339.2 percent 
to US$284 million &aced largely to increased placements in bonds 
m d  in stocks with the private sector. 

Meanwhile, "ctal deposit liabilities of OBUs grew by 20.0 percent 
to reach US$18.0 million by December 1994. The "Due to Banks" 
account recorded the major cource of funds which comprised 97.3 
percent of total liabilities. The significant increase of the account 
was Largely due to the depositsiadvances lslade by head 
officeslbranches for lending to oil companies like Petron, Pilipixlas 
Shell and Claltex, to Wiespower Govoration (mal~uhcturer of 
power barges) and to Metsobark for pre-export financing. 

Notwithstanding the expansion in the aggregate resources of  QBUs, 
their 1994 operations resulted in a dramatic deciir-te in net earnings 
after lax compzed with the previous y e a  due to higher interest 
expense incurred on interbank borrowings, loans and advances , 
time deposits and to the more than US$lO million bad debt 
wriaen-off locally during the year. 

Gap~u l  Market 
Developmends 

Money Market, Total volume of money market transactions in 
1994 stood at P3,500,4 billion, higher by P676.0 billion or 23.9 
percent than the previous year ((Table 14). In terms of annual 
growth, this year's volume turnover, however, was reladvely lower 
than the 35.9 percent growth in  3 993 essentially indicating a steady 
deceleration in market activity which could be traced partly to the 
relatively liquid condition of the maket duriing the period* 

The combitled volume of ir~terbank call loans and Treasury bills 
accounted for 41. i percent and 3 l .h percent, respectively of the 
total voltrme of I?loney market transactions, 

Except fo r  promissory notes, the volume of isansaciiol~s of money 
market instsuments generally expanded in 1994, Interbank call 



BOX 3: IhTEKEST Ma'TE6 fh IW4 

Cornrrtercial Bank Rates 

Inrerest rate is  generaily refcned to as the prim for the 
renhlibonowing of money. To tlre borrower, it  is viewed as a cost, 
and to the lender, as  an Inctrmi,. To the .Mone,raiy Autlicrrities, 
interest rate serves as w imi>ofliint ecw~ornic vanahlc that represents 
a) a r ~  oppoauiun~iy cost of presexr consumptron with reference to 
futurc consumptioi~; b) an e1emt:nt m the cosr of capital; c )  a 
medium h a t  converrs services of cap~tai gocds into den~md prices; 
and d) a measure of the mtum for acc~rrnuiaiinp finaricial asset<. On 
the whole, interest rare plays a crucial ndc r n  innuencitig :he level 
of mnsun~ptiorr. rnvestrilent and productron activities of the 
economy. 

Interest rate is generally dctennined by fiie supply of irnd derniind 
for funds in the market. Mecognizrng ~ t s  close ct,n.elation with cost 
of money, its behavior would geiierally ili: rrlfluenced by factors that 
affect the level of supply and aggregate demand for money. Orr rbe 
supply side, such faaors include the level of rni~ney supply (or 
domestic liquidity), as weLl as nreasures that either directly or 
indirectly control it, it., reserve req~iirement, open market 
ol>erations, rdiscountir~g. Conversely, the ilemand for nroney is  
inflnened by factors or dewlopn~cnrs that generally affect either ~ h c  
precmtionap, transacriorral andlor speculative behavior of 
saversiborrowers. 

Influenced largely hy the genoral stabilrty in tho overall 
~nacl-oeci>~~on~lc exlvironment iis weU as TI-i~: soundness of the 
underlying policy measures mlplemented dunnp tlic penod, a 
relatively stabie movement m interest rates was ohsen~ed in 1994. 
On average, nomind rntercsr rates on both irorrou~~ng and lending 
instm~nents of banks wrnained clohely at range with their averages 
in 1991. Viewed on a n~ontlily bas~s,  bank borrowing and lend~rrg 
rates were inltiaUy high which c:rused capital inflow to surge ant1 the 
17ew 10 apprcmdc. l'ourards thc seconti half of tile year. a downtrend 
was observed as a number ol- poircy ineasurcs mere irnnnediately piit 
m place to snoc1eiaLc tire Row of foreign capital in ihe country. 
Adjusting for pnce rui>v(vcrx~er~ts, real Irricrest *ales, responding ti, the 
siiglrtly hipher mfl;ition rate of 9.0 pcrccnt rn 1W4, droppeil slightly 
to lower levels but coiatmued rci renrain positive ciuring the perid. 

7;'brc year witnessed ii steady imprcjvernent in the overall l iquidity 
condition in tdic n~drket. Bojstered substalitially by thc surge in  
foreign capit;il inflows which were channelletl through the bmking 
system, tlre slorvdo.;vn in rhc average ir~natiori rate arid the hteady 
appreciation of the peso, lsanks' deps i t  basc expanded niarkedly 
and eased iri;itket prrssure tBn titrerest rates on traditional 
inhlrument?. TSunng t l ~ c  period, iiomiraal rates oil tmdtt~onai trtile 
cicptrts and short-term promissory issues (MRKs) of hanks across 
m;ituritics inched up fractrtmaily by 0.4 and 0.3 percentage points 
frclrn the previous ycar tci average 10.75 percent and 11.56 percent, 
res~"ct"~"ly. 

A general caw IR the lnterbnnk cali Itwir (SI3C'I ) mdrJKet wa\ 
likewrie ohrcrved dr;nrrg the penod Drawn markedly luy the rhrec 
(3) percentage porn$\ r e d u ~ t ~ o ~ ~  rn the rewrve reilurremerbt tnllm~ed 
on hanks' depo\~t, anti  depo~rl tubc.r~lurr: Ilabrlitles wh~ch took effecf 
in i lugi~cl  199.1, a dowiltlend in the rdte charged on call loan funds 
war\ rroted pa~-trculai ly durrng the second half of the year, cauvng the 
vroigbted merage IKCL rate to drop mayrrraily by O S pecrilrage 
pon"10 17 1 percent danng the year 

The reductioil in the tprelvr requirenlent had suhstru~tially Lowered 
the cost of rnteimcdiat~on during tlre period. This, together with the 
obsewcd stahillty mn ttic cost of borrcywrng and the fteigbfened 
competriiori in thc market foliowing the Iiheralixation hf RSP's bank 
branching policy, h:ave significantly heiped in siirwing down banks' 
iendirig mtts. During rile year 1x1 revlcw. the average lendrng rate 
of kmnks on secured loans across maturities averaged 14.") percent, 
doseiy at range ariii~ 11s 14.56 percent average recorded in 1993. 

Memu~hile, in resptmse to the sitccess of the Monetary iluthorities 
in effcctic-cly mltintaining irrflaiial wilhin prt jgrmn~ed levels duriiig 
the year as wcll its to the continued iinprovement m the n;rriond 
govemrrrenl cash operation, a slowdown in nomlnd yields on 
ireasuT issues was  observed. From 13.1 percent in 1993, nnrninal 
yiclds cm Trensury bills acmss macilr~ries averaged 13.75 percent in  
1994. with the 1)ecemlxr average scrrinp at 16.6 percent. 

(IBPiBSl" Rates 

lnaercsr rates cm RSP crcdit facilit~es essisi~tially rnli~ored the 

Monctaiy Aurhoritazs' efforts to siabili~e key economic varjables. 
h i n n g  the year, the RSP, stepped up i t s  open market operations 
partly througl? irs reverse repr,rch;lse wintiow to atave off any k1~11d 
up crf inflatronay pressure caused by BSP's inzelvc.,ntlon in the 
foreign cxch;mgc market in an cffort to prevcna the p s o  from wrldly 
ak>rxecixting. ' f i e  reverst: rei>urchase rate rose to 17.9 percent ~c 

L994 from ;m average of 1 1  "4 perct:tlt in 1993. 't'tr fi~r-ther enhance 
~I le  rnarkt:t onentaiicm and the Ixznofita of the rediscount facility, tile 
tletenn~natron of the BSP rcdiscoiint rate was reformufated to one 
17crcent iower than the prevailing 'freasury bill rate stanrng 
Novcrnber 1994. With the revrsed fornula, tile redrscourrt rate 
dropped t o  8.3 percent, pulling itown the average rate for the yeai 
ro 9.2 percent from 11.15 peri:ent in 1993. Meanwhile. average 
yields rrn CIJII3SP hills rose marginally to 13.75 percent along wrrh 
the rnoverneni in the 'Treasury 1)iU rarc. 
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loans expanded by 14.3 percent frorn the 1993 level with notable 
increases obsemed starting August induced largely by the 
sXowdown in the TBCL rate following the 3 percentage point 
reduction in the reserve requirement, L&ewise, repurchase 
agreerneilts (governmetit) swelled by more than 100 times its 
previous year's level as the BSP intensified its campaign to stave 
off any unnecessary build-up in liquidity caused by BSP's heavy 
purchases of foreign exchange in the market in an effort to prevent 
the peso frorn further appreciating during the period. Non-financial 
commercial papers slnillarly grew by 57.7 percent reflecting 
increased demand for funds by the non-financial sector to finance 
their i~~vestxnent projects and expansion programs. 

MeanwtiiPe, Treasury bills which were partly used to siphcrn off 
exceas liquidity frorn the system, likewise grew by 3.9 percent 
while other governrnent secul-ities, bolstered by the Rotation of 
fioatirlg rate treasury notes (FRTNs) and fixed rate treasury notes 
(FXTNs) during the year grew by 106.9 percent. Cerfificates of 
assignment were also traded actively during the year. a complete 
turnarour~d from last year's law turnover. 

The average yields on all rnorley market instruxnents generally rose 
rangil~g from 0.054 to 2.073 percentage points except for 
repurchase agreements (government), which deelix-red rnarkedly by 
7.807 percentage points reflective of a highly liquid market, 

Capital Xnvestmenks. The bullish 111ood 011 the Philippine 
economy during 1994 resulted in a substantial increase of 47,1 
percent in capital investmnentq by newly registered business 
organizations by elid- 3 9"). 

A total of 15.7 millloll newly- registered business establishments 
were put up in 1094 with a combined paid-up capital of 8"22,52 1-5 
million (Table 15). 

Investments of newly registered businesses in the manuhctunng 
sector recorded the highest growth of about 160 percent during the 
year to reach P5.2 billion follou~ing the success of the 
government's efforts in addressing the power shorbge problem and 
the much-in~proved industrial peace during the year. This viias 
followed by financing, insurance, real eshte and busir~ess services 
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wlaich grew by 47.5 
percerlt to record P12.2 
A 

billlc)~i reflecting the 
heightelled interest of 
lrlvertors in these sectors in 
anticipation of a strong 
demarld for tllese sectors9 
products!serv ices. The 
trar~sportation, storage and 
communication similarly 
grew by 32.3 percent 
increase to Pl,O billion as the government deregufakd the sector in 
line with Philippines 2000* The community, social and personal 
service also increased by 21.6 percent to JP1.2 billion. The 
connbl~~ecl increases in theae sectors more than offset the declines 
in investrnenr registered in the electricity, gas and water 
(50.8 percent), constrtructiori (36.6 percent) and in agriculture, 
Fishing and forestry (1 9.3 percent), 

Stock Market llevelopmeards. Stock market tradir~g at the 
Philippine Stock Exchaxlge (PSE) in 19% was generally upbeat as 
both volun~e and value of transactions rose by 10.2 percent and 
99.6 percent, respectively, due to sound econodc  fundaxnentals 
d~lring the year such as the susrahed single-digit inflation rate, 
higher GNP growth, and the series of sEuetnral reforms undertaken 
during the year which were intended to further enhance and 
strengtlren the locat equities market. 

Foremost of the reforms impierner~ted during the year was the 
uraification of tlre two bourses, the Manila and the Iblaka~ Stock 
Exchanges, out of which the emerging iinstiru~on was licensed to 
oglerate on March 4, 1994 ac a single exchange now called the 
Philippine Stock Exchange. $Ire concept of linkkg the tMio wading 
floors of the PSE was ainled at achieving uniform pricing of stock 
prices and eliminate arbitrage. Tn order to reflect more accurately 
the market's performance, the composition of the Philippine Stock 
Ilidex (PSllSIX) was reclassified to il~clude the Prcrperty Index 
starting October 4, 1994, 
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financial liberalization, 
more and more foreign 1 
invectors were attracted to 
participate in stock b-ading. 
Such growing interest of 
foreign brokers causd  the 1 
price of a broker's seat in 
the exchange to increa5e to 
P50 million as of October 
1994 as compared to only 
P1.3 million in 1991, Active uading in the local bourse during the 
year was reflected in the growth of the nuxnber of listed issues in 
the exchange from 284 in 1993 to 289 in 1994 while the number 
of li\ted cornpallies silnilarly grew from 178 to 18Wuring the 
same period. High-grade stocks were offered to the public and 
listed 117 the exchange. During the year, membership in the 
exchange rose ta 18.5 me~nbers (of which 33 are foreign members) 

The size of initial public offerillg (ZPOs) in 1994 rose to 21 -from 
only 1 I LPQs in the previous year (Table 16). 

The commercial and industrial (C-I) sectors recorded robust tcading 
as the volume of transactions rose by 44.5 percent to 23.7 billion 
while the value of shares allnost doubled from the previous year's 
level to P316,9 billion. Meanwhile, the volume of b-ar?sactions in 
lninillg slid by 15.4 percent to 144.0 billion although share prices 
exhibited an increase of 6.1 percent to reach P10,2 billlion. Lower 
volux~le turnover in rluning merely reflected investors' cautious 
stance aznidst low tnetal prices abroad. In contrast, oil increased by 
17.8 percent its volunle of transactions to 532.9 billion despite a 
dip in share prices by 6, l  percellt to P10.8 billion. Activity in oil 
exploration particularly durillg the latter part of the year boosted 
volume turnover. 

E X T E R N A L  
DEVELOPMENTS 

BczEane~ of Pccymeats Foreign exchange liberalization and colltinued stability in 
macroecono~~c conditions paid off in terms of an improvexnent in 
the country's external payments position. The overall balill~~ce in 
1994 reverled to a US$lli8 ~nilliox~ su i~ lus  lfrorn a US$51)1 million 



/ BSP ANNUAL REPORT, 1994 ECONOMIC DEVELOPMENTS 

deficit in  the previous year 
despite the US$XO4 million 
fourth quarter deficit this 
year. These BOP estimates 
may change depending on 
the final outcome of an 
ongoing review of the 
irnpact of the foreign 
exchange liberalization on - 
the accounting system, 
particularly with respect to FFGDU eansacfisns. " f i e  strengthening 
of both the current and capital accounts greatly influenced the 
BOP'S turnasorrnd irr 1994 ('Table 17), 

Current Account. Significant export earnings as well as higher 
receipts for sewiees helped narrow the deficit in the current 
account balance from lJS$3,289 rl~illioil down to US$3,00% million 
even irr the face of risixlg i~nports, In relation to GNP, the current 
account deficit fell frorn 5.9 peIcent in 1993 to 4,5 percent during 
the review period. 

Growiilg exports mitigated to a great extent the hrther widening 
of the trade deficit even as imports cor~tinued its rise, albeit at a 
decelerating pace during the year. 'The trade deficit increased to 
US$7,802 million f ron~  US$6,222 million in the previolrs yea .  

Total exports during the period reached IJS$15,430 million. From 
only 4,7 percent in 1990, the annual growth of exports in 1994 
nearly quadrupled to 18.1 percent. T11e econo~xric recovery of the 
country's rrlajor trading partners braitght a greater upward pull on 
the level of exports that saw a buoyant growth in the sales af 
electrical and electronic equipment/parts and telecommunication 
manufactures (US$1,420 million), ma<; hir~ery and transport 
equipment (US$IOR miltion), coconut products (USS105 million) 
and garments (US$98 million). Appreciable gairis were likewise 
recorded for millera1 products (LJ S$84 ~~lllllon), textile yarns/fabrics 
(US$SX million), other agro-based products (USsil.9 ~ l l i o n ) ,  
footwear (US$43 million), cherxucals (US$37 million) and furniture 
and fixtures (US$36 million) (Table 17a). 
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To some extent, the' sb-ong performance of the export sector was 
at~ibutable to a host of measures adopted during the review period 
by the BSP to encollrage export compettiveness and viability, In 
line with its efforts to abate the rapid appreciation of the peso by 
i~jducing dellland for foreign exchange, the BSF" increased the the 
ce i l j~~g of outward investments per investor per year from US$1 
million to US$6 million. On the other hand, to moderate the inflow 
of foreign exchange, wailiments of FGDU loans were limited to 
hnding of the foreign costs component of projects. In addifinn, a 
volatility band war; implemented to check wild fluctuations in the 
exchange rate, Meanwhile, to help exporters gain access to cheaper 
sources of f t~nds,  an Exporters Dollar Facility was estabhslaed in 
DecernB~er 19134. Rules governing export bill financhg of FCCTUs 
were liberaaized by allowing FGOUs to purchase export bills 
covered by both usance and sight L/Cs as well as those with or 
without recourse. 

A g g r e g a t e  i m p o r t s  
dvanced by 20.6 percent 
to US$2 1.232 million. The 
US$3,635 n-rilliot~ rise in 
t o t a l  i n ~ p o r t . ;  w a s  
principally supported by 
higher  import^ of raw 
materials and intermediate 
goods (US$l,697 million) 
as well as of  e a p i ~ l  goods 
(115s 1,249 millior~), most 
notably of purchases of power- generating machines and 
specialized ~nachines and of r;elecomxnur-rieatiox? equipment and 
electric machines, Purchases of lnilleral fuel and lubricants 
remained reXatively steady at US$2,025 million while consumer 
goods rose by US$500 xxlillion (Table 37b). 

The suq~lng in the non-merchandise b-ade account rose by 73 
percent due to higher receipts from s e ~ ~ i c e s .  Gross receipts totaled 
US$10,612 million, up by 41 percent from the rowarable figure 
last yea.  The bulk of the US$3,1184 million rise in receipts was 
owed to higher withdrawals of 343/547 deposits in pesos 
(US$1,132 million) and larger remit~nces from overseas workers' 
earnings (US$733 xnillion); the latter resulting from the rise in the 
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~lumber of deployecl workers abroad, Other filctors that confributed 
to improved inflows were the ir~crease i1.n investment irncorne 
(US$256 million) md operating experrses o f  branches of ft3reign 
eoznganies operating in  the country (US$219 milBion). 

On the c)ther I~and. service payments grew by 27.5 percent la 
1_JS$6,748 milXior~ resrrlting rrrainly fa-csln higher con~rr~lssions and 
fees (1-15$125 rnillitar~), freight nncl men:h;mdise insauanlc;e (1-15$124 
million) and travel (lii$$h(c, aa~illion), 111 contrast, interest payrnents 
declined by yllSQ18 1 mlilior~ to 13 S$2,74-1 r-nillton. 

Net inward transfers ixlcreasetl by 3 percent to US$ a36 million 
fuelled nlalnly by lxigher net personal remittances (US$ 367 
million) and central governnlent tl.ansf-ers (US$ 4%  million), a 
Ixge parm"f7Nhii;h came from other bilateral arrangements, 

Won-Monetary Capital Account, In the norr-mor~ctary capital 
account, the srlrpllis higher by USSO66 lnillion traced to larger 
net inl7ows of fvreign islvestnrnenks and net availment of short-term 
capial. The ye= l9c14 saw a rnajon: shift in the sorrrce of financing 
from foreign Ioal~i to foreign investl-xlents. The xuvlus in the 
xrrediurxr- and long-terxn loan account fell by US$S63 11GIXl;on due 
to lower gross availment of mediiurrr- and long-term loans. In 
contrast, net inflows of  fo'oreigl~ investments at US$1,424 milion 
clirrxbed by rnore than twice rtc 19993 level, despite higher capital 
withrawai from the C O U I ~ ~ ~  rtl~d portfolio investment outflows. The 
increase in net foreign ir~vestl~~ents was traced to higher portfolio 
lnvestrnea~tc (liS$722 million!. witirdrawal of foreign investments 
abroad 4175$594 xmi1Xion) and new Z'oreign investments in the 
Philippines ((tiSSil.62 million), 

In the sl1or.t-term cqital  account, the net i lvai lmen~of  D/A ax~d 
O/A during the year doubled to 6;S$686 111illi011, AS a result, the 
short.~term cqi ta l  account b;li:xerce reversed from a izek repaynlenl 
of llS$"15 million in 1993 to a net availmsnt of  US$3 16 million. 

Gross Inkernatio~zcrl The annual accumulalion in the gross iilternational reselves (GIR) 
I;% eserves o f  the BSP observeti since 1991 %as sustained in 1994 on the 

seengnl.1 of significant capitiii irnflcowc. The GIK, which peaked at 
1JSV7,755 n~illloa~ In J~aly, amounted $0 UUS$0,995 rnillicrrr at the 
close of the year after rising by IJ5$1,103 rxlillior~ froxn the 1993 
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level, This level of international reserves was equivalent i a  3 
months worth of imports of goods and services. 

In line with its stance to effect an orderly adjusexnent of the peso's 
exchange rate in the face of large capital Inflows, BSP's spot 
purchases fronl comrr~ercial banks reached US$2,929 million during 
the yeu, This led to the rise in net spot purchases from camme~"cial 
banks to US$3,138 million. Ocher major receipts during the year 
included the Peb-on privatization proceeds (US$502 malfion), 
investment income (US$3f 6 million), BSP purchases of primary 
and panrred gold fUS$153 million) and fixed-term deposits (US$30 
million). 

Exchange Rate 

The rate of increase of the - .. - , 
I 

GER w a s  h o w e v e r  i 

A 

consisting primarily of net 
sales to the Nationd 1 
Government (US$2,133 
xnillion) f i t s  debt I I 

servicing needs as well as - 
the BSP9s payments of its 
matur ing  obl igat ions 
(US$563 million). This move was in consonance wi& the 
government-announced policy of u s i ~ ~ g  debt servlckg to help ax-rest 
the appreciadon of the exchange rate, Other significant 
disbursement items included the US$IOI million net payment of 
gold-backed loans and the US$162 million advances by the BSP to 
the CB-Board of Liquidators. 

Of the US$6,995 n~illion aggregate level of the BSPk GIR in 1994, 
foreign illvestments made up 82 peaent followed by gold (16 
percent), foreign exchar~ge (2 percel~t) arad SDRs (0.3 percent) 
(Table 18), 

The Philippine peso generally appreciated in 1994 as foreign 
exchaaige i x - r  the farm of foreigx~ I nvestmei~ts, inward remittances 
from overseas contract workers alld '\~v~ithdrawals/co~ivex:sion into 
pesos of foreign currellcy deposits continued to be attracted by the 
slrong economic: f'lxxrd~kmentals. 



BOX 4: CAPITAL FX,OWS A?D THE EXCFIANC:FS RATE: 

Duaing the 1 990s, sever2il couiltries werz fi3crd wih ille prohlcrn of ceaa~n  forcrgn exchange receipts and foreign loans, and prior 

conduc,irlg ei:z,nni.rlic Foiii:y in the capiial rnnows, Net mtbnriratmor~ for certain external loans. ?Ire elimination or relaxatiorl 

nvws bti  dr.i,eicpp,rrg couiiir;es I.ci signrfrc sill ly. Lalrn of xstncuons on myrital olltflows served to ( 1 )  encourage outflows, 

was a rnajur reciplenr increase lo and (2) $0 erriiai~ce efficierrcy in dornestic finar~ciai markets through 

coiirltrics was likewise Impresswe. exposure t o  irrternational ccmpetitior.a. These measures involved 
'aaii~p reguiatioms on pafolio inves3ments ahroacl, sunender 
rcqurremenrs oil foreign exchange earnings, and restrictions on profit 
and caprtal repatriatiori by foreign finns. 

T h e  moti~ation of these irlflows i s  a comhuntxtion of external and* 
iiitcrnnl factor. S~jinlf~crrri r&)nns ~ e a r c d  toward macrcrecc~nomic - 
stabriiny and improved nrarket onenlation of st:ciois wen: pursued by 
these countrim: tax mfonx~, finarcid deregularion, prji~atizafiors, 
forreign exctrarige and trade libc.r,ilrzatiur~. etc. 'Ihese resdtcd in the 
iurpn)venlonl of the rnvcstlilsrii dinlate and hrgl~cr exp-ectetl profit 
op~xmnii ies  m devctopmg cormrries. The ~ccog~iitrni~ by investors 
and pc~?"l?iio mar~agers of tile: profit vplx.>r$irniliei, anti the strength 
of rlar growth recovery increased tile cto?~~esrie: asset holdings of 
fc:trxeigncr~. 

Cllangcsm the global ecorromy also ci>ntrihu!ed to the acceieration 
of i~~iemnrrond fiow of capital. ' R x  inr-rti-variorrs in infomlariori and 
communication teciu~olopy, enwryeirce arid grirwth of new finwcid 
insimrnents, and rlir: likfialiration e,fforts across countries played 
tnajor roleq in the xntegration oi fr~landal mirrkets. 'The recession and 
"./OW rzcover): of~ntlusti-ial countrie reinforced drc global orientation 
(?f po~rlf'dio mamaycmcr~:. 

An adequate avaiinbilrry d crxtcilrsi frnnncc. resulting fr3m the rise 
rn cap~ral flou~s. i l ruv~drs dcar atlvanragcs r ( i  an economy's medium- 
tei-tn growth txatlook. Aside fi-c~in rclax~iig resourc:c consiralnts, 
ii~creased externid finaric~ exposes dosnesric financial institlttioea 
to inleniationd ciirnpeiition u-lricl: ii~iiucei lower cal~itai costs and 
hnliiclens the investor b;ise. Fuirhcmlore, rechr:cil(~gy tmnsfer, new 
rnanagemciit technlqucs, and widenrd exiwrl n-iarketin~ access 
usually accnriitpany capital f l ow.  Clverall, ir  mriy irrtply a II IU~C 

efficient ~Llircntioii of worl t i  capital. 

tjo-cuever. capital flows art not without misgivings. Disadvantages 
ansc from the ilrl-f-icixlly in Ihc control of monetary aggregates anti 
thc imp1crncnr;:rlcn of' anti inflation puhcies. " h e  inflow of lur~dz 
mtry put j~resure im dtnnestic asset prices and Imii to "hubbies" iri  

asset pi-ices. /I, C I ~ L I I I ~ B  1x3 ~ilarker sentrment about tlie growth 
pmspctmoi the eeonor-ily can lead ro sharp capdal reverse flows, 
posing risks iofirr,iu~cial rnarkri sialsility md to fi~inancial irr~iiiiltioris. 
The surge in capital iriflvw also exells apprecitl~ion pressure oil iht: 
doii~estic currency. raxslog coa-cecms 01-1 the price ccmapetitiveness d 
expxls. 

Policy reiglonqcs ici tlic capital 5101;~. anti appreurntioil pressure have 
been iinxi:ii. home accepled ~t dcgree i,f reid apl)reci,iiion "tlrronpli the 
nuirr~nai cxchanpz rai;:. whircothers i.ng;igcd i n  sierrlized 
inrmention. In other cases, temporax? corirrois were irnpsed ori 
capital ~nflonl, c<xnplemeriied I>y the easirlp of resirictiorls on  capital 
iairFliows, Ad~.i~inistr;itivc ctnrtrgds aimed at ~mposinp in~~>ccEimet~is to 
capital irlfli~w5 ~ncltrzcd rcseivc reytiir-ernciitq tri credlt from abroiid 
arlJ OII fore~gr~ arrr:ncy Jer~ominnted deposits, withholding iaxes oii 

In flir Plnlrp~>jnes, rhr <urge ln forergo rr~vestment started m 1988 
bur re\cr\ed -rn 1990 nt the hght of adverse do~nestrc and 
~nremationd devclopnrrntq dutlirg that year The second .;urge 
episcxb clarted In 1992 ,md ~ntensrt~ed m 1993 and 1994 
Meam%llrlii, n~erhrrrn- and long-tenn lows  contrnuc to be an 
r:npoitant sobil~c of external f~nancc Wlrlic ofizcld and cmmercrdl 
ioms clorilrnated external f ~ n a ~ ~ a n g  in the 1970s and 1980s, bond 
Lbna~clng became an equally unpoaant qource wrrh tlie country's re- 
entry mto the ~ o l a x n t q  caps nmarkels m 1993. 

The inflc~ws were attwcted by dre stabilization 'and stmcturd 
measures to pronlt~te a Inc)re oprr economy including the sweeping 
foreign excl~arlgz reforms. ' f ie completion of the co~nn~ercid  hank 
deb1 reorganizatior~ Err 1992 which reduced concerns about debt 
semlcing alsij heujed re-estal-iiisli credibility with foreign irmestors. 

Thc chwf mc~nrlcstatron of tlre d~snrphon that tire surge rn wprrrd 
inflow\ brought Wac the nppreclatron of rbe nomlnat excha~ge rare 
and the I L ' ~  effcci~ve zxchanpc rate (REER) and the consequent nsk 
to intcrnaironal compei;tr\erietc From the average 1993 exchange 
rate %)f 527 1.2, the p ~ o  app~ecma'rd Iy 2 2 percent to Be26 42 in 
:094 Tire I<? FK 1ikev.r se .~ppre~iated by 7 ? pet cent 

The 1I;SP" fwr.ir line of defence, in an cffofi to maintarn an 
enmlonment a\ f'i\c~i~~nble JS POSSIEPIC tor export ~ndtrstnes, was to 
rntcrvenc in The iclrergn cxciiange market to lnlmed~ately stab~hze the 
exihange lare 411 rrl all. the BSP purchased a totd of $2928.9 
million, wpiccerrtnng more lir,iri 39 percent trf the total volume of 
rnnrkei iran\acticalk 

A< ?he loreign cuihnnge irmow\ pers~ctrd dunng the year, tile BSP 
adopted s :PO-pronged ~pproai.la of rtlmuliitmg greater forergn 
exchange ontilow\ and nloderatrng forerg11 cxchangc rnflows 'I'hese 
~ j 7 ~ e i f i ~  inf.aSlirCS, W ~ ~ I L I I  iaine up to ~ncx-e than 17, complemented 
X5P c, d r m t  n~arket intemerltion 



BOX 5, EXGMMGE M E  E CQWETXTTWESS 

bxchmge  rate 1s the pnce of one cunency m tern? of another 
currency l h e  use of the exchange rate aUowc one to comptre 
ynccs of g& m d  servlm.; quoted m drHerent cunent?e\ The 
exchange rate 1s lrnked to conlpbrliveieness usually through the 
relat~ve pnce of goods produced by the rest of rlre world when 
expressed m terns ot g o d s  produmd dornesrrcally If the pnce of 
dome\tlcdly produced goods falls relative to ~JII: pncc of fcrrergn 
g o d s ,  then the den lad  for local goods tends rh riw R a t  IS, rf 
Yh~lrppme products become cheaper. then both local brryers and 
forergner.; w ~ l l  tend to buy more Ph~rrl~ppne g t d ~  

As h e  coul~trjr trmsacts with nut just (ale ilut a number of other 
foreign countries, the representative fbreiprr price level involves, 
apart h r n  the product prices, a slinanlary nlcasure d the cost t5 

Ioreign exchange as it is averaged across the toreign currencies 
trmsacted. This average rate represents the price of a representarive 
basket of foreign cumncies, each weighted by its irnlmHaxnce in tire 
cr>mtry's international trade. A rneasure oC the averirge ~1mina1  
exchange rate is called the ncrrrrincii eflective exchange sate (NEEW) 
index. 

1 he N f  ER r s  defined a\ the wergi~ted average exchange rate of the 
peso vrs d vic a basket d forergn cumencles It r q  ~ompurrd  as the 
sumrn'ltron d the per~entage ~lrmge of the locat currency's crow 
rates with respect to each of the nlmenLlz\ rn the haqkct rnulrrpl~ed 
hy the c o r r e s p d ~ n g  c o w r y  wcrghr The rnd~vrdual county 
wergists arc cdcuiated from total trade shares, r e  , expoas pins 
xrrrpom 

A nrorc importanit mensure to dcternrirle wlietirer a country's goods 
arc bccornrng relatively cheaper or more expe,nsivb thsrr ft~rnlgn 
g o d s  i:r the Real Effective Exchange Rate (REER) index. 'Ihe 
WEER, a measure of a cormtv's cmpetibveness in inrernadlmal 
trade, i s  simply the NEEW rntsltrplierl by the riltio of dmer t i c  price 
to weigiited price of tile conrltnies included irt the SEER haskrk A 
decline in the REER, or a red deprecaation, nrenns illat dornestic 
goods have Ixcorne cheaper relative to g o d s  abroad. 7kir i s  often 
described as an increase in cc)mpetiriveness of the d m e s t ~ c  product. 

Conversely. a m e  rer h e  RETR, or s red  apprwrdnon, mem.: that 
dornestrc p o d s  have become more' expnsrve relatlva to goods 
sknxd, or that we have lower cmpetrriveness 

LI the w i l i r~ ines ,  the NEEK and REER of the peso is cmputed 
relative to three baskets of currerrcies, n m e l y  1) against currencies 
of rrrajor industrid trading ~ m d n c w  CREER-MTIC): 2 )  a, ~ a l n s t  
cunencies of "broad" trading partrrers @EEK-bract); and 3) against 
cumencies of'  anow" ow" tmding partners (KEIIR-nam3w). The REEK 
is corrapuied using 1980 as the base year. 



Major trading partners consist of the United States, Japan, United 
Kingdom and Gennany. The KEER of the peso during the period 
1992.1994 rrld~cated thal the Philtpprne exports garned 
comptitivcness against these MICs begrnning December 1992 when 
REER declined amid the generat depreciation of the peso which 
more than offset the cross-countv ~llflation differerrtlds between the 
Philippines and the couniries in the basket. REEK-MIC of the peso 
continued to de13recxate untll end-October 1993. In Dcconber 1993 
and for the whole of 'r'i94. Philipp~ne exports experienced lower 
comptfiiveness foilowirlg the nominal apprec~dlrlon of the peso in 
1994 as inflows of forergn exchange remained high during the 
period, paflrcuiarly from overseas contract workers' remittances, 
portfolio investments and peso conversion of fcjreign cunency 
deposits. Although ~nflation rates tapered off rn the latter part of 
1994 due to inlproved wealher cond~hons, strorlger peso and lower 
domestic interest rates. the average inflalion rate for the year turned 
out hrgher than in I993 due to cosr-push lactom such as phased 
increases rn the legislated wages and some speculation associaled 
with the fuel pnce adjustment early during the year. Consequently, 
tht: Ingher average inflation rate also cnntributed tc7 ?he r ed  
apprecration of the peso dunng the year. 

b. Against "Broad" Competing Countrim 

For the sarne period 1992 2 0  1994, directional movements of the 
REER-Broad Edlowed those with respect to the 1MIC basket, 
although on a subdued basis. More spec7ficaUy, the KEER 
appreciated by 9.9 percent in 1992, depreciateti by 1.3 pcrceni in 
1993 and then appr~liated by 6.1 percent in 1994. Oh the &her 
hand, growth rates d the NEER index were, respecrrvely, 7.3 
percent, -1.2 percent and 3.0 percent. Notably, the smaller gap in 

1994 hetween tire KEIX and hFFK for t h ~ s  hasket, cm~pared to that 
in the %IC hauket, suggests th'it the lower cmpettt~venest  with 
reqpect to the broad ba~kei  of currencres wac due largely to nanrnal 
awwc~"d"or~ 01 the peso with reupect to t h ~ s  backei, and only to a 
rnlrlor extcnt due to tire dmest rc  rnflatron performance dunnp the 
gear reldlrve to the came counencs 

r. Against "Narrow" CC:crmpeting C:ountries 

Simalar drrectronal movements were seen m the KEkR - ?;arrow 
basket of currerrcrcc M. r ih somewha more exaggerated sw111gs 
compared t o  the other two baskets For the same three-year penod, 
REEK ~ndex growttr rates were l l 3 percent, -4 9 perGent and 8 7 
percent, respectr~ely NEER growtil rates were 8 0 per~ent.  -7 6 
percent and 5 3 percent, respectrvely Slnular to the developmentq In 

1994 111 the hroad baaket, the narrowed pap between ti16 RkbR and 
NIiFK growth rases r e~ea l  that the loss m conlperitlvenes5 wrth 
respect 'lo tire nanoit hasket was largelq on account of nmtna l  
pew qpreaation,  and n ~ u c b  less due to the conntry's filflatron 
p e i f i ~ m a n ~ e .  

ccmpetitlwnesq is a rr:ult~-dimen\lonai concept of which pnce 
conrlxtlttverles\ 15 only one aspect Stlength 111 glol>al coinpctitlon 
should also be &awn from Eourtes other than the exchange rate 
Other factors &at also contrrhrrte to greatel competrtrvenesc are low 
Interest rates, htgher p rdua iv~ ty .  lower covt, irnptoved qualrty 
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'The average exchange 
rate of J7"26,4171 in 
1994 represe~ited an 
appreciation of 2.6 
percent against the US 
doll= oavr the 1993 
average. Xn terms of the 
end-of-period exchange 
rates,  the peso 's  
appreciation over the 
previous year at end- 
December was at 11.84 - - - 

percent, The exclclallge rate remahned relatively stable during the 
first four- months of the year with the peso recording an average 
mox~thly appreciation of less than 1 percent, The moderate 
movements in the exchange rate were sustained as BSP stepped up 
its intervention in the foreign exchange marketwith its monthly 
purchases averaging 62-0 percent of the market's total volume of 
transactions frorn January to April. By May 1994, the peso 
strengthened by almost 2 percent but remained within the 
~ 2 7 ~ ~ ~ 1  mark. .Ihe succeeding months saw the continued 
strengthelling of the peso vis-a-vis the dollar with rnonthly raites of 
appreciation exceeding tt~ose recorded during the early part of the 
year. While the BSP continued its internention in the nmaket in the 
face of conhrruecl inflows, its shae  of total market transactions 
declined as rnarket forces further skengthened against ESP 
intervention. 111 November 1994, the peso substantially gained 
strength when it appreciated by about 4 1f2 percent from the 
previous montlr9s Ie-veX. This prox~iptecl &e BSP to further intensify 
the adnjinistrr-ltive measures that were already in place earlier 
during the year in order to mailage the net inllow of foreign 
exchange into the banking system, Foilowing the rnove by the 
ESP, the peso's (?~"prec;iation decelerated to 0.49 percent in 
Decen~ber (Table I C)), 

For the wholc of 19M, BSP purchased a total of  $2,928.9 million 
from the foreig~~ exchaxrge market representing more than 39.0 
percent of total volume of market transactior~s in contrast to net 
sales of $5 1 ."inillion in 1903. Without such intervenlion, the peso 
would have averaged much stronger during the year, 
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The peso likewive s~engthened in nominal terms against the 
cunencies of ~na.jor industrial countries ar~d NIEs. In terms of the 
pewu's average exchange rafe against a total lirade-weighted basket 
of currer3cies of major indricrrial countries or its nominal effective 
exchange rate (NE~R-MIC) ,  the peso slightly appreciated by 0.2 
percent from its year--ago Icve1, l.ising the basket of  currencies of 
competing countries, the peso's NEER registered a larger 
appreciation of 3.1 percent. Ad-justirrg for price differentials, the 
real effective exchallge rate (REER) sf the peso relative to the 
currencies of major trading partners Likewise appreciated by 7.3 
percent. 

External Debt The country's foreign exchange liabilities increased to US$37,287 
million by end-September I 994. Net availments, revaluation 
losses, arid adjustments in merretary sector's liabilities were the 
major contributory factors to the rice in the debt stock. Net 
availnnents by the rlon-~nonetary sector (IlS$1,770 mi4iiion) were 
p~1~~"~"irlly con~aeted by the pubffc; sector to finar~ce vmious 
development project$ huch as energy and power, manuPacturing, 
retendir-rg programs and cornl~~unicatior-rs and transportation, while 
revaluation losses (US$1,704 1111XIio11) arose following the 
appreciaGon of  rz~ajor indrastriai countries' currencies against the 
dollar, paticularly the Japanese yen with which one-third of the 
countries" ornt~landing liabilities is denominated. Adjustments in 
the morietary sectw's Biabillties wS$i,275 mj~lion)'/ which 
increased r he debt stock con\isted rnainl y of existing liabilities as 
of end-1 993 but were reported or11 y In 1 994. 

Tile expancion in foreign liabilities during the y e a  was partly 
o f l k e o y  docrvuward adjurtrxaer~ts in the cleM stock arising from 
atxdir on export advance& (US$1,726 mnllion); reclassification of 
accounts kum offshore to foreign eunency deposit units (FCDUs) 
(USs4.23 n~illion); and incomplete/late~eno~~eous reports (US$198 
millloll). 

Ii' R signiii;.nnl yortiotz qftiicso linbi1ifc.r :ram nlipcadi' ~,~i;rtitig as qf cnd-199.3 birl was riot part 
of llze record of lotnl fore~n &hr' stork. fiTective first ywrrlar of 1994, however, bank7 were 
required cio srrbmjrmr'l IC? thr BSP,cirPia on t k i r  ozct.rlnriditr~ Eidhilitks On nnn-rcsidcnbs. 
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were owed to bilateral 
creditors (mainly Japan and h e  US) and 21.9 percent to 
multilateral sources, while 16.1 percent were obligations to bmks 
and other financial institutions, with the remaining 21.3 percent 
owed to other creditors (Table 20)- 

Despite the modest increase in the debt stock, the difkrent debt 
i~~dicators continued to show improvement(;. in 19M. The debt 
service burden in terms of its ratios to exports of goads and 
services and to curreilt account declined fu'urtkier to 16-9 percent and 
16.2 percent from 3 8.7 percent and 18.0 percent, respectively, in 
19%. 111 "cerms of ;a broader zneasure, the debt-to-GNP likewise 
declined to 56.2 percent from 61.2 percent in 3993 or from a pe& 
of 96.6 percent in 1986, These ix~dicatsrs point to the cou~~&y's  
increasing capacity to service its foreign obligations. 

OUTLOOK FOR T h e  Philippine economy is on the road to sustainable recovery. 
1995 Eeor~onric: growth i s  expected to ~ n l a i n  robust in 1995 as the 

overall \cenario in I994 of declining inflation, accelerating growth 
and ernpfoyment, irnprovlng fiscal balance, surplus in the exterrrd 
balance, and adequate reservec has shifted the country into a higher 
growth plane. 

Following an estin~ated 5,1 percent growth in 1994, real GNP is 
projected to grow by 6.0-6.5 percent in 1995 &iven by 
goverr~ment-back& structural o r  aimed at promodng 
sustainable growth. A regin~e of single-digit inflation will be 
xnaintait~ed. In line with the BSP's legal mandate, the presemation 
of rnonetary stability will be its highest concern. Inflation is 
tagethed to reach 6.5 percent by year-end* Interest rates are 
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expected to rernaln stable and low folofllowing the inueasing 
competitioxi? and efficier~cy in the financial. sector, 

The surplus in the external balance will be sustained. The current 
account as a ratio to CNP is expected to be scaled down on the 
s ~ e n g t h  of exports and OCiV remittances. Net portfolio investment 
inflows in 1995 would probably be not as vigorous as in 1994 as 
a result of higher U.S. interest rates and bearish sentiments on 
emerging lnarke ts Ct3llowir-rg the Mexican crisis. The reconseuc-tion 
of the Japallese economy after the recent earthquake may also see 
some Japmese investors liyt~idating their overseas stockholdings 
including those in the Philippines, fivertheless, more stable 
inflows sf direct investments wiBI follow given the deregulation of 
key sectors such as banking and telec;amunicadan as well as the 
privatisation efforts of  the government. These should keep the 
overall BOPsin healthy positinn, 

In the eonduct of its exchange rate policy, the BSP's consistent 
l'iositiox~ is for a market-detern~ined exchange rate policy. 
X-Towever, time and agairi, the BSP makes a sharp distinction 
between ft~ndarnental movementc; and lnerely speculative elements. 
The fomrer, the BSP will respect; the latter will be resisted with all 
the resources, ;at its cornmand, 

Far the bar-rking system, the thrrxst will be to hrge  ahead wil-h 
initalive?; to enhance cornpetition and efficiency without 
compromising sta~~daids slid prudeitce. The ten new foreiin banks 
ajfowed to establish full bra~lchirng t'acilities have been named. In 
addition, it is expected that rnore f ~ ~ r e i g r ~  ballks are set to come in 
either by putting up a majority -awned subsidiary or buying con~rol 
of an existing bank, l'o erasure that the banking system rernalns 
sound in the light of heightened competition, the BSP eatrly in 1995 
has raised the banks' rninir1tun-r capitalizadon requirement. The 
BSB is alsc) set to improve its supervisory capabili~es in the face 
of more innovative financial prodrxcts and a deregulated banking 
system, It will have to exercise careful oversight over finmcial 
r~iarkets, institutiosrh, and trading practices, anticipating potential 
problems, arid taking remedial action before they can do 
widespread da~nage. 
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The goversclrllent is also rnoving towards using new tax-raising 
measures to firm up the national fisr;al posture . A number of 
revenue-enhanccme171. measures are currently pending with 
Congress among which are the amendment to the VAT law, change 
in import valuation from home collsl~rnptlon value to tra~lsactiouts 
cost, alld abolition of grant i~~g tax holidays and duty-free 
exemptiol~s. Separately, govern~r~enr's efforts at privatisation 
promise to raice non-recurring revenues while lowerirlg the need to 
subsidize state-owned businebses. The expected inlproverneart an 
the fiscal position would allow the WC to continually redeern a 
substantial portion of i t s  dorrrestic obligations. 

Clverall, the outlook for the future is bright, The optimisarr in 
the rnacroeaonsmic performance will draw support mainly 
from the lrarmonizaliotn of dipmestit ~ C O ~ O ~ I ~ C  policies and the 
srrppord 06 the private sector irr order lo establislx the pillars of 
sustainable growth and prewre the groundwork for a truly 
tiger economy towards the end of the 20th century. 



BSP Policies & Operations 
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I D U R I N G  TEIE 

Monetag and Credit Monetary policy in 1994 was ailncd at achieving the appropriate 
Policies: balance between stinurala~ng economic growth and maintaining 

single-digit inflation rate, By adhering closely to programmed 
base money growth through appropriate open muket operations, 
monetary authorities were able to ellsure that rnoney growth was 
just enough to support economic growth. The reladve success 
achieved in cor~trolling illflation w;ts reflected In a general decline 
of interest rates during the year, as rneasures to reduce bank 
Interrnediaticjn cost, specifically the easing of reserve requirement, 
csraeinued to be adopted by the monetary autlmo~ties. Meanwhile, 
government's favorable fiscal operations did not lead to any 
crowding oilt of the private sector from available funds in the 
financial sy ckerra. 

Reserve Requirernearl-, I%lao\vim~g the financial reslruct~~rlng of the 
Bangko Sentral ng Pilipinas (BSP) in 1993, the BSP moved to 
furtller bring down Intermedialior~ cost via reduction in reserve 
requirerner~t. 111 December. 1993, Instead sf an oursight reduction 
in reserve require~nent, the BSP relaxed the regaladon on the 
composition of reserve requirelraents, by allowing banks and non- 
banks ~ i t h  yuasi-banking functions (NBQBs) to invest two percent 
of their resesvabte deposl t and deposit substitute liabilifies in 
maket-yielding governmnt securities purchased from BSP. This 
effectively reduced the recerve requirement by two percentage 
pointh to 21 percent, and was expected to result in lokver bank 
intermediation coats leading to a lowering of the interest rates. 

Effecfive August 15, 1994, tire BSP reduced the reserve 
requirement to 194 pereer~t of total deposits and deposit-subs~tute 
liabilities. Coupled with thc relaxation in the farm in which 
required reserves may be held, this seduction in reserve requlremenat 
translated to a 17 percent reserve requirement ag&nst deposits and 
deposit substitute Biabifitics o f  banks, with the exception o f  thrift 
banks alld rural banks which elljoyed a differential of three and 
eight percent, respectiveiy from the reqarked reserve ratio. 
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Gonte~nporanesus with the issuance of the reduction of aesertre 
requirement was the lowering to 55 percent of tire amount of 
required reserve balances with the BSP which are eligible to earn 
inkrest of four percent. 

Open Market Operations, For 1994, open rnarket operations 
were relied upcrn as the ma-jor insusment to contain base money 
and domestic liquidity grawth. Specifically, the sale of BSP 
holdings of Reasury bills and reverse repurchase agreements with 
financial tntermediades were used to neutralize the expansionary 
impact of BSP dollar purchases to mitigate the peso appreciation. 
Over~~ight reverse repurchabe agreements were likewise used to 
smoo& out Iage fluctuations in liqtridity in the ano~ley market, 

Rediscounting. To reinforce BSP"s palicy of encouraging interest 
rates to reflect rxlarkee treads, the 13SP rationalized its rediscount 
window through the eremova% of fixed spreads and the adoption of 
rnarket-based rediscount rates across all types of eligible papers, 
The rediscount rate formula mras revised so that i t  i s  now one 
percent kelow the 91-day T-bill rate, subject to resetting every 
three months. Based on a 91-day 7;-bill rate of 9.304 percent 
(based on the auction results on Octcrber 28, 1994), the new 
rediscount rate fell to 8.34111: percent for &e period October 28, 
1994 to January 28, 1995 from the previously fixed rate of 9,400 
percent. 

Interest Rate Policy, Rehrms to further deregulate the market 
were ur~dertaken during the year to further enhance the ma&et 
oriendatiorl o f  interest rates. 

In an effort to encourage Inore savings In banks, improve the 
dome+rlc resource allocation, and deeper1 financial markets, the 
BSF" granted the banking system the authority to pay interest on 
dexnand deposits subject to the con~pliance with specific 
requirements. The BSP rediscount facility wa\ also rationalized in 
November 1994 m71hh the ~idjustment in the rediscorrnt rate formula 
to one percent below the 91-day Treasury bill sate.. The adjustment 
was adopted ecser-rtially to allow the rediscount satc to move xnore 
closely with market rates. 

To effect a furtl-aer lowerir~g of the general Level of interest rates, 
a three (3) percentage point redticdon in the ereserve requkemenr: 
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was implemented in August 1994. This allowed the narrowing of 
the interest rate differential between dornestic and international 
markets against foreign interest rates in order to discourage 
speculative cajsital inflows attracted by interest rate arbitrage which 
in October 1934 has aggregakd to IJS$ 2,643 million compmed 
with the US$ 1,724 million recorded in 1%3, 

Financial Structure Policy, During the year, a number of path- 
breaking policy reforms were unadertaken to enhar~ce fuflher-the 
performance of the financial system, 

On March 11, 1W4, the Barlgko Sen*l&al ng Pilipir~as (RSP), under 
Circular No. 17, illcreased the corrlbined capilttl accounts of banks 
and non-hanks perlforn~irag quasi-bax~king hnetions from $50 
nlitlion to P250 million, The xrreasure was adopted to beehup the 
capical base af balzks in &e light of the inspending globalization of 
the financial system. 

As a cowlementary move, the BSP, under Circular No, 27 dated 
June 2, 1994, set the minimum paid-in cafiital requirement for thrift 
banks accepting demand deposits at PI00 xnilliotl for those situated 
in Metro Manila, p 5  n~llllcan in Cebu and Davao, P.I.0 million in 
other cities with first to third class municipalities, and P20 n~illion 
for those in other areas. 

In order to promote and develop a stroalger and globally-integrated 
banking system, restrictiolas on the entry of hrelgn banks were 
greatly eased with the erlactment of Republic Ace No. 7721 
otherwise known as "An Act Liberalizing the Entry and Scope of 
Operations of Foreign Banks in the Philippines And For Other 
Purposes" on May 18, 1994. The new law allows foreign bar~ks 
to enter the Plailippines under one of three modes. First, up to ten 
(10) new foreign banks are allowed to errter and establish branches 
with full banking authority durixlg the next f ive yeas.  Second, an 
unresb.icted nurnber of hreign banks \\1111 be allowed to enter by 
establishil~g locally-incorporated subsidiaries, up to 60 percent of 
which may be foreign-owned. And third, an unrestricted number 
of foreign banks will bc able ro acquire up to 60 percent ownership 
of dorneseic; banks. Limiting grov isi ons are, however, specified in 
the law to ensure that the Philippine financial system shall remain 
effectively controllecl by Filipinos. 
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Meanwhile, the bankia~g system was further strengthened w i ~  the 
reopening of the PI~iIIppine Postal Savings Bank on h l y  21, 1994 
arild of Banoo Filipino on July 1 ,  1994. 'Two other banks, ie,, 
Producers Bank (now raaxned First Philippine Xn temational Bank) 
and Associated Barrk (now naarxlcd Westmcax~e Bank) were likewise 
rehabilitated during the periocl. 

Fareign Exchange Exchange Rate Policy, Brr the face sf the surge in foreign 
PoEl'eies exchange illflows in 1994, the BSP remained firrn on its 

cornmlrrcaent to xwzaii~tair~ m market-determined exehanage rate policy. 
Market l'undamermtals were generally allowed to determine the level 
of exchange rate. However, substantial BSP inlervenlicsxl was 
reqtrlred to ensuse stable and nnoderate adjustinerats in the exchange 
rase, Direct intervention was cor~~plemented by adminisealive 
measnreh $a manage the net ir-rfisw of foreign exchange in an effo~*e: 
to nnaintain international coxnpctititenes~ 

The peso ger~erally strengthened in 1994 on account of the 
substantial foreigr~ exchange inflows ixlkracted by the higher 
expected profit opportunities, This developed as a result of the 
t ~ ~ o r e  market-oriented econ~on~ie policies and other structural 
reforms adopted in prior years. The Inflows came in the form of 
ir~visible receipts particularly overseas workers remittances and 
foreign euneney deposit withdrawals arxd conversion into pesos as 
well as inveskxnerrt inflows largely, the pcrfifolio type. To 
mocterate the appreciation of the peso, the BSP actively purchased 
dollars in the forelgag. exchange mxket to immediately avert the 
otlrerwise ralrid itppreciatior-m. in the peso. A total of kJS$2,928.9 
million was purchased by the BSP from the market, representing 
more than 35) percent of the total volume of Irransactions, 

Corz1p1ernentQ direct market internention, was the adoption of a 
two-pronged approach to manage the net inflow sf foreign 
excharlge ix,, stimukte greater foreign exchange outflows kom and 
rnodeiizee i'orei~zn excllange rnfiows into the banking system, 

T11s fir\t prong involved the stirrlulation elf greater foreign 
excllange outflows, through the following: 1 )  Iia\ting of she 
res@iction an treyratriation of foreign inve,;tments under the debt-to- 
equity conversisn prclgrarn ac well a\ thc remitl;;llsce of dividends, 
profits, and earnings wlticka accrued tlrereorrr 2) encouragement of 
Philippine borrowers to prepay their foreign obligations by 
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Philippine borrowers whose fixral maturities .Fill1 wili?in the next 1-2 
years; 3 )  encouragemerat of" domectic investments in Philippine 
international boncfi issuer; by residents, whether banks/financial 
institutioxls or otkzer~ise; 4) increase in the ceiling on outward 
investmnertts froan US$B million to US$3 millirsn and further to 
US$b million per i ~ ~ v e s t o ~  per year: and 5) strang suppork for the 
accelerated pilase down of the foriv;~rc?i cover to oil companies 
which was approved by the Prehident on Novernber 8, 99%. 

'Fl-re other pri2llg of dre B$ P strategy involved the moderation of the 
inflaw of IForeign exchange into thc country through the following: 
1 )  imposition sf prior approval requircrnent on all fornard 
frar~sactionc witla iaonr-residents; 2) reduction in the reseme 
requirements against deposit and deposit hubstitute tiabilities of 
banks and noxl-bar~kc to 17 percent in order to reduce the general 
interest rate level and llarrow the dornes"cc-intcrr~~atic>nali interest 
difkrentials; 3) removal of the sesgictione; on autan?atic conversion 
irrto pesos of a certain portion of foreign loans. I,oan proceeds 
intended to fund Iscall costs may be IxlwardBy r e ~ t t e d  and sold ro 
the banking systern or deposited in foreign currency deposit units 
(FCZIU) or offshore accounts. Amount.; intended to finance foreign 
exchange costs shall be paid directly to the supplierbeneficiary 
concerned: 4) Bimitation of forerg11 loan approvals including FCDU 
loans to those earmarked for foreign exchange costs only excluding 
the exporters, direct and indirect, as well as public: sector 
borrowers; and 5) recluction in hhc allowable oversold foreign 
exci~ange positiori Illnit of caonmercial banks from 15 percent to 
5 percent of unimpaired capital by November 18, 18394. 

The BSP, in an effort. to strengthen i t s  rrlonitoring of foreign 
exchange flows, also reqxrested IPCIT (initial public offering) - 
lssuixrg c*or.a?priraies co notify BSP within five days, af the receipt of 
the foreign exch;inge raised through the stock issue outside the 
Philippines, Furthermore, the BSP supported the initiative of the 
Bal~kers Association, of the Philippines TBAP) to establish a 
"volatility band" ~ r i d r i r ~  which the exchange rate cou1d move in a 
given day, Under the mechlznisrn, whjch took effect during the 
latter part of  the year, the. exchallge rdte is a l l o ~ ~ e d  to fluctuate by 
4 1/2 percent above or below the average exchange rate of the 
previous day's afterno011 ~ansactions at the PDS. 
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Trade Regulations. In furtherance of the BSPYs commitment to / 
a liberal Qade regime, the BSP introduced llew directives as well , 
as amendments to existing rules and regulations caneerning imports 
and exports. 

discontinued the required 
(AABs) of the Report on 

Foreign Exchar-tge Renlitcances under D P  'Ixl~ports including Direct 
Remittances. 

deleted from the list of 
regulated items "seats of a kind used for rnotor vehicles and ceri[ain 
used reciprocating piston engines." Moreover, Circular No. I1  
likewise deleted from that list all commodifes originating from and 
destined for South Africa in accordance with UN Ger~eral 
Assembly Resolution A/O AlrtXILi2 which effectively ended a 26- 
year trade sanction against South Africa for its apartheid policy. 

opened up the OADA 
modes of paynlent to a%l importers, Prior to this, only 
producers/manufacturersI) oil compmies, public utility concerns and 
import traders supporting r~lanufacturing operations were allowed 
to use OADA mode, The Circular also simplified the registration 
of OADA arraxlgement with maturities beyond one yeas and 
removed tine need to secure BSP release certificate. I t  likewise 
eliminated the distinction between export advances and export 
prepayments, thus slqlifylng the monitoring of such kansactions 
by banks. 

Otfler nleasures adopiced to simplify inlpoa trade trax~sactions 
il~cluded the sirnpXification and replacenlent of IOS Form IC 
Schedules 12A, 13A, 14 and 15A and 5 on i q o r t  trade 
trar~saetions and the discontinuance of the requirement of AABs for 
inlporters to attach letter-authority to inspect merchandise by BSP 
for L/C applications. 

The BSP also took steps to mairltalrl an environment as fdvorable 
as possible for export industries in the figllt of the appreciating 
peso. An Exporter's Dollar Facility (EDF) was established on 1 
December 1,  1994 (Circular No, 571, This f;lrcility provides the 
commercial banks with dollar funds for relending to exporters, both 
direct and hdirect, including service exporters. In addition, 
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exporters urere exempted fro171 the restriction imposed by BSP 
lilrnitlng FGDU loans to foreign exchat~ge costs only. With this 
exelnption, exporter?; can avarl of foreigx~ exchange loans to finance 
local costs to allow for fir~anclal fiexihiliky, 

C i r ~ m o ,  increased the ceiling of - 
US$3 rniiPian per i ~ ~ v e ~ t o r  for outward investments to US$6 mdlion 
while foreign loan appmvals including FCDU loans were limited 
to those earmarked for foreign exchmge costs only, a move 
adopted to reduce the vcrlun~e of Isan ii~flows that was a ~niLJor 
factor 411 the peso cnppreckdt"onl. !-%owever, all exporters, direct and 
indirect, as well as pulrliic uector borrowers wosrTd still be allowed 
to use fc)reign finar~cing for local cases to ensure their finarscial 
flexibility. 

Rules on FCUU financing were Xiberalized under Circular No. 3 1 
994 to allow indirect exporters, in addition to direct 

exporters, to borrow short-term foreign exchange-denominated 
FCDU loans wltllout prior BSChapproval. 

The BSB also lilleralizcd FCDlJ export bill financiurg by allowing 
the purchase of  export bills covered by both msanee and sight L/Cs 
and wlrh or without recourse. (Circular Kos. I6 and 31) 

Policy on Xnvisibles. Significant steps were taken by the BSP lo 
further liberalize foreign exchange rules asad regulations, Circular 
No+ 28, issued on 21 June 299.1, IiAed the restrictions on 
repatriadon of foreign i r~ve \ t~~~en lh  funded by debt-to-equity 
conve~'sion trar-iszlcrions under Circular Nos, 1 I I I and 1267, as well 
as the remittance of dividends, profils and earnings which accrue 
thereon. 

Prior to tX-le liberalization, irave~t~nernts under the debt-to-equity 
conversion prsgraxn were subject to a restrictive repatriation 
scIzedule. Onigir~ally, the principal uouM only be rqatx.iated on a 
five-yeirr staggered "oasis comr-nencit~g not earlier tha1.r hree or hve 
years after the origi~~al inve\tment was made, deper~ding on 
whether i t  was cliassiried as preferred or lecs preferred investment. 
Dividends, for n less preferred invehtrrrent, were also subject lo a 
four-yedr l ieeze period, Uvith the Iiberaliz;etiora, investnlents under 
the debt-to-ecluir-y program wiZ1 now be given the same liberal 
treatment a h  regular hrergn investments. Such treatment will 
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include, arnong others, exemption frcrm prior ESP approval and less i 
reportorial reqrairernen"l~ 

Circular No. 53 also ar~~emded Circular No. 1389 to, among others, 
allow the rernlt tance tl-arougkr caxxln-aercial bar~ks witl~ouk prior BSP 
approval of payment\ for principal, intesect fees axad related charges 
on loans d711y regratered with the BSP as they Fill due, Moreover, 
prepaymer1t/acce1eration of paymerlts on medimrra- and lorlg-term 
loans, subject to cerkaill contfitions, rnay be rnade without prior 
BSP appro.i~al within two yeara bcfore their final rnaturity, 

OPERA TIOIVS 

Supervis ion 6t.nd Supervision of Ranks, Bn 1994, BSP consJueeed regular 
R e g a l a t i o n  af examination\ 011 854 head offices and 1,031 brancheslextensioxa 
FinkcnciaE Inslilutions offices of" expar-xdecl con-rarlercial baxrks, csxnrnerciaX banks, tlrrift 

banks, rural banks and specialized goverrlrrrealt banks. Special 
examinations were likewise rirndesbkea~ to cover the 
verifir.ationsIexil~~rina~ions 01': a )  capital account?, of  banks applying 
for conversion ixsto other types of banks; b) goaJerrrrnenat securities 
trancactions of ail EMBs related to the Bancap T-bill seam; c) sales 
and purchases of governmexlt securities by the Trust Banking 
Divisions; and d) capital infu\isns eo cover deficiencies brought 
about by sol-tency prublenls and/or ar~~endwre~lt of rzrtieles of  
incorporation increasing capital c;taek. 

Consistent with the thruct to likmalize the financial system, the 
BSP Likewise supervised the cl-narterklrg of banking offices which 
lnvojved applications for a)  conversiotr of bar-nkh to other types of 
banks; b) estabti,\laaxzex~r ot banks/branches/oiker offices; c) 
conversion of ager~cies/cxten\ion offices into k~ranches; d) setting 
up of mobile Ar6M services/MDS s e n  ice cet~ter/temyrorary Inaney 
changingBTR %elleria~g/rempsrary teller's facilityEX booth: e)  
relocation of bankir~g offices; f) rehabilltatro~~ of diseessed barrks; 
and g )  clocure of  .;omc bankkr~g offices. 

During the year, dre BSlf appmoved, under MB Resolution No. 206 
dared Septexnker 1 ,  19911. "ce conversion of Baneo de 0 r o  Savings 
and Mortg;;bge Bank from a thri-Ft bank to a commercial ba11k, The 
BSP likewise g~anted EKB Iic.en\es to Urban Bank (MB Res, No. 
413 dated May 6, 199-4) and Asian B;mk Co~ora t ion  (MB Res. 
No, dated Decernber 19, 19941, Banking Iicexzses were sirnilaely 
granted to East-West Banking Corporation as a new cclrnmereiaJ 



POLICIES AND OPERATIONS 

bank (MB Res. No. l0I dated Januasy 31, 1994) and to three 
savings and mortgage banks, i.e.,O Philippine Postal Savings Bank 
(July 21, Z994), Philam Savhgs Bank (Deeernber 1, 1994) and 
CIentury Bank (December 5, 1994), The BSP likewise facilitated 
the rehabilitation of Producers Bank (now First Philippine 
International Barak) and Associated Bank (now Westmont Bank) 
during the year, Meanwhile, the BSP is currently processing the 
conversion of PDCP Developxnenl: B a k ,  Bank of Soubeast Asia- 
Savings Mortgage Bank and Capitol Development Bank to 
commercial bank status. 

Reglalatian of Non-Bank Financial Intermediaries. As of 
December 3 1, 1994, there were 5,8 13 non-banking institutions 
(4,540 head offices and 1,273 other officeslbrar~ches) under the 
supervision ar~d regulation of the BSP, recording an increase of 
about I 0  percent froxn the previous year's level. Pawnshops and 
ler-rding investors comprised over 91 percent of all the NBFI 
entities. 

Seven out of  12 non-b;anks p e ~ o m i n g  quasi-banking functions 
(NBQBs) and 45 out of 85 non-stock savings and loan associations 
were examined by the BSP, 

A special examination was Likewise undert&en in the light of the 
Treasury bill sealn which involved several billions of fiadulenr 
tsansacGc~ns h a t  afkcted a nurnber of finaneid instirutions, 
!special exafinati'ons conducted focused on loan verificadsn and 
confirmation of unauthorized quasi-"ox~king activities of non-bank 
financial intermediaries, 

'The bank Ikewise processed applications for chartering, branchi-ng 
a l~d  regisvation of 1,595 NBFIs up by 4.15-6 percent from the 
previous year reflecting "Ee increased activities of these instimtions. 

M a n a g e m e n $  of Foreign Exchange Operaticrns, With the liberalization of lforeign 
l r zde rncz l i c rna l  exchange &~-ansactions in the Philippirres, the BSP kept a close 
Qeratiorzs watch over foreign exchange (FX) operatloi~s to ensure order and 

stability in the market, 

In 1994, the Bangko Ser-re;;al conducted daily znonitorlng of total 
FX assets arad liabilites, FX invisible eansactions of commercial 
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i banks, and the banks9 compEance with the prescribed 
overbought/overscrId FX position limit set by the LISP, Easy 
tracking of the information was made possible with the 
implernenfation of a computerized reporting system which enabled 
eo~nmereial banks to generate and s u b ~ t  ICSS reports in diskette 
medium. There were three banks tlrat were penalized for violating 
the required FX position limits and I8 hanks for late/iaeomplete 
submission of IOS Fomr Z report. 

Examination of the foreign exchange kansactions of seven 
cornn~ercial banks was also conducted to establish the accuracy of 
reported FX transactions, the legitimacy of their FX asse"c sand 
liabilities, and the extent of &eir compfiance with BSP regulations 
on FX &ans;lctions. I 
Consistent with the policy thrust to furlher liberalize the financial 
system, evaluation alld recommendation for approval of the 
applications of the fillawing were made: two foreign banks to 
establish offshore banki~ag units (0B LJs); three foreign bavlks to 
eslablish and r-maintaln representative offices (ROs) in the 
Philippines; one commercial bank to operate an expanded foreign 
eunexlcy deposit unit (EFCDU): one thrift bank to operate a 
hreign currency cleposit unit (FCDU); two expmded 
commercial banks to engage in financial futures and options in 
trading precious metals, and one expanded csmrnereial bank to 
engage in foreign currency op"lions, Qn the other hand, the BSF" 
denied the applicadon to operate in the country sf three 0BUs and 
two ROs. 

Durhg the year, the BSP issued certificates of inward rernittanee 
of foreign exchange to Special Investors Resident Visa JSXRV), 
Bangko Senlral Confirmation Documents (BSCDs), and Bangko 
Sentral Registration Daculnents (BSRDs). Xt processed and 
endorsed to Societe General SuweiXlance-Manila, for pre-shipment 
inspection, 62,222 importers9 reports ( s f  prop~sed importatiorrs 
(RPIs) under non-E/C payrrrent terms totalling USS4.9 billion and 
carried out the smooth ~ a n s f e r  of the Foreign Exchmge Clearing 
and Settjernent to Gitiba~~k-Maarila, A total of 35 Bangka Ser-rtral 
Confirmation Doclaxraents (BSCDs) were issued confirming the 
outs~anding ballrrzce of the shases registered in favor of the investor 
to cover his ltpplication for repatriation and/or remittance. 
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Close monitoring of the foreign exchange transactions of the 
ballking system showed no~able increases in the volume of FX 
invisible receipts and disbursements accounts of eornrner~ial banks. 
Foreign exchange receipts rose by USs5.6 rnillion, from US$17.8 
billion in 1993 to LiSS23.4 billion in 1994, The bulk of &ese 
receipts came from services, loans and invesmen ts. Foreign 
exchange disburserner~ts likewise increased to aggregate US$17.0 
billion by end-1994. On a net basis, the banking system recorded 
receipts of U S$6&4 billion, Thl s developed as residents 
continued to remit into the banking system their foreign exchange 
receipts even after the rrrmdatory rernitpar-rce rule had been lifted, 

International Trade Operations, Further simplification of the 
BSP's foreign Wade operations proceeded in 11394 with the adoption 
of additiol~ali measures to eliminate various regulatory and conlrol 
functions of the BSP. Arx-rong tl~ese measures was the merger of the 
old Foreign Exchange Regulations Departmnt, the Foreign 
Exchimge Operations and Investments Department, Cunent Imports 
and Comxnodlty Cfassifieadon Department and Export Depatment 
into a single Foreigrl ExcXlal~ge Department. 

During the review period, the BSP continued its regullrr Exposers" 
Dialogue together with the BAP, mmbers of the Plnilexport and 
other goverxlrnent agencies including the Office of the President, 
the Depaament of Finance, the DTX-Bureau of Export 'Trade 
Pramoti;on, Philguarantee and the EDC, to address the major issues 
and concerns of exporters especialy on the eonfinued appreciation 
on the peso. In acldltioxl, a Prin~es on the Foreign Exchange Rate 
and BSP Support to Exports was published to provide useful 
information for policymakers, exporters and the general public. 

The prepaation of &he 1903 Direcbory of Philippine Exporters was 
also finalized. 

Meanwhile, the number of export transactions negotiated and 
reported by AABs decreased by 13 percent to 2 13,113 in 1994 with 
a value: of US$6,805 million, an indication that the series of 
liberallzatioll and deregulation measures undertaken since 199 1 has 
provided exporters w i h  Illore efficient modes of &ansacling 
business with their overseas clierzts. Nevertheless, the letter of 
credit (Lie) continued to be the most preferred mode of paymnt 
for exports, accounting for 48 percent s f  all export ~~egotiations, 
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albeit lower cgrrrpared to 53 percent in 1 993, The United Stares and 
Japm remained the counay's top two export markets rnaking up 54 I 
percent of toral export n~gotiatlons. 

L,astly, tine BSP's irnport operations and activities also included 
proeessinglverificatio~~ of &ansactions reported by AABs under 10s 
Form I Schedules pertaining to Imports as well as the 
evaluationlidction of various itexns such as the endorsement to SGS- 
Manlla of 62,045 reports of proposed importation without E,/C and 
the registratior~ prior to rrelruttance of payment thru banks of 24,117 
DAIOA availments, aanong others. 

International Reserve Management, Gross international r- ~ s e m e s  
reached a high of US$7,755 ntillion ciuring the year (end-July), but 
finally settled down to ISS$6,995 lnillioll by year-end. Foreign 
investments accounted for '73 percent of grrsss international reserves 
(GXRI with US treasuryi votes and treasury bills and Japalzese yen-- 
denominated instruments dominating the total porthlio. 

Time deposits totalled liS$hX6 million rcp~csenting 9 percent of 
GIR co~~stituting mnostly of placements in lJS dollar and Japanese 
yen. Interest rate for: these term placements averaged at 4.2155 
percenl, an hcrease of X I  birsis points from end- 1993 average 
interest rate air' 3.403 percent ~ i t h  a11 average maturity period of 20 
days. 

Gold holdings amounted to US$1,004.3 rraillion or 16 percent of  
6117 as of end-1994, lower by t!S$110.5 million relative to its end- 
1993 level of %iSU1,245 million owing to the exercise of option 
contracts under which the BSP had to deliver gold, Of the 
aggregate gold holdings, 79 percent represellred deposits abroad, 
while the remainder were held at the Mint and Refinery @erations 
Departn~eiilt and gold buying stations in Davao, Zarnbomga and La 
Union, Notwithsbnding the 2,OS percent decline in the market 
price sf gold this year, the ralarket value of gold holdings remained 
USs1.7 million above its book value Gross income from 
international operations in 1994 totalled US$ill9  nill lion. Of this 
amount, 64 percent represented incsxne fr'ruxar foreign secrxrities 
while the remalining 36 percent were derived from loans and 
discounts, time deposits, and other miscellaneous ite~nrs, Gross 
expenses amounted to USs22.I- ntillion with interest expense on1 

hreign borrowings covering the bulk or 79 percent. Other 
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csnaponents included interest on fixed-term deposits and other BSP 
obligations and miscelfaneous expenses, for a tohl share of 22 
percent. 

Ne1 incoxne dr?rir.mg the year arnounted to tJS$884 million. Relative 
to the second sernesrer 1993 perforrrral~ce, after the trrznsfer of some 
assets to CB-BOL to effect BSPYs financial restructuring, this 
year3 second sernester ~" r t  income dropped by about 39.3 percent 
(IJS$"I ~nlilliot~). 

Foreign Xnvestments, The year 19% saw a doubling of BSP- 
registered Ig1wud foreign investanernts which amounted to US$4,1 I I 
millior~ frosn kiS$IZ,OOI x ~ ~ l l l o n  in 1993. 

Reflecting the hullislx &trend in the Philippine stock n~arket, portfolio 
investments increased by 123 percent to UUS$3,200 million. 
Posthllo investments from the LJ~~lted Kingdom which reached 
kJS$923 million emerged as the y e u ' f l l o p  couney-source, 
accounting far 28 percent of  the total value o f  inward portfolio 
invecrments, Hongkong came in second with US$8 18 trulXian while 
the United State?; slid horn being the previous year'c top source to 
only third wi& US$h41 nlillion, The Financial Institution sector 
was the biggest recipient of pordolio funds in 1994, 

Data esdn~ates indicated that same US$562 r~~illltan worth of Initial 
Public O1"Gerings (8P86) shares W~J-e  subsc~bed to by foreign 
investors. Private corporations were also able to rap the 
internadonal capital markets through the use of innovative financial 
instruments, Global Depository Receipts (GDW s) atwacted US$lflO 
million while convertible and preferred bonds issued by local 
companies raised US$212 million, The total value of IP0 shares 
held by fforeign investors registered with ancl reported to the BSP 
in 1994, including GDRc and pr.efersed and conveaiblc: bonds 
amounted to LiS$955 million. This was seven rimes more  an the 
US$134 million generated in 1993, 

PTirect equity investmer-rts also increased by 73 percent from 
IIJS$SC)9 million in 1903 to US$81(2 rxillion during the review 
period, Top country sources included the Netherlar~ds (kiS$547.77 
million), the united States (US$75,9M million), Japan (US$h9.79 
million), Slngapctre (l!S$60.22 rni1lior-r) and Hongkong (USs48.73 
xl~lfllan). Major iildustry reciipiellts of thecte direct investments were 
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manufacturing (US$56 1-37 million), senrices (US$66,74 million), 
pu blic utlliv (US$50.89 million) and mining (lJS$40.24 million). 

Qn the other hand, foreign exchange outflow from capital 
repatriationlrernittdnce of profits or dividends from foreign 
investments amounted to US$I,900 million representing a 170 
percent increase from last yea 's  figure. In addition, foreign 
exchange outflow in the form of outward lnvestrnents by Philippine 
resiclents grew by 28 percent to IiS$137 million as a result of the 
higher ceiling on outward investments from US$1 million to KISS6 
million per investor per year as per Circular 'NO. 55 dated 21 
November 1994. 

Finally, inward remitrance certifications were processed and issued 
for 509 applications for Special lnvestor Resident Visa (SIRV) 
amoui~ting to US$46 miilion, an increase of 40 percent, 

External Debt, "17re basic thrust of external debt managenrent 
operations durirlg the year contir~ued to be focused on ensuring that 
new foreign borrowings obtained are directed to productive and 
priority areas, cGry internationally esr-npetitive terms, and are 
within the cour~try 's debt servicing capacity, and consistent with 
efforl-s to mai~~tilin stability in the foreign exchange market, 

tn  1993, the increasing receptivity o f  the international capital 
markets to emerging market papers allowed the Rilippine private 
sector to continue to tap the rnarket for funds. As ,. result, the 
private sector foreign loall availment exceeded that of government. 
The public sector approvals of medium- and long-term loarls 
totalled or^rly US$1,209.7 fiXlior~ while the private sector closed 
US$2,543.6 million in Loan contracts, 

With the country's favorable fiscal and foreign exchange positions 
and the increasing participation of private groups in the 
implementation of infrastructure projects, there was a decline of 52 
percent in the foreign loan approvals by the public sector, 

Government bonowings were generally limited to coneessisnal 
loans to finance urgent priority projects. Qf the approved medium- 
and long-terrn loans in 1934, 72 percerlt came from multilateral and 
bilateral sources. The top public sector borrowers were NPC (39 
percent) and the Republic (19 percent). Meanwhile, private sector 
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medium- and long-term loan approvals increased by US$956,4 
million or a 60 percent rise over the I993 level. me top bolrowers 
were the energy and power and conmxunications sectors. 

%7ith the termination sf the Revolving Trade Credit Facility 
agreement in 1993, Philippine importerslexporters continued to 
avail themselves of short-term trade fi~~ancing through volunlary 
trade credit arrangements with foreigt~ creditors. As a result, 
outszanding short-term loans as of November 1994 rose by 25 
percent to reach US$1,025.7 million from the end-1993 level, 

In line with the provisions of Circular No. 1389, the BSP issued 
regist~ation documents to a total of 32 accounts for the privale 
sector with values aggregating USs438.5 million to enable 
suvieing of these loans without prior BSP approval. In 1994, the 
BSP registered gtltlrantees aggregating iilS$114.2 ntillion, US$14.8 
mnilXiot~ of which representecl paymentherformam guarantees and 
bid bonds issued by lacs! banksiinstitutions in favor of non- 
residents, while I! S$99.4 million represented guaranteesiSLCs 
issued by foreign barlks and financial institutions to secure peso 
and/or FCDlJ loans of  recidents from local banks;/fir~ancial 
institutions. 

Pro-ject financing schemes like Build-Operate-TraasferBuild-Own- 
Operate wratlgexnents of the National Power Corporation and 
PNOG-Energy Development Coporation ~ostirtg US$%,127 million 
were evaluated and elevated by the BSP for MB qproval, 

To re~nairr current in the country's exterllaii obligations, the BSP 
authorized the remittance of US$1,863.7 million for debt servicing 
and other fees, In addition, public: sector loans aggregating US$54,2 
nlilliol~ were prepaid in vie-(;\l of the continued peso appreciation in 
1994. 

A rescheduling of Paris Club loans, ixlvolving US$497,9 million 
and maturing between August 1,  1994 and December 3 3 ,  1995 was 
concluded in July 1994. However, due to the unexpected favorable 
foreign exchange positioa~, the government decided to forego the 
rescheduling agreement. 
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BSP Operations as Primary Sales of Government Securities. in 1094, BSP ' 
FliscaE Agent of the cor~tinued to discharge its fun~cilons of issuing and servieirag 
Government goverllxnent securities both to address government financing 

requirements aiad to support its ouln open rrruket operations. 

Total outstanding government securities issued md administered by 
BSP as of December 31, 1994 stood at P612.50 biblion, down by 
6.53 percent compared to the end-1993 level. National Government 
(NG) securities accounted for 98.9 percent of the total, with the 
balance consisting of BSP and corporate issues. 

During the year, prirnary issuances (most of which were T-bills) 
aggregated PI ,202.29 billion, surpassing the previous year's saies 
by 28.6 1 percent. With tala1 maturides of PI ,245,1)9 billion, a net 
redemption of P42,8 billion was recorded during the year. This 
was cor~sistent with NG9s policy of red~~cing its debt stock and debt 
service levels. At the sarne time, i t  helped ease the pressure on 
interest rates as reflected in the reduction in the weighted average 
inte~est rates on government securities frorin 14."35 percent in 1993 
to 12.207 percent in 4 994, 

T-bilX issuances reached PI 152,87 billion with zrnaturities arnauratilrg 
to P l a 97.93 billion or a net redemption of P.1.5-06 billion. This 
was in contrast to the net sales of P77.27 billion recorded in 1993, 
Thus, outsbnding T-bills went down to P368.23 billion as of end- 
1994 as compared with P4 13-29 billion at end- 1993. The weighted 
average yield rate or1 auctioned T-bills went up only slightly from 
13.140 percent to 13.750 percent during the period. 

During the year, new hlsnetary Bawd authorizations covered the 
flotation of various securities namely: regulx Fixed Rate Treasury 
Notes (FXTNs) ($50 billion); Special Series l'reasury issuances to 
tax-exempt institutior~s (TEIs): i'rreasury bills (PI0 billion), 1;;XWs 
(PI0 billion), and Floadng Rate TTreasury Notes (FRTNs) (PI0 
billion)l; additional block of P30 billion FRTNs; and FRms  and 
FXTNs for GQCCs worth 26310 billion each, 

Initial auctions for iF"XTNs worth P5.0 billion held in Qctokr and 
December 1994 were oversrrbscmbed, ifidlealing &e existence af 
substantial demand for longer-term issues. 
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The yeas also saw the criteria for rating the performance of 
accredited gnvcrrament securities revised md implemented to do 
away wit11 the 01~1 ~;ystem's biases and limitations. Under the 
retised criteria , "average dealer outputf' was used .to replace 
"market share" as basis for a satisfactory rating, thus effectively 
removirag the bia5 in %vnr of dealers with sizeable resources. The 
new criteria also gave all dealers a clean slate such that their 
previous perfcjm~ance rating no longer had any bearing in futun: 
evaluations, 7%e liberaliZgticpn of the dealership accredita~on 
guidelines resulted in increased merr~bershig in the dealership 
network as il~dicaled by the accreditation d u ~ n g  the year of one 
uxliversal baxmk, four curxsmercial banks and the GSIS. 

To implement the snrosth arad orderly phase-out of the fiscal 
agency Functio~ls OF the BSP as rnandated by the new Clen@al Bank 
Act of 1993, close ctaordinaliiorr between t k  BBSP's Government 
Securities Deputment ancl the Bureau of Treasmry has been on- 
going, In particular, automation of the auction system for Treasury 
biEls and notes has been targelted for implen~entatian emXy in 1995. 
But until sucla time when the Department of Finance has already 
dwelsped i t s  swai capabilities to take over such functions, the BSP 
will corxtlnble to ernciert&e all fiscal agency-related backhoom 
operations 

Securities Depatment and the Bureau of the "Sreasury has been an- 
going, In particular, autoxnatiun of the atxctioal system for Treasury 
bill?; and notes has been targetted for implementation early in 1995, 
Brat sxx~til such time when the Departxr~ent of  Finance has already 
developed i t s  awn capabilities to take over sucl~ functions, the LISP 
will continue to um~dertake all fiscal ager-iey-related backroom 
operations. 

(;old Refinery and Minting, In 1994, a total of 11-08,] thousand 
troy ounces of panned gold fronn gold panners/.traders were sold 
and delivered to the Bal~lgko Seli~eal ng Pilipinas (BSP). This 
quantity i s  higher by 32-1 percent compaed to the previous yea's 
gold prxrs;laases of 30"9,0 rhousax-rd troy ounces and considered the 
highest since the panned gold buying progranl was imiplemnted in 
1983, "These purchases were vajued at B4,O billion. 

Meanwhile, a tokl af 83% "good delivery" p M  b a s  containing 
337-5 thousand troy oxrces of f ine gold were produced during the 
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year, exceeding the annual taget of 250.0 thousand troy ounces but 
lower &an last year'?; production of 448-6 thousand troy ounces, 
In addition, 6.3 thousand granls of refined gold in the form of gold 
grahs and gold sheets were produced. On the other hand, no 
refining of silver was undertaker?; during the period due to the 
continued suspension of the silver buying progrilm ;IS well as 
purchases frorn primary prodercers and the Philippine Associated 
Sll~elting and Refining Coxycbration (PASAR). A total sf 988 
"good delivery" gold bars weiglring 400,7 thausar~d troy our-rces for 
delivery to foreign countsrpartie\ were released by the BSP Gold , 
Refirlery through the BSP Trcasury Ilepartment, I 

I 

The BSP Mint produced a total of 487.0 million cir~ulatisn coins 
in 1994 suvassing the 1993 production of 389,l million coins by 
25.2 percent, Fiiowevex., the current year" production represented 
only 80,6 percent of the BSP Cash Department" soin order of 
603.9 million pieces for 1994, The prodarction tagel was not 
attained on account of the susper~sion of circulation coin production 
stafiing September 12,1994 ir-r line wivrtlr the Management's decision 
to demonetire all eoiris in circuladona over a two-yeas periorl in 
favor of a new and Enore acceptable series. 'me  Minf also 
produced 4,000 sets sf 1994 Brilliant Unckculared (RI11) coins plus 
4,000 pieces of keychain medals feamring the new BSP and 
Philippines 2000 logos, Likewise, the Mint produced the 
commemorative coins for the 50th Anniversay of the Leyte Gulf 
Landings consistir~g of the 5-Piso nickel-brass coin and the 100- 
Piso, 500-Piso and 1,OOO-Piso silver coins. In connection w i h  the 
Papal Visit '95 coin project, BSP also coordinated the rninting of 
100-Piso and 200-Piso silver coins and 5,000-Piso gold coins by 
Pobjoy Mint, Ellgland, 

Total coin deliveries to the BSP Cash Depxtment amountet3 to 
693,2 million pieces with a face value of P603,3 million. 

Notes and Security Psintiag. The Bangko Sen~al .  ng Pilipinas 
(BSP) produced a total of 668-2 million pieces of banknotes 
inclusive of  the 12-9 million pieces advance production in 1993, 
represendng 94.1 percent of the 7 10-3 1111Bllon pieces ordered by the 
Cash Depatmexrz in 1994, This yeark soput,  inclusive of the 1-6 
million pieces advmce producdsn for 1995, was 30.6 percent 
higher than last year" output. 
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Meanwhile, a total of 108.1 million pieces of regula checks and 
12.2 million pieces of special checks, represenfing 96.8 percent ar~d 
97.3 percent, respectively, of the total orders. Compaed to last 
year" output, production of regular checks declined by 3.3 percent. 
On the other hand, production of special checks increased by 20.4 
percel-tt. 

The number of BTR docu~~renQry s t a q s  delivered totalled 32.8 
million pieces, Total prodt~ction of booklets for passports in 1994 
was reduced by 43.8 percent due to the phase-out of old passports 
in Fdvor of machine readable passports by 1995. 

A total of 97,200 Artist Record Books (ARBS), which were ordered 
by the Philippine Overseas Employment: Administration (POEA), 
were issued representing 97.2 percent of the t o ~ l  number of orders. 
In addition, 64,318 Seaman's Service Record Books (SSRBs) and 
18,000 Seafarer's Identification Record Books (SIIRBs) were issued 
in 1994. 

Currency Issuance, In 1994, the BSP produced 487.0 million 
clrcula tior1 coins which exceeded the grev ious yeas's production of 
389.1 million coixls by 22 percent, inspite of the suspension of 
circulation coin prociuction stdrting September 12, 1094. Coin 
deliveries to h e  Gash Department totalled 693.2 million pieces 
with a face value of TP603,322,500, 

Clearing Operations. In 1994, the twenty four (24) ESP 
clearing eer~ters nationwide cleared 42,634 checks arnountix-tg to 
Pl .I2028 trillion compared to 38,446 million checks totalling 
P9 3 9.724 billion in 1993, This represented a P200.556 billion or 
21.8 percent increase in value frorr~ the year ago level. 

i n  addition, seven regional clearing units were 
expanded/established. CLU's in Baguio, Dagupan, La Union, Laoag 
and Vigan sl;x*d operations in December. An additional two (2) 
regional clearing units had been proposed to be established in 
Pagadian and Roxas City. 

With the creation of the new BSP under R.A, No. 7653, BSP was 
authorized to charge adrmix~istrati\le and other fees to maintain 
the eleaing facilities. Under M.B, Resolution No, 842, BSP was 
charged to collect clearing fees from participants based on 
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standard billing rate anci distrihukd on a per bmkibrmch basis 1 
mode of assessment, Total clearing c:&irrges collected anluunted 
to P70,66"3,954.00 which were debited to Delziand Deposit 
Accounts of participating banks in Manila ancl Regiorlal branches, 1 
Loan??; and Credit Operations, The BSP granted loans ancl 
advances arnountlng to Ipl9.0 billion or ikn increase of 56 peree~lt 
frorrr the b" 12.2 billio11 granlred in 1993. Cormercial banks 
including the Land Bar~k of the Philippines (LBP) absorbed PI 6.5 
billion1 or 87 percent of the total releases far the year. The Xoarls 
and advancec went to the following: export credit (76(%); 
ernergencyiliquidity loall (13%); agricultural loans (gC%) ; and to 
sugar and grains quedan finallclng (2(5). I 
There were 520 small. and medium-sizecl bon-owers that availed of 
export credits as agaii~st 138 large ente~rises ,  E,lquidlty and 
emergency loans axnounting to P500 x ~ l l i o n  and P2 billion were 
extended to a private developmer~t bank and a corxlmereia1 bank, 
respectively, these were fully paid by end-December 1994. TI.1er.e;: 
were no loansiadvancss granted to the National Government, 

The s h a q  increare in loan5 gral~ted was also matched by an 
increase in total payment\ received from borrowing institutions, 

L,oan collection< .for the year went up to P22,7 billion or an 
illcrease of 102percent from the 1993 tevel of P3 1.2 billion, 
reflective s f  the increased rediscounting avaiIments/repayments 
during the period and the colleceionc from the Development Bmk 
of the Philippine?, (DBP) and LBP of loans u~lder the APEX 
and ALF Financing Program. 

Total recSi5counting arreasages for 1994 stood at Pl.875 billion 
represer~ting a 4.2 percent clecrease f rom the 1993 level of P1.%58 
billion. Of the total al-rearages, rural banks accounted for 80 
percent or PB.5 billion, The miriirnal reducbon in amearages could 
be attributecl niainly to the reluctance of nrany rural banks to pay 
their redlscour~tlr~g arrearages on account of the ongoirlg 
rehabilitation yrograln (RA 7353 and 613 GircuXu No. 1369) which 
auti~orizes the gradu~il liquidation of such anearages over a period 
of fifteen ( IS) years. 
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The BSP's 1994 lacome from i t s  rediscounting operations fell by 
14 percent to P596 mnillion, The reduction in earnings was due to 
the lower rates approved for the Philippine Deposit Insurance 
Gorpor;lcions9(PDlG) loar-rs tl-aaasfened to the BSP; exemption from 
the paymnt  of liquidated damages on the rediscountng arrearages 
of rural banks participating in tlre various rehabilitation 
programs: and the reductiorl in the rediscount rate from 9.4 percent 
to 8.304 percent in November 1994. 

Regional Operations, Irz: 19134, the BSP through its three regional 
offices, (Cebu, Davas, La U ~ ~ i o n f  and fifteen regioaial units (7 in 
Luzon, 5 in the Visayas, 3 ixr Mindanan) contintred to provide the 
increasing cask1 requireanerits of financial institutions and the 
general public in "Lhe regicsxls. These regior~af offices/units also 
engaged in rediscounting, secunities marketing and servicing, gold 
buying and clearing operations. 

Developments in branch operations 
durirrg the year reflected unprecedented gains which characterized 
the 1994 perfarrnance of the regional economies. Total cash 
receipt~aanounted LO F87.4 bill-ion, 21.7 percent higher than last 
year9 s level sf $7 1.8 billion. Cash disbursements likewise 
increased by 21.2 percent to $72.1 billion from the 1993 level of 
PS9.5 billion. 71re BSP &rough the Srar~ch Operations Sub-Sector 
also purchased foreign euxrerrcies from banks amounting to 
13S$2C1.93 million. 

The BSP regional offices in 
Cebu, Davao, La Uralorl and ltle extension unit in Bacolod granted 
a total of P2.41 billion of rediscour~t loans in 1994, a substantial 
100.8 percent increase from the 1993 level of P1.2 billion, Of &is  
tolal, 82.0 pezent were channeled to the co ercial banks. Loan 
repisyrnents arnounted to $2.36 billion while outslanding loans as 
of end 1994 stood at  PI, 1 billion. 

Sales of Treasury Bills in 2994 
aggregated to P62.6 mil:ion, up by 56.9 percent from b e  1993 
level of P39.9 111111ioi-r. 

Jra 1994, a total of 312.9 thousand @oy 
ourlces sf gold valued at P.3.02 billion were purchased at the 
Davao, Zarnboanga and the newly estallrlished Bagulo gold buying 
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stations registeril-rg a 38.1 percent increase from the 1993 level of 
226.5 thousand troy ounces w i t h  value of P2,2 billion. 

Out sf the 328 branches of 
eonlrnercial and specialized banks, 249 branches were regularly 
examir~ed by the Department of Commercial Banks I1 units in 
Gebu, Davao and la Union. 

A total of J8,9 million checks valued at 
P936.42 b2llion was cleared by the regional oEices in 1094, an 8 1.5 
percent increase from that cleared last year, Of the total cheeks 
cleared, 77.4 percent were local cfie~ks, 143 percent "On-Manila" 
checks and 8.3 percent were checks for the intenegional clearing. 

Miscellaneous Income. Branch Operations c o n ~ i  buted some 
IIP59.7 million to the income of BSP i ~ r  1994, consisting of interest 
income from ioaiis granted, building rea~tal, handling fees on 
forelgl~ exclrange receipts and other penaltiesifines collected, 

Xnternaticsrrtal Economic Cooperation. As part of its commitment 
to foster a growing regional and international ecanomi~ cooperat-ion 
among aneighbonng and t-rading partners, the BSP participated 
actively in the various programmes and projects carried out d u ~ n g  
the year by international or*ganizations and associations of which 
it. is a melnber. 

At the Tlrdeenth Meeting of the Boxd of Governors of the 
SEACEN Centre which was held on April 6, 1994 in Taipeh, 
Taiwan, there was one change in inembership with the appaintrnent 
sf Gabriel C. Skgson as Governor of  the Bangko Senera1 ng 
Pilipinas on July 6, 1993. The meeting was held in conjuncbon 
with the Twenty Ninth Annual Conference of SEACEN Governors. 
At the, meeting, it was noted thaddespite the economic slowdown 
in industrial couneies, the economy of the SEAGEN region 
performed favorably as it registered a significant growth rate of  5.6 
perceni in 1992 and grew further by 6.5 pereerlt on average in 
2993. On the external front, most SEACEN counwles experienced 
a current acco-rrnt deficit in 1992 with the same Uend occur~ng in 
1993 with the exceptiolz in the performances sf the economies of 
Korea, Singapore and ROC, Taiwan which posted supluses in  fieir 
current account. During the xneetixtg, the Governors lIIiewIse 
reviewed the progress of activities of the Centre durir~g the 
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operating years 199311 9% and 1991111 995 as well as approved its 
program of activities for "Ehe Operating Year 19%-1996, 

As part of its commitment to the SEACEN Cenb-e, the BSP l-rosted 
the 23rd Ccrklrse on Examination and Supervision of Fina~leial 
Institutions from April 18 to May 20, 1994. The course drew in 43 
participants comprising of bank examiners and supervisors frorn I I 
central banks, 2 monetary authorities and one deposit insrirance 
corporation. 

In the area of interr~ational n~onetary cooperation, the BSP 
participated in the meetings, serairxars and other activides organized 
by the TMF, the World Bank and its affiliates and the Asian 
Development Bank by ser~ding delegates to the various acfvities 
conducted by these institutions. As member of these multilateral 
financial ins~tutions, the Philippine government, through ?the BSP, 
was able to negotiate for the availment of different credit facilities 
offered by these institutions. 

In the area of international trade cooperation, the BSP was actively 
involved in the extended Uruguay Round of Multilateral Trade 
Nego~ations on the liberalization of fixsancial services under the 
General Agreement on ITrade in Services. 

Trairrirrg ProgramsiTecltrnical Assistance. During its second year 
of existel~ce, the Bangko Sentral lag Pilipinas Institute, continued 
in~plemendng its progsaln on career arid employee development, 
teclmicaf a d  cornpum capabilities, skills ~~pgrading axrd positive 
atti~ldes and values enhancement for EZar~gko Sentral personnel. For 
financial, institudons under the supemision of the Bank, slrnllar 
progralns were also offered. The Institute also condu~ted eainings 
for officers of foreign banks, To achieve these, the Institute 
conducted a total of  48 courses consisting of 140 offefings, 
atte~~ded by 5,708 pardcipmts, of whicl-r 2,808 were from Bangko 
Senlsal. 

Career and e~mployee development eorxrses focused on fawulty 
development, executive and supervi,sary development and 
reorie~z~atiox~ towascSs quality performance. Health consciousness 
was also en~phasized through a special lecture on diabetes and on 
cancer education ar-id information services, 
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Inasr-nuch as retireinent incentives were offered during the year, the 
Institute conducted several courses to prepare employees fur their 
retiremlat. 'These were programs on exit counselling, opportunity 
briefii-rgs, and GSf S retirement modes. 

A coxnputer operation course was atso conducted for bank 
exatniners. Other techrzical courses included a special lecture series 
an overview of treasury operatio~~s, book entry systern, futures 
tradi~ig and c011tr~3i, exchange rate, il~terest rate swaps, money 
market, foreign exchange and derivatives, guidelines on the entry 
of foreigr~ banks as well as the effects of  their envy on domestic 
banks, A basic corrrse on blink examination was also eonducked for 
new bank examiner%. 

Other ut~programmed technical courses were also offered to rneet 
the imxnediate r-reeds ~ 7 f  bank personnel. 'mese were or1 capital 
marketr, foreign exchange and treacury invectmencs; firearms 
familiarization; tactical pistol and rifle skills program, basics; of 
lubrication product kiliowledge and product recei~ing seminw- 
workshop on interest rate swap\; financial futures, application, 
accorinting and control; BSP-Citibarrk course on financial mwkers 
and banking and clearing system?; and branch networks. 

For regional officer\ of the Rank, a plannillg conference and 
dialogue was conducted for thern, 

Courses offered for bankc under the BSP supervision totalled I1  
with 82 offerings and attended by 2,767 partxcipants. clhese were 
on basic courses for rural and cooperative banks as well as nan- 
stock savings and loan associations and thrift banks. A junior 
executive course was also offered fornoon-stock savir-rgs and loan 
associations. Other courses were on rnarzagerial development, 
signature developmnelrt, signature verification and demand deposit 
operation, branch banking, cotinterfejt detection and currency 
redemption and cooperative l-nanagernent training for Ix~vesrors of 
cooperative banks. These courses enhanced their administr.atlve and 
mar.;agernent skills and updated them 011 recent financial and 
barlki~lg devel opmentr. 

The Institute also conducted five ( 5 )  seminars on expanded export 
financing attended by 92 exporters anad potellcia1 exporters. 
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Thc Institute coi~tinued it?; txiiining asuistance for foreign banks by 
condrxc;ting forrr requested courses on the following operations: 
capital market, accounting and provident fund, central ballking and 
agricultural credit, and computer operations. A "rtal of 41 
participants who carne from Central Bank of Sri Lanka, Bank 
Tndorresia, Mongol Bank and Trrdilrn F a m  Four~dation benefitted 
from these trainings, 

All in all, seminars extended to the public totalled I6 courses with 
91 offerings and attended by 2,9130 padicipants. 

Under the BSP Scholarship Rogram, the Institute extended 
assistance to 25 deserving ermployees in pursuing either mnasteral or 
doctoral academic corxrses. Twenty-one of them were in local 
universities and four in foreign schoo2s. Administrative axld 
finarleial support was also given to 16 grantees under the Natnotlal 
Scholarship bogram for Development (Study-Mow-Pay-Later-Pian), 
to 20 gsalltees for scholarship program for deseming children of 
BSP employees, to 172 employees who attended local non-degree 
programs spon\ored by the government and p ~ v a t e  sector, to 65 
officers and enlployees who attencled worLshops and ceminars in 
foreign cokrntries, to 17 errlployees who trained under the Foreign 
Language Prograxn of the Foreign Service Institute and to 7 who 
acted as resource speakers for various SEAOEN and APRACA- 
CENTRAB courses held abroad. 

The Xnbtitute endeavor(; to upgrade the coanpetencies not only of 
BSP personnel but alho of thc. personnel of banks under its 
supervision. Courses are regularly updated and revised to confom 
to the needs of the ballking sector. 

New Gcrrmmittees, In order to carry out its rrzandated tasks in line 
with its renrgarlizatiora in  1993, tine BSP reconstituted thirteen ( 13) 
task forces/cor~~mllteest and created eleven ( I  I )  new ones in 1994. 
Among the rrrore important new cornmitecec with brief description 
are as follows: 

I )  Task Force on Cur~prcterkaelionz qf Rural and Cooperative 
Banks (Office Carder NO, 10, Janrcary 38, 1994). 7111s was 
constituted to develop a corrzputerized f hanciall system for Rural 
arrd Cooperative Banks that will allow ciata extraction tr:, enable the 
BSP to perform desk examinatJons to supplerr-rer~t regional bank 
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examhation, n i s  systenl shall produce the required BSP pe~odie  
reports to be submitted by the rural banks in diskettes and/or other 
rnagl~etie media, which in the process elimkates nnanual 
preparation of ;reports thereby facilitating submission thereof and 
minimizing pex~alties for late repordng, 

2) Ad Nor: Cornmiltee an M 7727- (Qflice Order No. 40, June (9, 
19941, This was constituted to formulate the rules implementing 
RA 772 1 entitled "An Act Liberalizing Ently And Scope Of 
Operations Of Foreign Banks h The Philippines And For Other 
Purposes". 

3) Ad Hoe Study Group on Repoxts Wafhna&izakion Project 
(Qfsice Order No, 55, July 2 1,  1994). This was created to develop 
data model for the ssage 3 of the Reports Rationalization It2rojer;r 
approved under MB Resolution No. 549 dated June 13, 1994. 

-4) Ad Hoc fl"eehvticczl Evaleeafiorz Commiaee (Office O r d ~ r  /Yo. 69, 
September 9, J994). This was created in connection with the 
procurement of Information 'E'eclznology resources to support the 
Bank's computeflzation program, The group i s  expected to assist 
the Disbursement Co~atral Committee in the development of 
evaluation criteria and nlethodolclgy together with the formal 
specifications and such other documents relevant to the bidding 
process. 

5) Ad HOG P ~ V S O ~ I Z I ? ~  Audid e"LlmmiI1ee (Qffiee Order No, 
Qbe&ber 34,1994). This was created primarily to conduct personnel 
audits relative to requests of de:partments/offjces for additional 
personnel. 

6;) Task Forces (71" the Compulen"zalion Steering Cclrnruniktee 
(Office Order No, 82, October 22, 1994)- These were created to 
define the requirements and expectations of the department they 
represent for computerized application approved by the Monetar-y 
BoxcJ under MB Resolution No. 838 dated August 31, 1994. n e s e  
task forces shall in effect assist the Computerization Steefing 
Conzr~?littee ir-r developing the general specificatior~s of the 
computerized applications. They will also act as liaison group 
between the BSP and the systems developers, 
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7) Ad f i e  Commitlee on fIo,~pitalizatI'on and Medical P l ~ n  
(Office Order No. 8d9 October 27, 1094)* This was constituted to 
review the current BSP hospitalization and medical pla11 and to 
develop and formulate for rrlanagelnent approval proposaIs tlrat 
would be responsive to the needs of BSP personnel. 

8)  Ad HOC Sereenirzg CclmmiGlee on RA 7721 (Qflics order No. 
88, November 19, 1994 .  This wa\ constituted to screen foreign 
bank applicants seekir~g erltry ullder R.A. 772 1. 
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BSP BALANCE SHEET Preliminary figures indicate that as the BSP settled some 
of its Iiabili"ces, its totaZ assets declined by P38.5 b1111011 or 
7.4 p e ~ e n t  at end I994 compared to year-ago level. 
Resulting .froin t"n payments sf its Iiabiiiities which were 
reduced by 1944.1 billion, BSP's networth improved by P5,6 
billion. 

The BSP was a net seller of government securities by 
P50.9 billion during the year, The main ins~uments used 
in the secmities trading by the BSP were its holdings of the 
PI70 billion special series Treasury bills which the NG 
issued in 3 993 far  the financial restructuring of the BSP. 

In coneast to the decline in rnost of the BSP's major asset 
accounts, the revaluation of international reserves (RIR) 
account increased to Bbl h,4 billion. The RTR which 
represents the net foreigrt exchange revaluation gains and 
losses of the BSP, reversed its trend from being a liability 
account (net gains) to an asset account (net losc) starting in 
July 1994. ' R e  reversal was fuelled by the appreciation of 
the peso vis-a-vis the U*S. dollar considering that the 
Bangko Sentral has a positive net foreign exchange assets 
posifion. 

Moreover, gross intermaeonal reserves, which accounted far 
35.6 percent of total BSP assets increased by P9.3 bllli011, 
due n~air~ly to the substrrr~rial foreign exchange purchases by 
the BSP to acccrmmodate the Imge inflow of foreign capital 
during the second half of the yeu. This was despite the 
substantial foreign debt servicing undertaken by the 
Nalianal Goverrrrnent (NG), the foreign exchange .funding 
of which was sourced from the ESP. 

Meanwhile, the eontractio~~ in the Bank" lliabililies was 
traced largely to "the downtrend in deposit liabilities, fareigr-r 
loans payable and open rvlarket Ins~uments. Burill& the 
year, Rarrgko Sentral's deposit Xiabilities clropped by lIP2 1 , l  
billion or 7.13 percent to sstrle ;at P248.7 billion. The largest 
withdrawals were llrade by the NG mainly to fund its debt 
servicing requirements. 717is reflected ixa par;t the NG's 
disposition to retire a substarztial amount of its m a t u ~ n g  



I n  the course of carrying out its monetary and quasi-fiscal functions, 
the Central Bank of the f'hilipp~nes (CU) accumulnted losses in its 
operations startlng rn the early 19880's. l'hcse losses arose largely 
from: ( I )  fore~gn exchange losses rncurred on swap and fo~mard 
trmsactioris with conlrnerclal banks covering irnpo".ations of 
essential comnlodlties during the 1983-1985 foreign exchangc cr~sis; 
( 2 )  interest expenses on C'B liahlrtles, esserltiaily foreign loais mct 
its own dcbt issuances and other open market instmmcnts whrch 
were used in monetary management; and (3) costs associateti w~ th  
printing arid mlnring crf currenoes for which the C13 could not 
charge any other entity for reimbursement. 

S a d  loste? were, however, not apparent In the CR i balance sheet 
~nasrnuch as these expenres werc treated as defrrred charges or 
caprtal~zed expense\ and lodged ln tlrree \pe~ra l  suet accounts. !he 
morrehry adjustment aLcount (MAA), the ex~hange stabilr~at~on 
adjuqtmcnt account (EbAAJ and the ~evaluatron of rntemat~on'tl 
reqervet account (RIR) \evcrihelcr~, there loqsec, to the extent that 
they repre\cnted actual outlay by the CU, made it d~f t~cul t  for the 
CB to properly conduct monetary mnnngcr11i.n: 7 0  arldrera thilr 
problem, the New Central Bank Act of I991 (RA 7651) wac enacted 
to e~tablr\h the Hangko Sentral ng Plllprnas (US17 in 10% to rcbplace 
the C'B and enrule grvates Independence and etfect~venets 111 the 
conduct d nlonetary pv11~y 

The Cnr~~rnit t~e  of Seven 

Purquant to Sec 132 of the he-  Central Wmk Act (R A 7653). a 

Commrttce of Sewn (conipo\cd of the Governor of the Bangko 
Sentrd ng Prl~pinni IRSP) and two other mernh1.1~ of the RbP 
Monetary Iloard, tBc Se~retdiy of lrnance, the Secrctaq of the 
Budget, and tile Cha~nnen of tile Comrnrnect on Bankr ot the Senate 
and the Ifoii\c of Kepre~rnt~frvc\)  u i l s  tormeit la\t Augu\r 12, 1993 
to  detenninc the a\scia and Irabllrtie5 of the tonnzr CB i o  ix 
trantlerred ti) the USI" 

On htwcrnher 3, 1991, the C'on~rn~ttee con~pletcd the iietemmatlon 
of aswtc and habllrtles propored to he tmn\faned from the old CH 
wh~ch wodd cont~nue to exl\t a\ the CU-Btrard of I,lyu~d,itorc (C13 
ROL) to BSP, value-dated Julv 3,1997 The Prendent appro~ed the 
Committee Kepori m an Adm~nrctrative Order ri.tted \ove~nhor 10, 
1993 

T h e  distributicri~ t d '  assets and liabilities was based on the fonner 
(?B halance sheet as of July 2. 1993. Of the total assets of Ph22.6 
b~llion of the former C'R, P290.X biliion were transferred to the BSP 
ant1 P33I.X billion werc retamed with CB-BOL. Of the r o ~ l  
IraiGiiries of B612.0 hillion of the fornlei CM, P2RO.R billion were 
traiisterred to tllr IJSP u t d  66331.2 hillion retained with CB-BOG. 
The asscts and liab~llties transfen-ed to the DSP were essentially 
those ~nherent rv central banking. On the orher band. assets retained 
with the CR-BOId included the outsranding balances of the MAA, 
ESAA nand RTR accotints, poflions of loans and advances, in large 
port receivables from closcil banks and some fixed assets. Liabilities 
retained w ~ t h  CR.-BOI, consisted mostly of various foreign loans 
payahles, CR debt instruments, and a substantrd portion d Natiol~al 
Goveninieiit deposrts. 

011 1)ecernber 20, 19991, the National Govenrrnei~t issued P220 
billion worth of Treas~rry securitieii t o  the BSP. the proceeds of 
which were iieposifed irr speaal dc:posit accounts opened with the 
ESP. The Treasury securities were issued pr~rnariiy to reimburse 
iiS1Vfor i t s  temporary advances rtr CU-BOI, during the transition 
penod when the assets and habillties to ix transferred to BSP were 
still bang determined. I h e  RSP advances to CR-ROI, were used 
hasically to servicc maturing nblit:aiionci of tfle CB-BCII~, during the 
transition peritxi. 'Ihc ?'i.easury securities also gave BSP substantial 
holdrngs of securiiics to more cffccttvely perfom its open market 
opcratlons. B a e d  on the original Memorandum of Agreement 
(MOA) between the Secretary of Finance and the USP Monetary 
Board, the Treasury securities were to be n~licd over at their 
drscounted vducs automatically upon maturity. Ilowever. in the 
process of rencving the s a d  secrrrities (pa~ic i l lay  the Treasury 
hills). the BSP encou~~tered drfficulrres in selling them becaust of 
their hrngular mati~nty. Ihus, the M 0 A  was amended orr l>ecemlxr 
19, 109-t such that the T-bills were allowed to he rolled-over at :heir 
face v d n ~ . s  oii a staggered basis and at vanous maturities. The 
sup~~lemei-ital MOA was approved by the President or1 Febmary 24, 
1995. 

Tile irrlancia~ rectnritunng tile CFI r c  expectd to imprc,ve HSP*\ 
operattonc and enable ~t to perfonn rts respon\ihbt~es nlore 
eflectrvely and allow rt to c h a l e t  a large pafi of zts profitb to KG 
7233 rn turn would resuk ~n a more effectwe monetary management 
rurd lower corrc;ulidated publrc sector deflctts rn the years ahead. 
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debt. On a net basis, NG withdrew some P29.2 billion 
from its deposits with the BSP in 1994, 

Foreign loans paya"olc similarly declined by P16.2 blllio~~ 
largely on account of sepa yments of BSP's security-backed 
loans wortt1$250 milIiun. The apprechtion of the peso vis- 
a-vis the lJ. S. dollar also contributed to lower peso 
equivalents of foreign loan balances. 

In an atte1-r.rp.t to counteract the expanslonay pressure of 
such drawdowns, the Bangko Sentral encouraged 
goverl~ment-owned and/or- contrcrofied corporatiorls to place 
their excess funds in fixed-tern? deposits with the BSP at 
lnarket rates. Thus, during the year, GOCGsYixed-term 
deposit placements cvith the BSP rose by P22.4 billion. 
Likewise, BSP borrowings rrnder the reverse repurchase 
Fdcility went up by P3.0 billion. This was offset, however, 
by the rederrlption of RST3 bills, the outstanding amount of 
which fell by P2C1.2 bi1lior-r to close at P4.6 billion at the 
entl of the year. 

This was in line with BSP9s pol i~y  to retire the BSP bills 
as normal burrowing ins~uanents in f n o r  of its substantial 
T-bill holdhgs, as required under the New CJentral Bank 
Act 

I n  1994, ESP's operations yielded a net income of P10.5 
billion, P4.2 billlorl higher tharr the income generated 
during the BSP" first six rnontlbs of operations (July to 
December 1 993). 

During tlre year, revenues totalling P42.1 billion were 
earned while rota1 expence(; arnounted to $31.6 billion. 
linterest income coliections, which comprised the bulk of 
BSP revenues, turi~ed out 6324.3 billion higher on account 
largely of increa\,ed earnings frorxl dol~estic securities 
arisillg from the issuallce of the P220 billion special 
Treasury securities in December 1993. Lower 
miscellaneous irlcome, however, was recorded since no 
carrying costs on BSP izdva~~ees to the CB-BOX, were 
received during the year. After 1993, NG paid off directly 
rnost of the nnaturll~g liabilities asjurned by GB-ROL. 



BSP ANNUAL REPORT, 1994 FINANCIAL CONDITION OF THE BSP 

Meanwhile, the P19.3 billion hike in total expellses can be 
traced to higher interest payments. Reflecting the continued 
improvement in its cash operations, the NC maintained 
relatively higher deposit balances with the BSP in f994, 
notwithstanding the similarly substantial NG withdrawals 
made particularly in the last quarter of the year. 

BSP's more profitable operations in 1994 helped sbengthen 
its capability to absorb the costs of monetary and price 
stabilization while enabling it to pay higher dividends atld 
interest rebates to NC. This in turn, also allowed a regime 
of more stable interest rates via a lower boxowing 
requirement for the NG. 



Statistical Tables 





I ;a c;Rass NATIONAL PRODUCT BY EXPENDITURE SHARE 

In million pesos, at constant 1985 prices 

Percent 
Change 

1994 1993 1992 1993-94 1992-93 
.____-._I___-_ ________.--.-.-P-~--.-..-- 

Personal Consumption 
Expenditures 6001 06 578589 561509 9.7 9.0 

Government Consumption 58710 58746 55397 -0.1 6.2 

Capital Formatitan 188691 171416 154252 50.1 11.1 

Fixed Capital 183279 169144 150974 8.4 12,O 
Construction 77618 70258 63518 10.5 10.6 
Durable Equipments 93789 87311 76094 7.4 44.7 
Breeding Stock & 
Orchard Development 11872 11575 11362 2.6 1.9 

Increase in Stocks 5412 2272 3278 138.2 -30.7 

Exports 306405 256451 241431 19.5 6.2 

Less: l mports 382815 324656 289273 1'7.9 12.2 

Stalisticai Discrepancy -5348 -6236 -4315 -14.2 44.5 

Gross Domestic Product 765749 734310 758941 4.3 2.1 

Net Factor lncame From Abroad 29160 221 37 18198 91.7 21.6 

Gross National Product 794909 756447 737139 5.1 2.6 

Source: Economic and Social Statistics Office, National Statistical 
Coerdination Board (NSGB) 



1 b GROSS NATIONAL. PRODUCT BY lNDUSTRtAL ORIGIN 

6994 1993 1992 1993-94 1992-9 - " .. 

Agriculture, Fishery 
131843 167053 163571 2,4 

lnduslsial Seetar 266820 251459 247384 6.1 

Mining and Quarrying "1063 3 1571 11495 -7.0 
190489 181289 179947 5.1 
42507 38344 36261 10,9 

29061 20255 19681 13.9 

Services (Tertiary Sector) 327886 315798 307986 3.8 

45067 43095 41870 4.6 
116923 112479 109780 4.0 

Finance & Housing 74004 72 178 69751 4.0 
Other Services 91892 89046 86585 3.2 

53438 50904 49551 4.2 
Government  38754 38062 37034 1.8 

Grass Damestie Produet 765749 734310 718941 4.3 

Net Faetar Income From Abroad 29160 22137 112598 31 -7 

Gross National Product 794909 756447 737439 5.1 

Source: Economic and Social Statistics Office, NSCB 



% SAVINGS AND INVESTMENT 

--- 

Grass National Swings 262.9 272.2 347.2 18.97 17.91 19.82 

202.0 205.7 199.0 14.58 13.53 11.25 

66.5 115.9 

Total l nvesltmenl 288-4 361.4 426.5 20.81 23.m 84.35 

Public Investments 

PrivaB Investment 212.1 295.2 333.8 15.31 18.11 19.m 

Savings-investmenl Gap -25.5 ---89.2 79.3 -1.84 -5.87 -4.53 

Public Surplus/BeEicil 11 -15.4 -19.7 23.2 -1.11 -1.30 

Private Surplus/De.ficit -10.1 -69-5 --136.8 -0.73 -4.57 -7.81 

1385.6 15W.8 1751.5 

I /  lncBudes that of "re national government, 14 mscjor nan-financial corporations, 
government financial institutions, locaf government units, government security 
systems and the BSP, 

p/ Prefiminary 

Source: National Economic Development Autho~ty (NEDA) 



3 SELECTED MBOR, EMPLOYMENT AND WAGE INDICATORS 

1992-94 

Employment Status 
Labor Force (In Thousands) 

Employed 
Unemployed 

Employment Rate (%) 
Unemployment Rate (%) 

Overseas Employment (Deployed) 71 9,602 604,031 686,461 5.1 --0.2 
Land -Based 565,226 539,073 549,655 4.9 -1.9 
Sea - Based 154,376 145,558 1 36,806 5.9 8.5 

Strikes 
Number of new strikes declared 93 122 f 36 -23.8 -10.3 
Number of workers involved (In Thousands) 49 35 48 40.0 -27.1 

 ail^ Wage Rates in Nominal Terms I/ 1 
Naiiona! Cap~tai Region 

Non-Agricultural (in Pesos) 
Agrrcultural (In Pesos) 
Plantatton 
Non - Plantation 

Regions Oulslde NCR 
Non-Agriculturai (In Pesos) 93.00- 138.00 90.42-1 14.25 89.00- 113.00 2.8-20.8 I ,6-I  .I 
Agricultural (In Pesos) 
Plantation 87.00-128.W 79.QO-102.W 79.00-102.W 10.1 -.25.5 Q .U -0 .B 
Non - Plantation 62.50-107.50 58.50- 81.50 58.50- 82.50 6.8-3t.9 0.0-(r .2) 

Daily Wage Rates in Real Terms at I988 Prices 

National Capilal Region 
Non-Agricultural (In Pesos) 
Agricultural (In Pesos) 
PIanQtion 
Non-Plantation 

Regions Outside NCR 
Non - Agncultura! (In Pesos) 44.63-70.81 51.88-65.36 54.53-68.44 14,O-8,s -4-9-(4.5) 
Agr~cultural (In Pesos] 
Pi'anl;rlion 41.75-65.67 45.32-59.89 48.41 -63.96 -7,9-9.7 -6"4-(5.2) 
Non-,Plantatton 29.99-55.16 33.20-47.86 35.01 -49.97 -9.7-15.2 -5.2-(4-2) 

Soirrces. National Statlslics Offace (NSO), Depflment of Labor and Employment (DOLD and 
Ph~lipppine Overseas Employment Admrn!slratlon (PO-) 

11 4994 daily wage rates in real terms deflated using December 1994 CPI 



NATIONAL CAPITAL REGlON (NCR) M D  AREAS OUTSIDE NCR 
1W9-1994; 1988-100 

194.3 1725.2 9.0 2W.8 1W.3 10.2 189.3 194.2 8.7 

Foed,Beverages (a 180.7 IfiCi.9 8.3 197.6 165.9 7.1 184.4 167.1 

213.6 194.1 9.9 228.9 2W.8 11.4 202.9 1BCi.3 

175.3 167.3 4,8 167.8 157.8 6.3 177.2 169.6 

Housing &Repairs 238.9 211.3 13.1 2M.9 21K1.7 15.4 2W.2 185.7 31.0 

Fuol,Lighl& Wter 210.7 197.1 6.9 211.7 200.1 5.8 210.3 195.9 

215.4 198.0 13.8 219.3 19ti.O 11.9 213.7 1W.8 

Source: NSO 



5 NATIBNAL GOVERNMENT CASH OPERATIONS 
1994 - 94 
In miilian pesos 

Revenues 

Tax Revenues 
Non-Tm Revenues 

Expenditures 
, of which: 

interest Payments 
Equity & Net Lending 

External Financing 
Domestic Financing 

PI Preliminav, based an Gash 0pevil"tions R e p o ~  (COR) as af Januasyl27, 1995 

Source: Bureau of Treasury (BTr) 



6 PUBL~C ~NTERNAL DEBT OUTSTANDING 
As of End 1993-94 
In rnilliorr pesos 

internal Debt 

Nationai Government 4 1 

Government Corporations 

Non ---Guaranteed 

Monetay lnslitulions 

1 I /  As compiled by the Bangko Sentral, outstanding debt of the National Government 
consists sf its security issuances and its outstanding borrowings in the form of 
loans excluding, however, assumed liabilities from the Philippine National Bank (PNB) 
and the Development Bank of the Philippines (DBP), loans evidenced by promissory 
notes issued to clifierent international financial institutions and laans availed of 
under the Consolidated Foreign Borrowings Program (GFBP). Debt of government 
corporations consists of securifSl issuances of government--owned and --controlled 
corporations issued through the Bangko Sentral, security issuances of the Land Bank 
of the Philippines (LBP) and the loans by the Bangko Sentral to the Philippine 
Deposit insurance Corporation (PDIC). Debt of monebary institutions eonsists of 
seeuriv issuances of the Bangko Senlral, 

Sources o f las i c  Data: BTr, LBP, BSP 



After Transfer 

Net Foreign Assets -. -41 - 285 -25618 - - -31537 - -15667 .----- -9748 
15136 26933 23522 -1 1797 --a588 

Bangko Sentrai ng Pilipinas (BSP) 5292B 126008 
Forclign Assets 173771 170774 164040 
Foreign Liabilities -44513 -44166 -64433 

Deposit Money Banks -1 141 22 -99075 -75885 - 4  5047 -38237 
Foreign Assets 136153 120038 127650 
Foreign Liabilities -250275 - 21 91 13 -- 203535 -31 162 -46740 

Medium and long-term foreign.liab. -37474 -36597 -42838 

Net non-monetary foreign liab. -1 8947 -15954 -1 2421 -2993 -6526 
Non-monetary foreign assets 
Nan- monelary foreign liabilities -24690 -21718 -17843 

Net Domeslie Assets - -- 672086 - 594786 531006 - - - . . - - - . - -. . 77300 ..... . -- 3 41 080- 
Domestic Credit 821 551 74696B 882084 74582 "1384611 

Public Sector 29981 2 P/ 2501 13 P/ 274080 
National G~wernmclnt 243505 201 977 21 6246 

356651 343474 3677% 13179 --I1146 

T--IMF Accounts - 17934 - 17934 - 1 7045 
-103024 -130968 -.143123 

-142 -.3428 
Claims on CB-BOL 

Private Sector 521739 4868% 407984 34883 113755 
Other Financial Institutions 

484377 450017 382781 34360 l0j596 

Net Other Items --I49465 -152183 -151058 

Capital and resenres -4423 -30371 
-5380 -15015 -20384 

- 5 s 0 1 .  -56_% fjB _>?9469. . .- 61633 .. ... 131332 -~ 
607614 548505 480329 59tOQ 127285 
157 952 135661 

Quasi-money 451 052 408717 341 839 42335 1D9213 
Deposit substitutes 

Other Liabilities 

Marginal Deposits 

Narrow Money 151952 135661 133877 
Currency in circulation 
Demand deposits 

451 052 40871 7 341 839 42335 109243 
Savings deposits 410699 368413 290932 42286 119767 

40353 40304 50907 49 -10554 

P i  Preliminary Net banking system credits to the public sector not reconciled witti corporate/NG books. 
11 Data reflect the transfer of non-performing assols/liabilities of two government banks to t k s  National Gavernmanl 



8 MONETARY DEVELOPMENTS 

Levels In billion pesos, changes in percant 

1 999 1994 

Dee Jan Fsb M ~ K  Apr May Jun J - -- ---- 

Reserve Money (RM). 10-dey average 
$70.0 349.7 151.3 153.1 154.0 156.2 153.6 155.1 142.9 147.0 152.3 157.2 180.3 

($2-month%change) 20.3 9.3 10.8 9.9 8.4 7.6 7.3 10.9 1.8 -0.1 2.4 1.9 6.1 6.3 

174.1 161.5 163.1 164.8 166.0 168.3 165.5 167.5 155.2 $59.9 165.2 172.9 1Q3.Q 
(12-month a/o change) 14.8 14.5 15.9 14.9 13.5 12.6 12.3 16.4 7.4 5.7 8.0 9.2 11.4 11.9 

M9 (current"), end-period 
480.3 460.0 457.5 453.0 452.6 470.9 478.9 487.7 499.8 518.9 523.3 548.5 609.6 

(12-month%change) 24.5 24.9 24.3 21.4 20.2 22.8 24.1 28.7 28.4 29.7 24.4 23.1 26.5 24.7 

Annual Inflation Rate j%) 
8.4 9.1 10.5 9.7 9.8 10.1 Q.8 9.2 9.9 8.8 7.8 7.5 7.1 Q.l 
7.0 9.1 10.5 $3.8 10.2 10.8 20.6 9.9 9.7 9.0 8.2 8.3 8.5 Q.5 

GW ( X Ghange ) 

pi Preliminary 



9 SOURGES OF RESERVE MONEY MOVEMENTS 

Reserve Monw 

Currency issued Net of Gash 
In Trewury Vault 

Bmk Deposit Balmees with the 

Net Foreign As(?&-Monetary 

Net lnternaliond reserves-MA 
Gross lnternsllfonal Reserves 
Less: Skorl-term Foreign 

Less: Medlurn-and bong -Perm 
Fore~gn Li&rlitres 

Net DomsSic Ass@&-MA 

Net Cradrts to the Naiond 
Government (MA) 

NaRiond Government Depmb 
&ss&nce to Flnmial irrs%ilvtlons 

R~gular Radrscoun~ng 
CB Bills/F(evwm RPs 



Cammercial Banks I /  

Private Development Banks 

Stock Savings and Loan 

Specialized Government Banks 

11 Includes LBP 



10a TOTAL RESOURCES OF THE PHILIPPINE FINANCIAL SYSTEM 11 
1993-94 
In billion pesos 

T a r a l  

Banks 

Commercial Banks 1 / 

Thrift Banks 

Savings Banks 

Private Development Banks 

Smock Savings and Loan 
Associations 

Specialized Government Banks 

Rural Banks 

1994 p/ 1 9 9 3  
Dee Dee 

Non - bank Financial Institutions 342.4 31 3.3 

I /  Includes LBF" 
pi Preliminan/ as of December I 994 



1 1 OUTSTANDING DEPOSITS OF THE BANKING SWEM 
November 3 993-g4 
In rniBIion pesos 

Total Demand Savings Time Total Demand Savings Time 
1 . --- - 

792,74(1,3p/65,193.7 498,108.4 369,438.2 638,896.5 59,194.7 410,034.9 16s 

ommerciai Banks 11 636,994.0 60,970.0 430,299.0 145,725.0 556,799.0 55,548.0 359,396.0 141,855.0 

67,763.1 1,119.8 52,794.4 13,848.9 51,619.9 1,344,O 35,804.7 14,471.2 

Savings Banks 46,025.8 820.7 37,528.5 7,676.6 33,303.3 1,014.3 24,251 -1 (3,037.9 

Private Devt, Banks 15,705.1 298.5 $ f ,7929 3,693.7 14,028.5 329.7 8,902.1 3,798.7 

Stock Savings & Loan 
Assoc~at~ons 6,032.2 0.6 3,553.0 2,478.6 5,288.1 0.0 2,651.5 2,636.6 

Commercial b n k s  - including LBP 
Specialized Govl. Banks - consisting of DBP & LBP 
As of September 1904 
Preliminary 



I 

12 FOREIGN CURRENCY DEPOSIT SYSTEM 
FINANCIAL HlGHLIGHTS 
1993-94 
In million US Dollars 

Deeern ber Deeem ber Percent 
1993 Change 

9070 38,1 

Due from Centrai Bank 
Due from Other Banks 
Due from H.O./Br./Ageneies Abroad 
Interbank Loans Receivable 
Laans and Discounts/Res. Loans 
lnveslmenls 
Other Assets 

Liabilities and Capital Accounts 

Deposit Liabilitkes 
Due to HO/Br./Agencies Abroad 

418 190.9 

Unearned Income & Qther Credits 
Other liabilities 

Total Liabilities 7009 38.6 
Undivided Profits 

Total Liabilities and Capital Accounts 7070 38.1 



1 3 PHILIPPINE OFFSHORE BANKING SYSTEM 
FINANCIAL HIGHLIGHTS 

In million US Dollars 

Notes and Gains on Hwd 
Due from Banks 
Loans and Discounts to Customers 
Bills ~iscountedi~urchased 
Investments in Bonds and Other Securi"ties 
All aher  Assets 

Less: Allowance for Probable Losses 

Total Assets ABer Allowance for Losses 

Deposits of Non-residents (3ther than Banks 
Due lo  Banks 
Other Liabilities 

Total Liabilities 



Volume WAIR Volume WAlR Volume 

3,500,391 12.866 2,824,405 12.61 8 

Interbank Call Loans 1,1438,219 13,519 1,258,706 13,465 
Promissory Notes I /  56,382 12,012 70,169 11,907 
Repurchase Agreemen& (Private) I / 1,900 15,263 16 13,190 11975,O 
Repurchase Agreements (Government) 11 61,577 14.369 547 22,193 11157.2 
Certificate of Assignment (Private) 1 I 
Ceflificate of Participation (Private) I I 
Commercial Paper (Non - Financial) 178,070 12.622 112,951 12,022 
Commercial Paper (Financial) 

1,105,035 12,847 1,063,672 12.1 97 

Other Government Securities 658,499 1 1.462 31 8,333 1 1,020 

I/ Including those with hx .  



1 5 CAPITAL [NVESTMENTS OF NEWLY REGlSTERED 
BUSINESS ORGANlZATlBM BY IIVDLOS-T-FIV 

1994 d 1993 b1 Change 

22521.5 15308.8 

Mining and Quarrying 

holesale and Retail Trade 

Estate & Business Services 

b/ Capita\ investments of single proprietorship excluded 
c/ Includes capital investments on corporatisns, parlnerships and 

single proprietorships. , Sources: Securities and Exchange Commission (SEC), Depadmenl of Trade and Industry (DTI) 



1 9 9 4  1 9 9 3  

-- - - - - ---- - - - value - - Y G ~ u E - - ~  Value - - - -~~~~ 

704,285 364,457 638,816 182,564 

Gomrnerc~al and Industrial 23,688 

10,838 452,250 

1 / Included starting October 4, 1994 
Source: Philippine Stock Exchange (PSE) 



1 7 BALANCE OF PAYMENTS 
2993-94 
In million U.S. Dollars 

Current Tranmetfons 

Merchandise Trade 
Epods 
lrnporls 

Non- Merchandise Trade 
Receipts 
Payments 

Transfers 
Receipts 
Payments 

Current Account, Total! 

Foreign Investments. (net) 
inflow 
Oufflow 

Medium and Long-Perm 
Loans, (net) 
Inflow 
BuMow 

Short-Term Capital, (net) 

Errors & Omissions 

Non - Monetary Gmital , Total 

Monetization of Gold 

Revaluation Adjustments 
of which: Debt Reduction 

Overall BOP Position 2 68 -501 

p/ Preliminary 99 



C-RM h a 0 d ~ h  

Dssicccrled Gocond 
Copra MmiJCake 

34 
Suglal and P r & W  

Genb.#ugal& R&ncd 

mlsr A g o - M d  Roducto 525 
Fish, Fresh or Praswvsd 

01 which: Shrimps & R a m s  
C m e .  Raw, not Rassfsd 
A b c a  Fibers 
Tobacco,UnmanL.isctured 
Natural Rubber 
Ramie Fibers, Raw cx Roasted 
Swweds,  Dried 

83 
27 

Vsnmr She&/Carsstocks 

Mima1 Reduclg 778 
Copper ConcenWates 

Iron Ore Agglomerates 
Chromium Qre 

240 
110 

h n M v s * r  10.W 
E k  d Elm EqpVParh & "Tslecom 4,971 

2,370 
T e ~ l e  YwnsiFabries 2 78 

21 1 
Travel Gcods and b n d h g e  76 
Wmd %n&durars 128 
Furniburss 8 FWres 23Q 

29g 
&"5 

h c h i w y  8 Tranap& Equipment 471 
i5rmosc.d F w d  and Bsvwagcts 301 

50 
Baby Gsrr., Toys, b m e s  &Sporting mods  186 

pf Pralimiwy actuecl 
- - Less khan one thoumnd mdric ton 
a/ Less than one million US$ 
Source of Basic Data: NSO 

$1 Volume in 000 cubic me)ers; unil price in US$lcu.m 
21 Volume in 000 ounces; unit price in US$/oa. 



1 7 b IMPOI-~TS ~1\(  w m  COMMQDIM GROUP 
1m-w 
Volume in 088 MT; price in USmT; FOR d u e  in rnillbn U.S. hllm 

-a 6,8S 
5,810 225 

Power Generalrng ;L Speccalrzed Machines 2 496 2 078 20 1 
Onice 8 EDP Machines 333 274 21 3 
Telecommun~cation Eqpt & Elect Mach 2 5263 1914 32 2 
Land Transport Eqpt excl Passenger Cars 401 370 5 1 

& Motonzed Cycle 
Aircral: Ships & Boa& 799 723 10 5 
Prof Sc! & Cont Inst Photo- 300 251 19 5 

graphic Eqpt &. Optical Goods 
Raw Matends di Inlsmdr@e &&s 8.552 7 , B g  21 B 

Unprocsssed Raw Materials 1,261 QB 1 26 5 
Wheat 2 083 152 316 1 798 145 260 22 5 
Corn 0 0 0 0 0 0 0 3 

Unmilled cereals excl rcce & corn 2 1 100 D 
Crude matenels inedible 853 664 28 5 

Pulp &waste paper 82 543 10 7 
Gotton 77 1390 107 58 1,154 67 5g7 

Syn f~bers M 1797 115 46 1,702 77 494 
Metaliferous ares 294 227 2Q 5 
aherr 275 237 16 0 

Tobacco unmsndifactured 90 5Ct e57 
Semr Processed Raw Materials 8,291 6 574 20 6 

Feeding stms for anirnals 808 240 194 959 244 234 - 17 1 

Animal B vegetable orls & tats 37 24 5-42 
G h e m ~ ~ l  2 006 1,668 20 3 

Chem~cal compounds 51 9 468 10 9 
Medkcrnal & pharmamulical chem 261 195 31 8 
Urea 684 130 BQ 596 412 67 328 
Fertilizer excl urea 644 17s 79 615 !533 362 

Artfic~al resrns 574 449 27 5 
Others 484 428 13 1 

Mandactured goods 2 869 2 5W 10 8 
Paper & paper producls 422 616 260 308 614 189 37 6 
Texttie yam fabrics 8 made-up articles 779 704 10 7 
Non-metallic mcneral manufadures I 1 6  104 11 5 
Iron &steel 2 678 322 862 2427 338 820 5 1 

Non-ferrous metals 260 20Q 24 4 
Metal producls 379 rn 3 tr 
Olhers 21 3 1 98 7 6 

Embro~der~es 41 0 4.65 -12 4 
MatIAcc for the !-nftr of elect aqpt 2711 1 808 499 
Iron ore not agglomerated 3254 20 64 4 021 20 82 -22 0 

Mmercrl Fuels dr Lubncrnnt 2,025 2.016 0 4 
Coal Coke 1 047 30 31 968 32 31 a o 
Petroleum Crude I /  56 04 35 20 1 308 8280 1590 1316 -0 6 

othen 11 3510 1954 686 28 5Q 23 41 Mi9 2 5 

mmurner G d s  7.087 1,587 
SI 5 

Durable 1123 842 
334 

Passenger cars & motorized cycle 625 47 1 35.7 
Home applianws 95 59 61 0 
Misc mantrlactums 403 31 2 25 2 

Ncn-Durable 964 745 251 4 
Food & live wn~mals chieflyfor bod  810 637 27 2 

Da!ry praducls 209 1512 316 164 1 5W 260 21 5 
F~sh &f~sh preparation 126 421 53 120 .186 49 12 2 

Rice 0 0 0 282 177 33 -1000 

Frurts ti vegetables 99 66 5x1 0 
Orheis 342 22 6 8" 3 

Beverages &tobacco d u r n  122 77 
511 4 

Afiicles of wparei a ~ e s s  32 31 :$ 2 
Tmnsmons 708 528 

Sb.0 

Articles temporarrly imporled & e m a d  434 266 6 : s  2 
Mhers 275 263 4 6 

T e d  Impo* m29ci: 17,W Zb.7 

I /  Volume In rnili~on barrels; Price in US$,karrel 
pi Prelirninar;v 

1 Source d Basic Data: NSQ 



18 INTERNATIONAL RESERVES OF THE BANGKO SENTRAL 
As of dates indicated 
In million US Dollars 

f 993 Jan ......... 
Feb ......... 
Mas ......... 

Jun ......... 

......... 
Nov ......... 
Bee ......... 

1994 Jan ......... 
Feb ......... 
Mar ......... 

Jun ......... 

0 ct ......... 
Nov ......... 
Dec ......... 



Î 9 EXCllANGE RATES OF THE PESO $1 
4993 -94 
Pesos per rrni"8cDIZ fsaeigrr c u ~ r e r ~ c y  

US Japanese Deratscke Pound French Swrss HolngkongNew Taiwan 8.Korean Srngapare 
Dollar Yen Mark Sdarlrng Franc Franc Dollar DulSaa Wan Dollar 

1993 Awe 

Jan 
Feb 
Mar 
Apr 
itlay 
Jun 
Jui 

Aug 
Sep 
Oct 
N av 
Dec 

1994 Ave 

Jan 
Feb 
Mar 

A P ~  
May 
Jun 
Jui 
Aiig 
Sep 
Oct 
Nov 
Dec 

2 /  Ease41 on BAP refererice, FDS rdererlce rate beginrrnr~g August 4, 1992 



28 Talal Foreign Bchangs Liabilities 
As d dales indicated 
In million US Dollwe 

---- - -- ---- --------- - - - - - --------- ------ - - -- -- 
Shola-Term Medium Skarl'-Term Mdium 

me--- -------- 
Nan - Long 

Trade Trade Term Total 

2W5 e/ 2525 et 31788 bl 37287 ale/ W95 1540 29247 W282 ---- ---- ----- ----- ---- ---- ----- ----- --- --- ----- me--- ................ 
161 2S3 812 2489 
--- ---- --- ---- ------- --- ---- 

@ommercial mnks I661 1497 808 2466 71 312 732 1115 
Government 

IW 1025d 393 

Domestic Banks 

(9 1606 80 1288 

Public and Private Irion-Bar 2833 21 308W 33718 2327 20 2M35 90782 
---- ----- ----- -------- ----- ----- 

3 M  3 326194 26583 
Public (NG & Others;) 1 15 d 25W0 25958 386 3 24580 24969 
Central Bank- BQL 0 0 1614 1614 

"11 17 2241 4199 

Red Clause A&anees 1097 0 
--- --- --- --- ---- --- --- ---- 

1893 0 

;aj Excludes amounts owed to FCDbls. 
b/ Excludes foreign exchange revaluation of World Bank and Asian Dwelopment Bank loans of 

US$992 and US$910 million, respectively. 
c/ Excludes the following credits booked as RP obligations: 

a. IMF Credits ........................... .. .............................. 1,243 
h. Rescheduled Accounts with Peso Blocking for 

which GB provides foward cover under enabling 
Circulars (1 139, 1202, 1298, 1352 and 1375) .......... 1,442 

d/ Excludes Brady Bonds booked as RP obliga$ions (blS$1,555 million) but ineludes rescheduled 
accounts with peso blocking which were assumed by 68 pursuant to CB Circular No. 1 W5. 

d Details may not add up to totals due la rounding. 



BSP ANNUAL REPORT, 1994 REGULATIONS iSSUED IN 1994 

T M D E  AND NON-T;RADE I,  Circular No. I I  - Junr~nry 5, 1994. Advises of the 
lifting of all economic sanctions against Solah Africa in 
aecordai~ee with U~lrited Nations Generd Asse~nbly 
Resolution No* A/48/L/2 dated October 8, 1993. 
Accordingly, all goods origiraating Eromldesdned for South 
Africa had been deleted frorn the tist OF regulated 
commodities. 

2, Memorandanl to AAll A,plyrtt Ba~~k;r  No, I - January 20, 
1994.- Amei-rds GircuXar No. 1389 (Consolidated Foreign 
Exchange Rules and Regulations) by discontinuing the 
required reporting by AABs of CBP Form 6-1 5-09 endtled 
Reporl on Foreign Exchange Remittances Under D P  
Imparts hcludhg Direct Remittances, 

3. Circular Letter. - .lunuilr:y 31, 1994, Issues the 
implementi~ig guidelines for Fertilizer md Pesticide 
Authority's (FPA's) Boasd resolutio~~ whicIl banslrestricts 
the use of specific pesticides. 

4, Girculcrr. No, 16 - March 7, 1994. Allows Foreign 
Currency Deposit Units (FCDUs) sf  commercial banks in 
addillon to the authorized &ansactions allowed under 
Seceioll 72.2 of Circular 1389, as an~ended, to engage in 
direct purchase of export bills of resident exporters, 

5. Circlalur Letter- - Api-il 27, 1994. Reminds of the 
prohibition on importation of coffee in any form under R.A. 

6. Circular No. 23 - May 4,  1994. Provides a list of 
additional items whose irnportatioxz shall not require prior 
import clearance from the DTIBOI. 

7 ,  Circrltar Letcvr- - May 20, 1994, 111~0rporates new 
accounts/new account definitions In the Manual of Accounts 
for commercial banks and LBP in connection with the 
authority granted to Foreign Currency Deposit Units 
(FCDUs) of commercial banks to engage in direct purchase 
of export bills of resident exporters covered by issuance of 
fetters of credit. 
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8, Cik-ciitar Letter- - Ji~"~ane 6, 1994, Imposes new and 
arfdiiional sanetiorls against Haiti per UN Security Council 
Resolution Fu, 917 (19941, effeclive May %I ,  1994, 

9. GircaIor Lloarcr - Jatrltl 10, 1994, Termir-rales the 
manc-iatory arrns enrbzrrgo and ather restrictions related to 
South Africa per UN Security Council Resofrltion No. 919 
( 1993), 

20. Circular Letter - Augus14, 1994, Enjoins exporters of 
paper-based iten~s to indicate in their export doeunlents the 
Harmonized System (HS) code andlor Philipphe Standard 

odity Classifica~oa (PSGC) codes of &eir products. 

11. Mt>mora~ldunz Order Pdo. 226 - Augu."it k8, 1994. Creates 
a Task Force Gardenia to study and assist in the ratsication 
of the General Agreement on Tariffs and Trade (GATT). 

12. Memorandum Order. M I .  231 - S C T P ) ~ ~ P Y ) E ~ P ~  6, 1994. 
Directs the Department of Agrict~lture to eseablish 
rurechanism and procedures for the importation of n~inimum 
access quotas committed by the Philippines under the 
Uruguay Round final Act. 

I ,  C'jrcular. L~it.cer - JljEy 19, 1994* promulgates 
rmaodificatiol~s In the policies governing the grant of foreign 
currency toms by FCDUs. 

2, @E'F"GU~UT NO. 31 - ,fu/_3: 19, 1994. Anlends Circular No* 
16 daked March 7, 1W4 on the scope of sllost-temr FCDU 
loans. 

3. Ce'r.cu!a~- No, 32 - .lllly 19, 1994, Mandates certain 
procedures to be adopted for hreigra borrowir-rgs ,of private 
cornpanie(;, 

4, Circ~llar a",et&r - Ardgust I I ,  1994, Reiterates that short- 
term foreign currency loans contemplated under Sadon  
24.2 of CUIculi~- NO. 3 389, as amended, do not require prior 
Bangko Sentral approval, provided these partake the nature 
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of normal inter-bank transactions, e,g+, TRCL, and general 
liquidity Loans. 

B A M  BRANCIHIMG 1. CireuEav No, 43 - Augtrss 22, 1994, Allows haarches of 
banlcs at the Ninoy Aquino International Airport (NATA) to 
aperate on flexible banking ho~rrs an a 24-hour basis. 

2. Circ~ilai"" No. 42 - AURIAS~ 29, 1994. Reduces the 
requird equivale~rt capital for each branch to be established 
by a thrift bank. 

BANK CIZ"EM T I O M  1. Circ~llar Lc?tler - Janr~ary 73,1994. Revises the Manual 
of Accounts for coxnrnercial banks and expanded 
commercial banks so as to change the existing generd 
ledger account "Due to PCIC -Crop Insurance Premium" to 
'Due to PCIC.'" 

2. Gir.eular Letter - Sanuury 17, 1994. Allows rural banks 
to act as collecting/paying agents for the Social Security 
System (SSS) subject to certain conditions. 

3. Circular Letter - Junua? 27, 1994. Reminds all banks 
to cornply with Sections 1217, 2217 and 3217 of Books 1, 
I1 and TIT, respectively, of the Manual of Regulations for 
Banks and Other Financial Intermediaries in which they are 
allowed to impose service or maintenal~ee fees on dorrnarlt 
or inactive savings accounts, provided that the details of 
such fees shall be properly disclosect among the terms set 
forth in the passbook of every depositor, 

4. Circulw No. 13 - Frbrmary 8 ,  1994, Amends 
Subsection 2239.1 of the Manual of Regulations for Ranks 
and Other Financial Intermediaries authorizing thrift ballks 
to act as ~ollection agents of the Bureau of Internal 
Rwenue (BIR), the Bureau of Customs (BOG) and the 
Socid Security System (SSS), by providing additional 
cor~ditions. 

5. Circular. No. I4 - Februaly 15, 1994, Allows rural 
banks ava2ing of the conversion scheme under Section 8 of 
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R.A. No. 7353 to pay the ;leerued interest on asrearages in 
equal mallthly instalhnents for fifteen (15) years; furlber 
amends the guidelines i~~~plernentixlg R.A. 7353 so as to 
require the s toc~olders ,  who will execute subscription 
contracts to match the anearages to be converted i11to 
government equity, to submit to the Bangko Sentral ng 
Pilipinas proof that they have sufficient assets to comply 
with their commitments to the bank. 

6. Circuk-rrNo. 17 - March 11, 1994. Amends the Manuat 
of Regulations for Banks and Other Financial It~termediaries 
on the cornbined capital accounts. 

7, Circular NO. I S  - March 23, 1994. Amends Circular 
No. 1354 dated September 111, 1992 so as to ( 3 )  delete 
therefrom the requirement for prior Bmgko Senl~ral ng 
Pilipinas qpraval of an intention to declare dividends: and 
(2) restore previous regulations on reporting, veriEcreation 
and recording of cash dividends as provided in Books 2, X I ,  
111 and IV of the Manual of Regulations for Banks and 
Other Financial Intermediaries that were arnended/revised 
by virtues of the policy adopted in the aforesaid circuiar, 
provided that if mo notice of disapproval is received from 
the ESP wiljbin 30 days, the request of the ba& will be 
deemed approved and the ban& can go ahead and pay 
dividends, subject to the condition that the record date lfar 
such dividends cannot be set earlier than 30 days afkr 
deelara~on. 

8, Girczdk~~r NO. 19 - March 23, 1994. Amends Circular 
No. 1295 dated July 16, 1991 on sactlons against bank 
officers who violate regulations on the grant of credit. 

9. Circular No. 20 - Murch 31, 1994. Al-nends Circular 
No, 1369 dated November 26, 1992 on sanctions against 
banks officers on matters involving government deposits. 

10, Circular Letter - ApriI 4 ,  I9Y4. Enjoins all ban&ng 
iinsgtutions and the2 branches to undertake durkg the 
Credit Consciousness Week (April 24 to 30, per Presidential 
Proclamation No. 1827 dated Mach  30, 1979), suppodve 
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"(a) Employer-members of SSS may pay their premium 
con~ributiolls to the SSS through the said banks and the 
funds thus collected shall be reinitted to the SSS within 
thirty (30) days from receipt thereof; thrift banks and rural 
banks are also authorized to receive amortization payments 
by commercial, industrial, housing, salary and educational 
loans granted by SSS; 

(b) During the 30-day period that such prerniurn 
contributions are in the custody of the banks, such funds 
shall not earn interest; and 

(c) The bank shall not collect froln the SSS any service 
charge for such agency." 

The funds collected by thrift ba~iks alld rural banks shall be 
handled by the operating departments (cash departmerits) of 
the ballks concerned and not their trust depastments: 
provided, hawever, that such funds shall be subject to the 
reserve requirement on deposits and deposit liabilities and 
to the liquidity floor on government deposits. 

18. Circular No. 27 - Jurte 2, 1984. Amellds the second 
and tlllrd paragraphs of Section 2201 of the Illar~ual of 
Regulations for Banks and Other Financial Intermediaries 
by addirlg the following mininlurt~ paid-in capital 
requirements before thrift banks are allowed to accept 
demand deposits: Metro Manila, PI00 million; cities of 
Gebu alld Davao, P75 million; other cities and hrst to third 
class r~lunicipalities, P4O million; and other areas, P20 
million. 

19. Circular No. 29 - Ju~?e 23, 1994. Revises the 
submission of various reports required of expanded 
commercial banks, commercial banks, and specialized 
governnlent banks to the BSP in line with the objective of 
the BSP to further rationalize and simplifi, as well as 
reduce the ad~lunlstrative burden for the preparation of 
reports by financial institutions. In general, the Circular 
discontinues the submission of some repofis, changes the 
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frequency of report submission and adopts the diskette 
forn~zrt 06 reporling for selected reports. 

20. d l i r c ~ t ! ~ ~ .  No. 30 - Jurfe 30, 1994. Amends Item 2 of 
Section '7 1 of Circular No. 1389; Stcrrj 5 of Subsection 
2151.3; Item C of Subsection 2201 .I;  and Item 5"n oaf 
Subsectior~ 2404.1 of the Manual of Regulations for Banks 
and Q&er Financial Ititermecliaries, Book I1 relative to the 
profitabili~y requirement for the: a) mair-rtenance of a 
FCDU: b) establishment of branches; and c) trust, other 
fiduciary business and investrrlent rnranagerrlent activities of 
thrift hanks, 

21. Girc~ l l~r  X,c.tt~r- - .Tu/y 21, 1994, Authorizes the 
establishment and operation of PZ-IILIPPINE POSTAL 
SAVINGS BANK as a thrift bank effective duly 21, 1994. 

22. Circular. Leiter - SrlIy 22, 1994. Announces the re- 
opening of IIax~ca Filipino Savings & Mortgage Bank on 

23, Gircula,. No. 34 - ,lrk/y 22, /994. Amends the Manual 
of Regralatio~ms for Banks and Other Financi~zl Intermediaries 
on determining compkitir~ce with 20 percent cellluig on 
stockholding and indirect borro\xi ings. 

24, CVCMIUT 1VO. 3.5 - ,July 2.5, J994. Issues the guidelines 
to govern the grant of ea?;lcrgency loax~s or arfvances to 
barlkillg institrmtlons in prsrsuancc of Section 84 of R.A. 
7653. 

25. Ci~~cr~lar. No. 37 - Jrdly 30, 1994. Lifts the signatory 
requirement for the issuance of certificates of time deposits 
and leaves the ntatter to the discretion of the board of 
directors of hanks. 

26. Circulur h. 45 - Styternher. 2, 1994. Amends l ten~s A 
and B of  Circular No, 1369 on? the requirements for 
exemption from ownership ceiling (Section 4) al~d 
sealernent or Ilquidation of arrearages with the Bangko 

Pages 98 & 1 1 1 - 241 -75-DGP-14953 
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Senr;ral through a conversion scheme and a plan of 
payment. 

27. Circular No. 48 - Sel7tc"mb~r 13, 2994. Deletes "the 
two years of profitable operations'bequirernent for a bank 
to be authorized to operate as an expanded foreign currency 
deposit unit (FCDU). 

28. Cir.culur h. 49 - S ~ ~ ~ t c m b e r  20, 11894. Amends Items 
b(3) and b(4) of Subsections I IS I. I (Book I), 21 3 1.1 (Book 
11) and 3 13 1.3 (Book 111) of the Manual of Reguladoxrs for 
Barks md Other Financial Intemediaries, as follows: 

"(3) Any corporation or eorporatiar~s which are wholly- 
owned or a majority of the voting stock of which are ow11eCf 
by a l~atural person as in ( I )  above, or by a family group as 
in (2) above, including their wholly or majority owrled 
subsidiasies; Provided, that where (3) together with (I)  
andfor (2) own or desire to own equity in any bank, the 
voting stockholdings of ( I )  andlor (2) and that of (3) ro the 
extent sf  the voting stockholdings held by (1) andlor (2) in 
(3)  shall be combined and shall be the basis for the 
computation of the twenty percent (20C&) ceiling. 

(4) Any corporation or corporations which are conlirolfed by 
a natural person such as in ( I )  above, or by a family group 
as ill (2) above, including their wholly or majority owned 
subsidiaries; Provided, that where (4) together with any or 
all of (I), (2) and (3) own or desire to owrl equity in any 
bank, the voting sto~kholdings of (1) and/or (2) and those 
of (3) andfor (4) to the extent of the voting stockholdings 
held by ( I )  andlor (2) in (3) andlor (4) shall be combined 
and shall be the basis for the cornputaeon of the twenty 
percent (20470) ceiling.'" 

29. Circular No. 50 - October 6, 19911. bproves  eewain I 

revisions in the reporting requi~ments  of thrift banlcs 
ef"fective 30 Septen~ber 1994 and 1 Marhrch 1995. 
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30. Circular No. 51 - Qctober 14 1994. Forn~ulates the 
rules and reguladons in Implernentir~g R,A. No, 7721 
otherwise known as "'An Act Liberalizing the EnEy and 
Scope of Operations of Foreign Banks in the Phi1ippines.I' 

3 1. Circular Letter - December 26, 1994. Rovides a copy 
of "RISK MANAGELMEW GUIDELINES FOR 
DERIVATIVES" issued by the Supervision and 
Examination Sector of the BSP, The guidelines include 
principles on risk lrranagernent and audit and conlral 
procedures on derivatives lifted from the guidelines of the 
same tide issued by the Basle Cornrnittee on Bmkhg 
Supervision it1 July 1994. 

32. Cir-cu/ar No, 58 - D~cernbe~. 29, (994. Adds new 
subsections 1342.2 (Book I), 2342,2 (Book TI) and Section 
3294 (Book 111) in the Manual of Regulations for Baruks 
and Other Financial Intermediaries setting out guidelines in 
the grant of loans to rural hanks by the Land Bank of t j ~ e  
Philippines, the Development Batik of the Philippines or 
any governrment-owned or -controllecl barlk or financial 
institution. 

33. Circular No. 59 - December 29, 1994. Amends the last 
paragraph of Section 3 of Circular No. 1288 dated June 4, 
1991 such that if the "Due from ESP" is denominated in 
foreign currency, the Treasury Department shall maintain a 
special account for the deposited mounts  which shall not 
earn interest and not f o m  part of the banks' legal resewes. 
These can be converted into pesos when there is a need to 
-Fund small enterpnsesYloans. 
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M O N E Y  A N D  
CAPITAL MARKET 

1, Meu?tor-u~?drlm Cit-t.ul~i.* - Mlay 3, 1994. Expar~ds the 
coverage of the "Open Application Policy" for the 
accreditation of government securities dealers so as to 
include financial ir-rctitutions other than banks, financial 
intermediaries with quasi- banking hnctlons and invest~nent 
houses. 

2. Mc?mararzd~im Circular - August 23, 1'994. Xnfoms that 
all government securities to be lodged under the BSP- 
administered Custodian Facility shall be covered by ixll;cnnr 
certificates (instead of definitive securities) with all details 
of sucl-1 interlrn certificates indicated in the covering 
Gustod y Receipt. The interim certificates shall be changed 
to definitive certificates only upon withdrawal from 
custodianship prior to maturity. 

3. Circular No. $4 - Allgust 26, 1994. Sets the rules ancl 
regulatior-rs gsvernil-rg the issuar~ce, piacernent, sales, 
servicing, redemption and retirement of bonds (with full 
gusantee of the Republic: of the Philippines) issued by 
local governmnt  ini its under R.A. 7 7 661 (Local Government 
Code), 

4, C~YL'ILIUI" N(I. 4I - August 29, 1994. Sets the guidelines 
for bond flotations (without National Government 
Guarantee) by local governrnerlt units under R,A, 7160 
(X,ocal Govemmej~t Code). 

5. Mentorundurn Circular - August 29, 7894, Sets tXle 
guidelines for Book-Entry Systern (BES) participants to 
facilitate the processing and docurnentatiorl of transactions 
under the RES for governnxnt securities ndmlnistaed by 
the Government Securities Department of the BSP. 

6. Me~ior.andunl Cii,culirr - k v e n ~ b e r  1 ,  1994. 
Enumerates the guidelines for the flotation of Special Series 
Reasury Bills, Special Series Fixed Rate Treasury Notes 
and Special Series Floating Kate Treasury Nates. 
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1. Circular No. 47- Sepremhcr 5, 1994. Authorizes rural 
banks to designate any of the commercial banks or thrift 
banks with access to direct clearing with the Bangko 
Sentral to act as depository for their- rediscounting proceeds 
and as custodian of the covering collateral documents, 

2. Cir.ctil~r. No. 52 - Novemzbcr 8, 1994. Amends 
Subsections 1271.1 (Book I). 2271-1 (Book 11) and 3271.1 
(Book 111) of the Manual of Regulations by providing that 
the rediscount rate for the BSP rediscount facility shall be 
one percentage poirlt below the prevailing %-day T-bill rate, 
to be revised every three months. 

3. Cir.c,u/ar- Nu. 57 - December 9, 1994. Establishes an 
Exporters Dollar Facility (EDF) and sets the terms and 
conditions of the loans that may be granted under said 
facility. In general, qualified banks lnay avail of the EBF 
against the eligible dollas-denominated loans of their 
exporter-borrowers (both direct and indirect), including 
service exporters who are engaged in renderiilg technical, 
professional, and other services. 
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RESERVE RE& UIREMENT I .  Cir~lkkll" NO. 38 - August 2, 1994. Amends Books X to XV 
of the Manual of Regulations to reduce the reserve 
requirement on banks and NBQBs effective August X5,1994, 
as follows: 

Type of Ileposil Bank Type Reduction in 
Instrument Reserve Req, 

Demand, savings & Expanded From 22% "0 119% 
time deposits; com~nercial 
deposit substitrrtes banks, LBP 
and NOW accounts, PAB 

Dexnand deposits, Thrift banks - do - 
deposit substitutes (including DBP) 
and NOW accounts 

Tirne deposits & - do - From 19% to 16% 
tlegotiable cert. 
of tirrle deposits 

Savings deposits - do - From 19% to 16% 

Demand deposits Rural banks From 2zLh to 19% 

Deposit substitute Non-banlk From 22% to 19% 
liabilities financial 

intermediaries 

2. Cimulnr No. 29 - Atrgusf 2, 1934. Amends Subsec. 
1254.3, 2254.3 and 3254.2 of Books I, XI & 111 and 2nd to 
the last paragraph of Subsec. 4283Q.l of Book 1%' of the 
Manual of Regulations such that deposits maintained wi tfr 
the Bangka SentraS, ng Pilipinas up to fifty-five percent 
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(55%) of their reserve requirement (less the two percent of 
I;lne corrmblned deposit and deposit substitute liabilities of" 
banks (for Books X and IIZ) and deposit s\ibstitute liabilities 
of NIEEQBs (for Book XV) altowed to be maintained in the 
farm of short-term market-yielding government securities 
purchased directly -from the BSP) shalt be paid interest at 
4% per annu" based on the average daily balance of the 
said deposits to be credited quarterly. 

SMALL-ENTERPRISE CREDIT I .  Circular No. 12 - Februav 8,  1994. Amends Item a, 
Sec"con 2 of Circular No. 1288, requiring all lending 
insfitllitions to set aside a portion of their total loan portfolio 
based on their Consolidated Statement of GondidonBalance 
Sheet as of the end of the previous quarter, and make it 
available for sn~all enlevrises credit. The portion 
malldated to be set aside shall at least be five percent (5%)  
by December 3 1, 1991, ten percent (10% by December 31, 
1992 through December 31, 1995, f ive pwcent (5%) by 
December 31, 1996 and may come down to zero by 
December 31, 1997. 

2. Gircltlar NO. 46 - Scj>ter~~ber. 2, 1994. Amends Section 
3 of Circular No, 1288 dated June 4, 1991, as amended by 
Ckeular No. 1374 dated Decelnber 29, 1992 and Circular 
No. 1385 dated Februay 26, 1993 specifying the 
beneficiaries of small-er~terp~ise credits alzd alternative 
coql iance  thereto, 

FOREIGN I. Circutar No, 15 - February 19, 1994. Rovides that 
EXCHANGE barrks shall have the opdon to exclllde from its FX assets 
TRANSACTIOM its foreign exchange holdings resulting from original 

investnlents in New Money Bonds (NMB) and the assets 
excluded therefiorn, 

2, Circular-Letter- - Junc 6, 1994. LZroktides infinnation 
through Interpol's FQPAG Bulletin No, 12 regarding the 
use of Mexican bank drafts on mor~ey laundering, 
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3, Circular-Letter - J i t r ~ ~  9,  t994. Rovides that all breign 
exchange sales made through iliterr~ational A7R/ls and credit 
cards shall be reported to the BSP's Foreign Exchange 
Department (FED) within two (2) banking days after the 
occurrence of the b.ansactions. Avalllments for peso per 
anliurn sliall be lilnited to US$50,4)00.00 

4. Circular-letter - Jtlne LO, 1994. Terminates the 
mandatory arms embargo and other restrictions relakd to 
South Africa per UN Security Council Resolution No. 919 
(1994)- 

5. Circular No. 28 - Jurre 2 1, 1994. Lifts the restictions 
on repayment and repatriation of foreign investments 
funded by debt-to-equity  onv version hansactions under 
Ckculas No. 11 11 and Gjrcular No, 1267, as well as the 
remitance of dividends, profits and earnings which Kcrue 
thereon. 

6, Circular No. 33 - .luly 20, 1994. Terminates the Foreign 
Exchange Clearing a i ~ d  Settlement System, Accordingly, 
participating banks under the System are authorized to close 
their foreign exchange clearing accounts w i ~  the BSP upon 
written request submitted by the bank concerned to the BSP 
Foreign Exchange Department, 

7. Circular No. 36 - July 28, E994. Requires that all 
forward Irailsactions to purchase foreign exchange from 
non-resider~ts (including offshore banking units), as well as 
rellewals thereof, shall be submitted for prior clearance to 
h e  Bangkcl Senual ng Pilipinas thru its Foreign Exchange 
Department, 

8. Circular-Lett~r - Aitgusr 3, I994. Aul;horizes eltibank- 
Manila to allow its Domestic Dollar Transfer System 
(DBTS) clearing accounts which are foreign crrrrency 1 
deposit units (FCDU) accounts, to accept deposits and 
withdrawals related to b o ~  FGDU and Regular book 
accounts of participating banks. 
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(3, Ci'rcbu!ar--Letrcr - August XI, L994 Sets the 
in~plernenting guidelines on banks9 forward transactions to 
purchase fcwreign exchange from non-residents (includhng 
offshore banking units) pursuaxlt to Circular No. 36 dated 
July 28, 1994, 

10. Cis.cu[ar-Lcjtter - Atiglast 17, 1994, Clarifies that prior 
clearance i"rom the; Foreign Exchange Department af the 
BSP o f  all forwarcl transactions to pur~hase foreign 
exchange from non-residents under B SP Circular No. 36 
dated July 28, 1994 applies to all forward transactions of 
both baraks ant9 non-banks, 

I I ,  Gilacular Nt?. 456 - A U R ~ L S ~  27, 1994, Amends provisions 
sf Circular No, 1388 dated April 13, 1993 (Consolidated 
Foreign Exchmge Rules & Regulations, a?; amended by 
Circular No, 1393 dated June 23, 1993 and BSP Circular 
Nos. 2, 5, 16 & 31 dated August 25, 1993; September 15, 
1993; Mach 7, 1994 and Jrrly 19, 1993, ?respectively. 

12, Cirnrrar No. 53 - Novenfber 5, 1994. Amends Circulw 
No. 1389 dated April 13, 1993 (Consolidated Foreign 
Exchange RrrTe?i and Regulations) so as Is allow deposit of 
 proceed^ of an FCl>lJ loan in an FCDU account and 
enumerates the foforeigxr currency cover requirements for 
banks authorized to operate an FCDU, 

13. Circllkar- No. 54" Not,cp~nber- bl, 1994, Amends Itern 2 
of Circular No. I327 dated Jarruary 30, 1932 such that the 
oversold FX position of banks shall not exceed 5 percent, 
instead of 15 percent, of their unimpaired capital, 

14. Circulur No. 55- Noven~ber- 2 6, 1994, Amends further 
pertinerlt provjsions of Girctxlar No* 1389 dated April 13, 
1993 (Consolidated Foreign Exchange Rules & Regulations) 
by (I) enjoining issuers of' securities under initial public 
afferrngs (SPOs) transacted outside the Philippines to 
advise BSP of their receipt of proceeds sf such IPOs within 
five days from receipt thereof; and (2) increashg from $ l M  
la $6M the arnouxrt of outward investments requiring prior 
approval by and regiswafon with the BSP, 1 



BSP ANNUAL REPORT, IW94 REGULATIONS lSSUED IN 1994 

f 5. Circukar No. 56 - November 23, t994, Requires all 
local branches of foreign banks licensed to engage in 

ercial banking in the Philippines to exclude &eir 
permanently assigned capital from thek foreign exchange 
liabilities for purposes of computing uheir net foreign 
exchange position. 

16. Circular-Letter - Novemb~r 23, 1994. Clarifies Item 7 
of Circular Letter dakd M m h  31, 1992 entitled 
"'lmplexnenting Guidelines on the Computation of Net 
Foreign Exchange Posidon of Autho~aed Agent Bmks 
(AABs)'hsuch hat (1) in computing the net foreign 
exchange position of local branches of foreign banlks, the 
""Net Due to H.O." "count shall be considered as g a ~  of 
zlniqaired capital only if the same is converted into 
Philippine currency; and (2) in the daily submission of IQS 
Form 1, local branches of foreign banks shall include as a 
part thereof, a certification under oath by ~ e k  authorized 
signato~es to the efEect that "Net Due to H.Q." balances 
fornzing part of their uriiqaired capital under (I) are 
actually eonverled Into Philippine currency, 


