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I. Introduction

The Philippines represents a fascinating case of the complex, evolving
interactions between the financial system and the economic development
process. However, the causal relationships between the two are obscure;
financial and other data are not available; and differences between
appearance and reality abound. We focus on the development of the private
domestic commercial banking system from independence in 1946 to 1980, in
light of Japan's historical experience.

While a few banks had been established in the colonial period, in-
dependence inaugurated a new era in financial development. The major
policy-induced changes in financial structure and liberalization of
interest rates in 1980, and the structural effects of the unexpected
and generally unrelated financial crisis of 1981, may herald the begin-
ning of a new era in Philippine financial development.

As in other nations, commercial banks play a key role in Philippine
financial development. Our main emphasis is the evolving structure of
the banking system in the context of its dynamic, but rather unstable and

uneven growth. We are concerned both with issues of industrial organization--




the nature of competition, the structure of ownership, degree of
specialization of function, relations with borrowers--and with bank
performance. Of particular interest is the role of banks as part of
family-owned groups of companies, analogous to prewar Japan's zaibatsu.
Government policy has been of paramount importance in shaping the
structure and growth of the banking system, and indeed of specific
banks. The government regulates entry requirements, types of financial
services allowed, minimum capital requirements, and the like, and main-
tained nominal intereét rate ceilings on deposits and loans. Inflationary
pressures in this restrictive policy environment substantially affected
bank behavior and perform;nce. Beyond this, government emphasis on
import-substituting economic development has determined the overall
economic environment.

This study is based on a variety of Philippine sources, published
and unpublished. We have benefitted from some access to materials of the
Central Bank, Securities Exchange Commission, and other government
agencies. We have learned much about the actual nature and behavior
of the private commercial banking system through extensive interviews with
experts in the financial community. The Philippines is a country where
much is known by a relatively small elite but little is published, even
more so during the institution of Marital Law between September 1972 and

January 1981.




Comparison With Japanese Financial Development

The development and growth of banking face common issues and problems
in all market-oriented economies. As a former colony, the Philippine
financial system has been based on the American model of specialized
types of financial institutions engaged in a variety of specialized
financial activities. Comparative analysis of the Philippine financial
system and the commercial banking system has thus been mainly in terms
of United States practice and experience. However, there are also
substantial differences between the respective.processes and patterns
of economic and financial development. And, there are certain striking
Philippine similarities with the financial development of Japan.1

Between 1868 and 1905 Japan experienced the initial creation and
integratioﬁ of a financial system under government sponsorship (termed
supply-leading). From 1905 to 1937, de&elopment, growth and increasing
diversification of the financial system was in a relatively free market
environment (démand-following).2 Throughout the prewar period the
family-owned industrial, financial and commercial conglomerates (the
zaibatsu) and their relations with large banks were increasingly
significant.

In many respects postwar Philippine financial and economic develop-
ment is similar, with some time compression, to Japan's two prewar
phases. The 1946-1980 period may be divided into two sub-eras. The
first two decades remind one of Meiji Japan in the ease of creating new
banks and other financial institutions and consequent expansion in their
numbers, the opting for specialized rather than general-purpose in-

stitutions, and government and central bank stimulus including




government deposits and other official credit. And since the mid-1960s
Philippine development is similar to Japan's second phase: the growing
role of industrial activity; the rise in family-owned groups of compan-
ies; the growth and diversification of the financial system even as
financial dualism persisted byt decreased; bank runs, panics, and failures;
efforts to strengthen the banking system by increasing minimum capital
requirements, making new entry difficult, and encouraging bank merger;
and the development of fairly widespread branch banking on a national
basis.

Still other features appear more like Japan's post-World War II
phase --notably the significant amount of central bank credit directly to
the banks; and the maintenance of low interest rate ceilings which re-

sulted, among other things, in a high concentration of Japanese major
bank loans to large enterprises, some degree of erosion of national
interest rates by compensating balances and other means, and retarded
growth of the bond market. In contrast to the Philippines, financial
intermediation has been quite successful in postwar Japan degpite
the system of interest rate controls because the Japanese financial
system was highly developed and its structure very stable, personal
saving rates became extremely high, low-risk assets alternative to
saving deposits were not readily available to the predominantly urban
population, and business investment demand was far stronger than could
be financed from internal or private sources.

The level of financial development in the Philippines, as measured
by the ratios of financial assets to GNP and M2 to GNP, in the late 1970s

was below that of Japan at the turn of the century--while the levels




of income per capita may have been roughly comparable. A
major contrast is between Japan's prewar policy of free interest
rates and market-clearing financial markets and the Philippine
policy of regulated interest rates and credit rationing t§ clear
markets. We hypothesize this policy difference has been a major
cause of lagging Philippine financial development relative to
Japan's historical experience. |

Comparison between earlier Japanese experience and the con-
temporary Philippine commercial banking system must be done flexibly.
The Philiﬁpine era considered here combines both supply-leading
and demand-following elements, and in some respects combines
the experience of Japan's first two phases. In this spirit, Japan's
.successes and failures in financia1 policy and in development of the
fipancial system can provide insights for Philippine policy makers.
Further, as discussed below, the similarities between Philippine
financial-commercial-industrial family groups and Japanese prewar
zaibatsu are notable; their implications for financial and economic
development are less clear, though certainly they have served to con-

centrate economic and political power.

II. The Financial Environment

The development of the financial system has been concomitant
with that of the Philippine economy. Indicators of the performance
of the Philippine economy are provided ip Table 1.3

Balance of payments problems and excessive rates of inflation,

especially in the oil crises of 197475 and 1979-80, have on occasion

forced the Central Bank to take restrictive credit policies which
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have resulted in very tight domestic financial markets (Bautista,
1980). While production, finance, and financial institutions occur
throughout the Philippines' many islands and their major regional

subcomponents, the predominance of Metro Manila is striking. This

highly congested metropolitan area contains 13 percent of the
nation's population yet produces one-third of the gross national
product, and contains more than half the nation's industrial
activity. The bulk of commercial bank acfivities, including
virtually all head offices, is in Metro Manila.

Over most of the pdstwar period the government has pursued
an economic development strategy based mainly on import~substituting
indust;;alization and the continued development of traditional exports
crops (sugar, copra, timber) and mining. In the early 1980s the

government began moving toward a more export-oriented industrialization policy.

The degree of government intervention in the economy is substantial;
instruments include direct controls (over imports, prices of'key
domestic consumption goods, interest rates) as well as subsidies

and other preferences (such as credit allocation at low interest
rates) to priority sectors and actiQities. These policies, together
with fundamental features of the ecpnpmy,such as surplus labor and
capital market dualism, mean relative prices for many goods and
factors of production differ substantially from world prices or

shadow prices in equilibrium.
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The Group Form of Industrial Organization

One 6f the most important, and fascinating, aspects of
Philippine economic structure is the group form ofiorganization
of iarge-scale business. The turbulent rise and spread of suc-
cessive waves of Philippine groups over the past three decades is

reminiscent of Japanese zaibatsu between the early 1900s
and World War II. This "Japanese phenomenon" seems to be an
important, if poorly studied, characteristic of the industrialization
process in many developiﬁg countries.

Typically a group is owned by one family, often including various
branches with different names; however in the Philippines some groups
are owned and controlled by several closely associated individuals
or families. Unfortunately even imprecise data about groups are scanty.
" One of the few quite open about its membership is the First Holdings
Group; it listed its member companies in newspaper advertisements in
-February 1980 giving.information on telephone numbers and office
location. This group was established in the early 1970s by taking
over the operations and various subsidiaries of Meralco (Manila
Electric Company) from the Lopez family.

There are alternative forms of group-centralization organization:
holding company; operating conglomerate; management company; or in-
house management groups. 1In the Philippines the predominant forms
are management companies and in-house management groups. (For a
brief description, including a listing of the top 13 management
companies, see SEC-Business Day, 1978, pp. 173-81.) Whether
personally managed by the owning family members or by hired
professional managers, close personal relationships based in
part on ethnicity or region of birth are a central feature of

Philippine groups.




SEC-Business Day (1978) has identified some 47 private business
groups as of 1977. Doherty (1979) and (1980) has identified some
89 major individuals and families who form the basis of the main
groups. By listing the interlocking directorates of banks and
companies, he concludes alliances that comprise "ten groups con-
nected with the commercial banks dominate the Philippine business
world" (Doherty 1980, chapter 5). Some 23 of the 28 domestic
commercial banks (including the two governmént commercial banks)
are members of these ten groups. One problem with using inter-
iocking directorships to define and classify groups, as Doherty
recognises, is that control cannot be inferred. However it is

reasonable to assume patterns and channels of cooperation  at the least.

The families and their economic groups are involved in a
dynamic process. There have been several‘waves entering the oligarchy,
and a few washed out. The oldest and most established--such as the
Zobel-Ayala and the Soriano--date back to the Spanish era. Others
bécame important during the early American period. Still others
emerged following independence, as the government encouraged import-
substituting industrialization. And a new wave emerged under martial
law in the 1970s. Before World War II, families were based mainly
in agriculture, mining, and associated commerce, while more recently
industry and finance have become important. Beginning with the
Spanish,‘there has been a close, two-way relationship between economic
and political power; government and big business (that is, major

families) have been closely intertwined.




Doherty (1980, Chapter 5) classifies the major families into
three groups.

"...Among the 89 families, some exercise much greater
control than others. Among these are the new elite
who have risen to prominence since the declaration of
martial law. They are Disini-Velayo, Benedicto,
Conjuangco-Enrile, Silverio, Cuenca, Abello, Oreta,
Tantoco, Ozaeta and Floirendo...Others, though con-
sidered among the premartial law traditional elite,
have also grown significantly under martial law due

to connections...Among them would be Sycip, Yuchengco,
Yulo, Elizalde, Aboitiz, Alcantara, J. B. Fernandez,
Nubla, Siguion-Reyna, S. Valdez, Palanca and Jose
Concepcion.

There is a third group. They are also part of the

old traditional elite...Though they are still a sig-
nificant group and in general have managed to hold
their own under martial law, they have done so despite
periodic harassment. This group would include such
names as Soriano, Zobel-Ayala, J.A. Araneta, Cabarrus,
J.P. Fernandez, Madrigal-Olondriz, C. Ledesma, Laurel
and Ortigas. Though they may not be happy with develop-
ments at present, they know that if they express this
unhappiness too freely, they can go the way of the
lopezes and find their investments expropriated."

The groups are important for our analysis because of their
close, complex, rather heterogeneous sets of relationships with
the commercial banks. These involvements can be viewed from the
perspective of either the banking system or the group system. Some
groups grew out of family-owned banks; others started banks; some
have no direct ownership-control relationship. The 21 largest

groups were affiliated with 10 banks; 5 were identified
as having no close bank affiliation. Several banks are identified
with two or more groups, in particular Far East Bank and Trust
Company (FEBTC). Almost all banks were started by ome or two

families; almost all those families appear on the list of 47 groups.
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Then Central Bank Governor, Gregario Licaros, may have been only
mildly exaggerating when he said "the average Filipino banker is
in the banking business not for banking profits; he uses his bank

for allied business" (FEER, April 7, 1978, p. 80).

The Financial System

Table 2 provides a summary description of the organized financial
system before the 1980-81 reforms had substantial effect.5 As in the

U.S., the system was founded on specialization: different types of

financial institutions, under different laws and regulations,

to meet specific financial functions. In practice in both countries
commercial banks, directly and through subsidiaries or affiliates,
provide a wide range of services. Thrift banks collect savings

and time deposits, and make commercial and mortgage loans; they have
had no demand deposits. Rural banks collect time and saving
deposits and make loans predominantly for agriculture. Mainly

unit banks, they are widelyvdispersed throughout the country,

are heavily subsidized by the Central Bank, and are little more
than conduits for central bank and government credit. Their
development resembles that of Japanese local banks initially

(see Teranishi, this volume).

Government financial institutions are important; they hold
about two-fifths of the total assets of the financial system. Their
lending activities are widespread; they are heavily involved in
lending to priority sectors, however defined. Most of their funds,
inciuding deposits, come from governmental sources. The main
government institutions are the Philippine National Bank (PNB), the

Development Bank of the Philippines (DBP), the Land Bank, the Government Service
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Insurance System (GSIS) and the Social Security System (SSS).

The Development Bank of the Philippines has a significant role,
not just because of its size but also because it has few substitutes.
It provides 47 percent of the long-term loans and'IS percent of
medium-term loans in the Philippines; 71 percent of its loans are to
industry (IMF-World Bank Mission Report, pp. 43-45). DBP is essentially
a conduit for government domestic funds, and for loans from such
international agencles as the World Bank and the Asian Development Bank.

The Philippine National Bank is by far the largest commercial
bank; in 1980 it held 31 percent of the commercial banking system's,
and 16 percent of the entire financial system's assets. Established
in 1916, it earlier had some central bank functions including

acting as the
currency issue and /ffiscal agent for the government. In part because
" of overdue loans to government corporations, PNB was in serious
trouble in the early 1970s. A special governmental study (Joint
IMF-CBP Report, 1972) concluded PNB should be assisted in order to
"perform its role as a tool of government policy" (p. 106). PNB
'plays "a gpecial role not performed by private commercial banks, that
of an instrument of national monetary policy. It is also called
upon to finance highly risky ventures, to provide loans for food
production, agricultural production, and industry, and to make loans
to the government, its political subdivisions and instrumentalities”
(pp. 105-6). While the structure of costs and net returns on loans
and investments evidently do not differ significantly from private
commercial banks (Saito and Villanueva, 1978,'#49), PNB apparently
lends particularly to those industrial groups which have risen in

power over the past decade. It, together with the DBP, lent actively
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to them in 1981, and took substantial equity and operating control
of a number of their companies, in the 1981 financial crisis.
Comme;cial banks hold alﬁost three-fifths of the assets of the
financial system, a ratio comparable to Japan in the 19205. The
system has three elements: two government commercial banks;
branches of four foreign banks (Citibank, Bank of America, Hong
Kong and Shaﬁghai Bank, and Chartered Bank); and 26 private domestic
banks. The main focus of this study is the private domestic banks,
which together comprise one-third of the entire financial system.
Citibank, with a long history in the Philippines, was second in
‘size only to PNB until 1978; but by 1980 three private domestic
commercial banks had more assets. While foreign banks are not allowed to
open new branches, they have been innovative in developing finance companies,
leasing companies, and other financial subsidiaries. They have superior access

to foreign funds within the policy constraints of swap limits set by

the Central Bank. Generally subject to the same domestic regulatory
environment as the private domestic banks, théy are also subject to
the U.S. Foreign Corrupt Practices Act. They have tended to finance
foreign trade, multinational companies, and the 300 1argesf industrial
corporations.
Financial intermediation has grown over time, absolutely and,

more importantly, relatively. Assets of the entire fimancial

system were 48 percent of GNP in 1960, 72 percent in 1970, 86 percent

in 1977,‘and 90 percent in 1980.6 Simiiériy, relétive to GNP, the

total assets of commercial banks were 16 percent in 1950, 17 percent

in 1960, 34 percent in 1975, and 52 percent in 1980; their time and




saving deposits relative to GNP rose similarly but less sharply--
from 4 percent in 1950, 7 percent in 1960, 13 percent in 1970, 12
percent in 1975, to 23 percent in 1980. Demand déposits moved
erratically downward, from 8 percent in 1950, 6 percent in 1960 and
1970, to 5 percent in 1980. The substantial difference between
asset and deposit ratios reflectsthe use of deposit substitutes,
central bank credit, and foreign currency swap arrangements, as well
as net worth. The ratios of commercial bank assets to GNP for Japanl
‘Qere substantially higher, 24.6 percent_in 1885, 34.6 percent in 1900,
53.1 percent in 1913, 63.7 percent in 1920, and 107.3 percent in 1930.
The Philippines now has a sophisticated system of commercial bénks
and other financial institutions, with highly sophisticated and
resbonsive short-term monéy markets. The system is innovative
and on the whole well-developed. Yet this is too sanguine. The
financial system itself has been subject off and on to serious
difficultiés. Emery noted of the late 1960s, 'the Philippines
has probably had more fipancial scandals or financial institutions
in distress than aﬁy other Southeast Asian country" (Emery, 1970, p. 482).
Problems were particularly severe in the 1960s and early 1970s and
again in early 1981. Open-end mutual funds were started, and then
collapsed. A number of savings and loan associations, finance
companies, insurance companies, and investment houses have been
in trouble at one time or another. The commercial banking system
has been particularly wvulnerable and unétable, with several bank
runs, and a few bank failures.
Perhaps more serious, the financial system has not developed

fully or evenly, either in the provision of medium-to-long-term




credit for investors or credit to small borrowers in agriculture,
commerce, and industry. Financial dualism persists. The clearest
indicators of this are in access to funds by category of borrower

(such as size or nature of enterprise), and differentials in

interest rates on borrowed funds substantially in excess of admin-
istrative costs and default risks. Teranishi (1981) notes govern-
ment-subsidized credit programs have substantially reduced the role of

traditional finance in agriculture. However most small-scale producers,

especially oﬁtside agriculture, continue to rely on family, friends,
money-lenders, and other traditional forms of credit. In Japan,
financial dualism persisted, even as it diminished, until after
World War II (Teranishi and Patrick, 1977; Patrick, 1982). The
speed with which dualistic differentials decrease depends on

interest rate policies and on modern financial system development.

The Role of the Monetary Authorities

The financial environment is very much determined by the
policies and regulations of the monetary authorities, notably the
Central Bank of the Philippines. Like central banks in many
developing countries, it has three main goals. One is macro
stabilization of the economy, using control of high-powered money,
the money supply, credit availability, and interest rates. A
second objective is long-run economic development. To this end
the Central Bank allocates credit to priority sectors through pre-
ferential terms (availability and low interest rates) for the rediscount
of certain types of paper, restrictions on commercial bank bortfolios,

and provision of credit to government financial institutions, rural
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banks and the like. Third is healthy growth of the financial

system and its constituent individual institutions through regulation,
control, and inspection. Under the financial reforms proposed to

the Legislature in 1972 and subseqﬁently implemented under Martial
Law, a great deal of discretionary power devolved on the Central Bank.

One persistent feature of the past two decades has been the
substantial amount of credit provided Sy the Central Bank to
commercial banks through loans and rediscounts. This has 1its
analogy-?n postwar Japan, where city banks engaged in substantial
"overloan" from the Bank of Japan. Loans and rediscounts are
part of a complex pattern of credit flows with the commercial
banks, involving also reserve requirements, commercial bank pur-
chase of Central Bank Certificates of Indebtedness (CBC1s,
analogous to Treasury bills), and required holdings of government
bonds in asset portfolios.

One key {ssue has been the allocation of central bank credit,
in its various forms, among the commercial banks. One important,
and at times highly profitable, source of borrowed funds has been
through swap arrangements. A commercial bank obtains a foreign
currency loan or deposit, converts the currency (typically dollars)
into ﬁesos, and purchases forward dollars at a favorable rate
from the Central Bank. These transactions must be approved by
the Central Bank. Control over large amounts of rediscounts and
even modest amounts of swaps has been centralized at the highest
levels; apparently Gregario Licaros, who headed the Central Bank

until his resignation in early 1981, personally approved every
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swap transaction over $1 miilion. While stated criteria exist,
the actual rules and procedures for allocation of credit have not
been clear. The amounts obtained by individual banks have varied
widely. Favoritism, rather than equal opportunity of access to
Central Bank credit by objective criteria, seems important.

The type of interest rate system--market-determined or controlled--
has profound implications for implementation of stabilization policy,
promotion of saving and channelling it to the most productive
investment uses, and for the development of a healthy and
effective financial system. The theoretical case for market-
determined interest rates is strong. -Nonetheless, one of most
important policies pursued by the Central Bank until 1981 was to
set maximum interest rates on time and savings deposits, loans,
discounts, and money market instruments (deposit substitutes).

A government study in 1972 made a sensible, sophisticated analysis
of the problems caused by a system of rigid, low interest rates

and the misallocgtions of credit that result, and made a strong
argument for a flexible interest rate policy (inter—Agencf Commit;ee
on the Study of Interest Rates, 1972, p. 17). Finally, in July

1981 such a policy was partially adopted. Until then,

and exacerbated during periods of rapid inflation, the interest

rate ceilings had strongly negative effects on regular financial
markets. |

Market rates for loans and discounts were below ceiling rates
until about 1960. Since then, however, it appears that most of
the time the equilibrium rate has been higher than the ceiling for
loans, at times substantially. While data on profits and profit-

ability of investment are poor, a 4 real return of 15 to 20
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percent seems likely (see Ranis et al., 1974, and Tan, 1979).
However, with inflation accelerating in the 1970s, especially in
the 1970-74 and 1979-80 periods, actual real returns on deposits
and some loans were lower, at times even negative (Table 3).

The capital market haé remained undeveloped despite the early
creation and active role of investment houses designed to make
medium and long-term placements and to underwrite new securities
issues. Although some 5,000 new companies register with the S.E.C.
each year, virtually none are public. Only 58 of the top 1,000
industrial corporations are listed on stock exchanges, and a dozen
of those listed issues are not traded. New issues do not average
more than 30 per year; The stock market is small, natural resource
(0il and mining company) oriented, and speculative. Bond issues
have been virtually non-existent in the erratically inflationary
envirohmént, and there is no secondary market.

Short-térm financial markets for large transactions have seen much more
active. (The only comprehensive empirical study of the Philippine money market
is Tan, 1981, chapter 7.) Philippine bankers, financiers, and Big
businessmen are very sophisticated. The gap between ceiling and
market-equilibrium rates has been sufficiently large that consider-
able, at times unconventional, financial innovation has taken place
in efforﬁs to avoid or evade the official ceilings (Khatkhate and
Villanueva, 1979). It is impossible to obtain accurate, compre-
hensive data on effective interest rates. A probably reasonable
generalization is that, particularly in periods of monetary
tightness, virtually all private financial institution loans,
except those eligible for preferential rediscount or to related

business interests, have been at effective interest rates above
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the celling. And large holders of finanéial assets have received
yields substantially in excess of the maximums on deposits (See
Tan, 1979, p. 49).

.Evolution of the money market has been in large part in
response to interest rate ceilings and Central Bank regulationms.
A liquidity tightness in the mid-1960s led to the emergence of a
commercial paper market (though not called that) with higher in-
terest rates than on deposits. To compete, banks began issuing
bankers acceptances, trust certificates, repurchase agreements,
and other deposit substitute instruments. Deposit substitutes
flbu:ished; with effective Interest rates up to 30 percent de-
pending on market tightness, they amounted to some four-fifths
of time and savings deposits by 1974-75 (IMF-World Bank Mission
Report, 1979, p. 26 and Table 32, p. 61). It should be neted
that commercial bank reliance on money market instruments as a
source of funds vitiates the significance of M2 (as traditionally

defined) as a measure of financial development.

II1. Dynamic, Unstable Growth of the Private Domestic‘Banking System

Despite a long history, the commercial banking system has
grown rapidly, albeit turbulently, only since the mid 1950s.
Postwar development to 1980 can be divided at 1965, when new entry
was discouraged. The number of banks quadrupled bétween 1950 and
1965.

Over the period there were several bank runs, which were
relatively well contained by the Central Bank. Between 1968 and
1977 three banks falled, but all later reopened under new names

and management; various others have been in trouble from time to
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time, two or three almost perenially. In response to the increase

in capital requirements to P.100 millioﬁ in 1973, in 1974-76 some

thirteen banks merged (into 8ix) and eight took in foreign partners.
I::i975-78 three other banks changed ownership and their names were
altered. 1In 1980 there were several further changes in ownership, and
in 1981 additional mergers as the new era dawned—-in part in response to
newv opportunities for large-scale (universal) banking, in part in respomse
to the banking crisis of spring 1981. This history is briefly summarized
in Table 4, which lists all the banks of the postwar period and ranks them
by size of assets as of 1980.

The 1946~65 period can be characterized as follows., Entry into
4coﬁmercia1 banking was easy and encouraggd.' Minimum capital requirements
were low; the monetary authorities in effect subsidized the banks through
government deposité. later withdrawn, and cheap central bank credit. The
economy was going throughvimport—substituting industrialization. Wealthy
fagilies began to move into industrial activities, and they recognised the
benefits of coqtrollinga bank, In other instances, a banking family moved
in;o industry. Almost all bank owners are involved in one of the
industrial groups. This 18 not surprising. It took some capital
to start a bank; perhaps equally important were built-in depositor and
lénding relationships., As a consequence in 1950-55 five new banks were
established, In 1955-60, four, and in 1961-65, some eighteen,

By the mid~1960s the monetary authorities were concerned aboﬁt the
small size of banks, mismanagement, and the possibility (and actuality) of
banks runs and financial crisis--concerns continuing to this day. They
essentially prohibited new bankentry, raised minimum capital requirements
from P.8 million to P.20 million.in 1965 and then to P,100 million in the
1973 reforms, and from 1973 have encouraged bank mergers and the inflow
of foreign equity capital,

Despite the scandals and difficulties, Philippine banking history
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between 1965 and 1980 is less turbulent than that of Japan in the 1920s.
Japan faced essentially the same problems, and also restricted entry, raised
capital requirements, and forced mergers, The Philippines has not had a
banking crisis as severe as Japan's in 1927, It is unclear in the 1965-80
period whether the net flow of central bank credit was to or from the private
 commercial banks. It is clear central bank credit was increasingly distributed
differentially--not just to weak banks in periodical or perennial trouble,
but also to favored stronger banks;
The 1970s was a period of shake-out and consolidation, much like
Japan in the late 1920s and early 1930s. This process continues in the
early 1980s., Of the 33 private commercial banks operating in 1973, 13
merged between 1974 and 1976, mainly in response fo the five-fold increase
in minimum capital requirements. Two involved large banks, BPI and PCIB,
absorbing small banks, In two instances, Filmanbank (now Pilipinas) and
Associated Citizens, merger did not bring substantially improved performance.
While a number of hanks have been iIn sufficient difficulty to require
emergency loans from the Central Bank, only three have been closed by the
Central Bank: the Overseas Bank of Manila in August 1968, the Continental
Bank in June 1974, and the General Bank and Trust Company (Genbank) in
March 1977, All three subsequently reopened, albeit under new names
and owners., These cases provide insights into the instabilit& of the system.,
While not among the top banks in size, none was among the smallest, Lack
of capital per se did not cause failure, The-common pattern was one of
bank owners making short-term }oans to finance fixed (long-term) investments
in affiliated companies, as well as unsecured loans to themselves. In some
cases there were other financial irregularities but it is not clear they

were the main cause of failure. In each instance there was a heavy run on
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the bank when it became known some of the affiliated companies were in
difficulty.

The failure of Continental in 1974 was particularly dangerous
because it precipitated a run on the entire system. Continental Bank
was borrowing deposit substitutes heavily in the money market, and lending
long-term through its affiliate Continental Finance to other business
affiliates and to finance real estate projects. When the President
was arrested and charged with alleged misappropriation of deposits
and other financial irregularities, an immediate run on Continental Bank
ensued and the Central Bank closed it. Concerns about the Continental
failure spread to other banks; deposits started moving to the four foreign
bank branches. The Central Bank averted a crisis by making emergency loans

and assuring the financial community it would cover all problems of liquidity

drain.

Bank Typologies

The banks can be classified by distinctive econonmic,
sociological, political, institutional features.
Table 5 groups them by management style and type of owner-
ship. The foreign bank branches are generally regarded as the most
professionally, and best, managed. They, especially Citibank, have been
a training ground for young Filipinos who have subsequently moved into
domestic bank management., Some family-managed banks are well managed, so
inclusion in any particular category is not direct evidence on bank management.,
Classification by ownership type is common in the Philippines. The
main distinction is between banks controlled by indigenous Filipinos and
by Filipino-Chinese. Almost all the joint-venture banks are in fact controlled

\\gpmestically; ,fdreign ownership is limited to 40 percent., Although Chinese




ownership is involved in two of the joint-venture banks (RCBC and Security)
neither is classified as typically Chinese.

Since there are considerable differences in the degree to which Chinese
individuals and families have been integrated into the mainstream of Philippine
1ife and culture, classification as Chinese is somewhat arbitrary. The stereotype
is a bank started and owned by Chinese, receiving most of its deposits from Chinese,
lending mainly to Chinese individuals and their companies, conservative
in both assets and 1iability management and unwilling to use much Central
Bank credit, Within the Chinese business community a good word-of-mouth
reputation for creditworthiness is essential. It is not possible to provide
quantitative evidence regarding the sterotype; it certainly does not apply equally
to all the banks under Chinese-~Filipino owmership.

The 1973 reforms made it possible for foreign banks to invest in
domestic banks for the first time since 1947, Foreign investment was
limited to a maximum of 40 percent, of which only 30 percent could be held
in voting shares by one foreign owner. The liberalization was designed
to attract foreign equity and loans while retaining domestic control. Eight
‘banks took foreign partners (Table 4), for varied motives (Lava, 1976, pp.

35-9). The record of these alliances is mixed. In six cases the major
foreign bank subsequently pulled out, usually by selling to the domestic
owners., Foreign involvement appears to be extensive only in Citytrust,
infused by Citibank with able staff and good banking practises, While small,
Citytrust is regarded as one of the best managed banks.,

Another classification is in terms of closeness to the present govemment.
The phrases "political banks" or "quasi-governmental banks" are used but
their meaning is not entirely clear, and it is not possible to determine

the precise operational significance of this classification. Those in control
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of these banks are typically members of the "new elite" of groups. Data
on relationships and degree of closeness are not readily available;
cerﬁainly it varies by bank. The main criterion is that each is under
the effective control of persons close to the present government. In
ﬁost instances control passed to members of the "new elite" during the
1970s. Republic Planters and UCPB are special cases of private ownership
with special monopoly powers. ﬁach is involved heavily in the finance

of a traditional export crop--sugar and coconut respectively--and each,
rather than the Treasury, receives as deposits the export levies on these

_crops (Tan et al, 1981, pp. 40-41).

The Structure of the Commercial Banking Industry

One striking feature of the Philippine banking system is the widely
differential performances of banks--in growth, in profitability, in
changes in relative position. Data are presented in Table 6.

The concentration ratio in terms of the asset shére of the top five
private domestic commercial banks has been remarkably constant, around
35 percent since tﬁe mid-1960s. However, this is not a good measure of
market power because it excludes PNB, which is larger than the five private
banks combined, and the four foreign banks. PNB, the five largest private
domestic banks, and the two largest foreign bank branches (Citibank and
Bank of America) together had 56 percent of total commercial bank assets
in 1980.

More important, market shares and relative rankings have changed
dramatically over time. Only one (BPI) of the top five banks in agsets
in 1965 was in the top five in 1980, and only four of the top ten. China

Bank declined significantly, from first to tenth. Four increased their
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relative position sharply, from the bottom third to top positions including
Allied (the successor of Genbank) from twenty-fourth to first and Metrobank
from twenty-first to third. Republic Planters declined sharply over most
of the beriod, but rebounded under its new ''quasi-governmental' status in

the late 1970s.

The coefficient of rank cprrelation between bank size and profitability
(as of 1979) 1is 0,67, not particularly high. Of thé 8ix banks in the top
quartile in profitability, two are also in the top quartile in both asset
and deposit growth~--UCPB and Metrobank, UCPB is a special case since
it receives low-cost deposits from the copra levies.

Metrobank has expanded its branches aggressively, evidently with considerable
success., Neither relied particularly heavily on Central Bank rediscount

or swap facilities, Interestingly, the four top~rankers in profitability
had below average growth both of assets and deposits. Their performance
may well be explainea by a combination of careful manageﬁent policy and
limited growth possibilities in their traditional market areas.

In several instances the Central Bank has successfully restored
troubled banks to reasonably good‘operations.without closing them by
changing management and providing bridging credit, However, a few banks
remained chronically weak. The Central Bank has preferred to keep them
afloat rather than forcing closure and thereby possibly causing a bank
panic. Filmanbank, one of the weaker, was finally taken over by PNB,
which provided it with an infusion of capital, management, and a Central
Bank emergency loan. Associated Citizens has also been regarded as weak,
due to poor profit performance and ongoing managerial problems between
its two ownership groups.

Four banks grew particularly rapidly from 1965 to 1980: Allied,

Metrobank, UCPB, and RCBC. Four banks grew particularly rapidly between




1974 and 1980: again Allied and UCPB, and also Republic Planters (RPB)

and Traders Royal., Neither merger nor foreign capital partners were of lasting

importance. Beyond that few generalizations are possible. Metrobank,

Chinese-Filipino owned, has quietly but steadily grown over the years,

has expanded branches rapidly, has been very profitable, and has not been
closely involved with the government. RCBC, owned by the Yuchengco family,
had its main growth spurt from 1965 to 1973, when an innovative management
worked closely with the investment house Bancom. Conflict in 1973 between
the bank owners and the ﬁancom group ended_the connection, but RCBC has
~continued to do well under professional management.
The other four banks that have grown rapidly are all in the political

bank category. As already noted, UCPB and Republic Planters

benefit from special privileges. Traders Royal has combined exceptionally
rgpid deposit and asset growth, moving

from among the smallest to eighth rank. Its profit record, poor overall,

improved significantly between 1978 and 1980. Little is known about its sources

of deposits or its clienté, but it 18 not highly regarded by the financiél‘
community,

The most remarkable success story in the late 1970s was Allied
Bank. Allied has risen like the legendary phoenix from the ashes of Genbank,
which was closed in March 1977, The Central Bank fopnd in Lucio Tan
(chairman) and Willy Co (vice-chairman) new owners able and willing to
infuse large amounts of capital, and to assemble a vigorous management
team headed by an experienced banker, Romeo Co. Apparently Tan, of
Fortune fobacco, is the dominant owner, Not eafliet identified as one of
the 48 major groups, Tan has risen to considerable prominence since 1977.

The Central Bank, with P 310 million in advances to Genbank, continued
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a strong package of support. Allied has grown remarkably rapidly. In just
two and a half years it became the largest private domestic commercial bank,
Allied has been aggressive in opening branches and seeking new
business clients for loans, in part by highly competitive lending terms. It

concentrates particularly on mediumsize businesses—-not the SEC-Business
Day top 300, but the next 700. It has been highly responsive to the
incentives built into governmental programs to provide funds for
priority uses, But this is not the full story. Considerable interest
has focussed on bow Allied has been able to raise substantial funds so
quickly., One answer is that it has had great access to Central Bank

(See Table 7 later.)
credit, / At the end of 1978 Allied had outstanding P,889 million in loans
and advances from the Central Bank, nearly twice that of the second
largest borrower. This was equivalent to 24 percent of Allied's total
assets, and 321 percent of its net worth, Moreover, it had P,665 million
in foreign currency swaps, equivalent to 18 percent of its total assets,
36 percent of its iotal deposits, and 240 percent of its net worth, Central
Bank support was undoubtedly essential in 1977 to emsure Allied's solid
beginning. The support received in 1978 and 1979 went far beyond those
requirements, and was also substantially above average rediscount
priviledges relative to paid-in capital and priority program loans,

How do the profitability and growth indicators of differential
bank performance compare with the managerial, ownership, and political
criteria discussed earlier? Three of the six banks identified as professionally
managed are in the top six in profitability, but two are below average.
0f the three banks in the top quartile in ptofit&bility, growth of assets,
and deposits--UCPB, Metrobank, and FEBTC--one is in each management category.
At the other extreme four of the six least profitable banks were in the

owner-managed category. No clear association between management style and

performance emerges.
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For the eight political banks, the record is mixed but on average
favorable. Half are in the top half ranked by profitability. But
five are in the top six in assets growth, and four in the top six (and
six in the top eight) in deposits growth. UCPB and Allied have done
gxtremely well by all criteria. Only PCIB ranks in the bottom quartile
in profitability and growth,

Thus, there are no single, or simple, explanations for the large
differences in growth rates and profit rates among banks. Size is no
answer; some small banks do very well, some large banks do poorly. Good
aggressive, innovative management--whether professional or family--obviously
has been important; but it is difficult to obtain independent measures of

management capabilities. Membership in the "new elite" has benefitted some banks.

Success has been achieved by several routes.
IV. . Commercial Bank Assets and Liabilities

As discussed above, commercial banking has grown rapidly but there have been
wide differences in the performancesof individual banks. In this section we look more
closely at bank management of their liabilities and assets. The focus is the decade
of the 1970s, and the way banks have responded to external opportunities
(such as Central Bank credit or swaps) and constraints (such as interest

rate ceilings). Detailed portfolio data by bank are not available,

Bank Liabilities Management

The essence of commercial banking is the acquisition of deposits

and deposit-substitutes from private sources, and the lending or investing
qflf?ose fundg._;?}ﬁgng}?} iptermed;at#qn bc;ﬁrs 603; effectively through ;_
leverage.

In 1980, the average net worth of banks was 8.5 percent of
total assets. On average about 94 percent of total liabilities (excluding

net worth) have been either deposits or borrowed funds. Borrowings include
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Central Bank rediscounts and advances as well as private funds. With

occasional specific exceptions, deposits by the government in the private

commercial banks have been negligible in the 1970s. Foreign currency swaps
also enter the deposit base,
Reflecting the growth and relative decline of deposit substitutes,
the share of deposits in total liabilities has ranged widely over time for
the system and for some banks. The average ratio for all banks in 1980
was g3 percent, indicating considerable reliance on borrowed funds. Some
banks have developed strong deposit bases—-BPI especially, but also Solidbank,
Prudential, Metrobank, and (based on the copra levy) UCPB. The average
varies substantially by bank, with no clearly discernible explanation except
‘that banks regarded as weak have a higher proportion of demand deposits.
A basic liabilities management choice is the extent a bank relies
on bofrowed funds, which are aquick, easy way to growth. However, borrowed
funds have been substantially more costly than deposits because their market
is competitive, while the ceiling on deposit interest rates
constituted a subsidy by depositors to bank stockholders. Only.when the
marginal effective lending rate (adjustedvfor risk) 1s higher than the
deposit substitute rate is it profitable for banks to borrow. Moreo&er, deposit .
substitutes may be more volatile, with shorter ef%ective maturity, which makes
them a riskier source of funds. The most profitable banks are divided almost
equally between those relying substantially more or substantially less than
average on borrowed funds; one strategy has not clearly dominated the other.
The Central Bank's stated rule has been to allow discount of
eligible paper up to 50 percent of paid-in capital, plus paper eligible
under Central Bank priority allocations (exports, small business, agriculture,
etc.). Because the spread between the rediscount rate and the bank effective
lending rate has been substantial, one would expect, in the absence of informal

rules, all banks would continuously borrow almost to their limit., 1In practice
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that has not been the case; Table 7 provides the available da;a for year-end
1978, 1979, and 1980.

First, central bank credit. During 1978-80 provision of Central Bank
credit was somewhat greater than the net worth of the banking system
(Table 7). This lending has been more than double the regular ceiling;
special rediscounting for priority or other purposes was of greater
importance than general rediscounting. What is startling 1s that seven
. banks in at least one of these three years had borrowings more than double
their net worth, and three for all three years. Republic Plénters is a
special case because it could rediscount its sugar bilis, its main business.

A similar pattern of great variance appears in swap arrangements.

For the 1978-80 period swaps were slightly more important than Central Bank
loans and advances; they financed about 12 percent of bank total assets.
Seven banks had access to swap facilities in excess of their net worth

in 1978, and fourteen in 1980. Not all banks with large Central Bank
borrowings had large swap arrangements. Adding swaps and loans, reliance
on central Bank-related credit ranged from 46‘percent of assets to 2
percent in 1978, and from 90 percent to 8 percent in 1980.

Part of the explanation for the disparities lies in the policy
decisions and behavior of individual banks. Some banks prefer not to be
involved with the Central Bank any more than.necessary. And some banks
may not meet Central Bank standards. Nonetheless, the extraordinarily
. large amounts of Central Bank credit going to a few banks are difficult
to justify by economic criteria. Interviews indicate a widespreadvperception
that banks have not had equal access to Central Bank support; however as
a group the political banks have not benefitted disproportionately.

Nonetheless, case-by-case approval of even relatively small swap contracts
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has lent itself to misuse, and opportunities for personal gain by ad-
ministrators. One member of the financial community commented on the
personal influences on Central Bank credit allocation decisions: '"Each
bank tries to have a friend in court to help out with specific projects
or needs; having the right connection makes a lot of difference."

Nonetheless, it is difficult to generalize; each bank's situation must

be considered separately; the quantitative data are merely guideposts to
what is actually goiné on, For example, in 1978 RCBC was the largest user
of swap facilitiés; presumably this is the continuatioﬁ of a strategy and
patterninitiated in the late 1960s. While RCBC's large Central Bank loans
were because of a lending policy which genetaeﬂ preferéntial paper for
rediscoungj it was unusually well traineé. By 1980 PCIB was being
particularly well treated, while Allied had become less of an outlier.
The;e is no general pattern whereby banks with foreign partners are larger

than average users of swap facilities. The two weakest banks did not

receive a great deal of Central Bank support between 1978-80.

Bank Asset Portfolio Management %

Interest rate ceilings have distorted incentives and biased lending:
toward the most credit@orthy--large firms, those with excellent collateral-
~and away from the more risky; toward large transactions and against small
where administrative costs are relatively higher; toward known, established
borrowers and against those where costs of evaluation are greater; and toward
the short-term. The group ownership pattern provides another set of
distortions, more difficult to determine,

Because so few data are available on bank asset portfolios and

credit allocation, much less the explicit or inplicit rules governing
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bank behavior, it is possible to evaluate the efficiency of the allocation
process, only in general terms. (For a more detailed discussion, see IMF--
~World Bank, 1979.) Separate data are not available for the private dom-
estic banks, but probably the general patterns would not differ greatly
from that shown in Table 8 for all commercial banks. The Table's interest
rate data are difficult to interpret: effective interest rates are higher;
some lower-rate loans may be under Central Bank priority lending programs,
othersmay be at preferential terms to owners and related interests.

The top tier of borrowers are tﬁe largest 300 industrial corporations.
Almost ali are affiliated with a family group, or are foreign-owned or

'~ government corporations. The second and third tiers comprise mainly the next 700.

Below.these are the small units which in fact produce nine-tenths of

Philippine GNP, For mést baﬁks the main choice 18 the degree to which

they concentrate lending on the first tier, relatively to the second

and third tiers. The first tier market is highly competitive, with net spreads s&s
low as 0.5 percentage points, First tier firms obtain a substantial share

of commercial banks loans, and probably most of the long-term credit.

Major foreign banks lend primarily in this market,

The second and third tiers are much more lenders markets. Borrowers
are more concerned about access to and availability of funds than marginal
cost, Collateral is important, So too are long, well-established ties.

Net spreads to banks are up to 3 percentage points, The delineation between
second and third tiers is somewhat arbitrary as firms are spread over a
multi-dimensional continuum. One criterion is that the second tier includes
firms able and willing to borrow in the P.5-20 million range, while third-
tier firms typically need loans under P.5 million,

Philippine bankers respond to interest rate ceilings in the same
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way they have in postwar Japan or other countries where cellings prevail,
(For an analysis of some adjustment techniques in Japan see Patrick, 1966.)
Much of the adjustment is through assets portfolio management., They seek
both to minimize costs and to increase effective yiedds, Cost minimigation
is achieved by lending in large amounts (reducing transactions costs), to
well-known companies (reducing information costs), and under the least
risky conditions (top-tier companies or excellent collateral). Effective
interest rates are raised in various ways. Service fees and commissions
are charged; these, together with interest, are deducted in advance., Such
fees are supposedly limited to 2 percentage points; in fact they can be
considerably higher, Other business, such as letters of credit and foreign
- exchange transactions, is iﬁportant. Import and export financing are
particularly attractive, in part because exchange between pesos and
foreign currency can be at bank-determined spreads., Requiring compensating
balances is illegal, but as one financial specialist put it, "it is not
illegal for the companies to offer to hold deposit balances and for the
banks to accept". Banks also increase effective yields by establishing
finance companies, lending companies, and similar non-bank financial
institution subsidiaries. The banks lend to them at rates within the
ceiling; they in turn finance activities, or engage in direct investment,
at higher yields,

Thus, data are not available on effective lending rates. Katigbak
(October 29, 1979) suggests a cost of borrowing by clients as 18-24 percent,
depending on the degree of compensating business provided by the client.
Money market fates would be a reasonable proxy, but evidence on actual
rates (substantially above formal ceiling rates) is fragmentary. Regulation

has made the money market less visible, less efficient, but nonetheless
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quite competitive., The best study of the money market appears in Tan et
al. (1981). They obtained detsiled data on money market trapaactions,
but note their interest rate data are probably below actual rateﬁ. (Other
studies are Tan, 1979, and Roxas, 1976.)

The family (group) ownership of banks is certainly an additional
factor in determining the portfolio composition of banks. It has been
an accepted practice to lend to one's own group, just as zaibatsu banks
did in prewar Japan and keiretsu banks have done in postwar Japan. Economic
theory does not provide an unambiguous answer as to whether the financing
of groups by their affiliated banks results in more or less efficient credit

allocation than a system based on more arms-length transactions; it is an

empifical issue. While lending to one's own businesses may well lead
‘to greater de facto term transformation and risk-taking, it probably
glso impairs baﬁk safety, as éll the ©bank fallures demonstrate., Efficiency
is not the only criterion; such a system tends to maintain and enhance
the concentration of wealth in a small number of families.

How extensive 18 lending to directoré, officers, stockholders,
and related interests (DOSRI), which is the main channel to affiliated
(group) activities? Only the owner-managers of the banks really know.
The Central Bank has set ceilings on DOSRI loans to an amount not exceeding
their respective outstanding deposits and book value of their share of paid-in
capital of the bank. C(Central Bank data indicate that as of December 31, 1978
DOSRI loans comprised 8.1 percent of commercial bank loan portfolios, 4.6
percent for savings banks, 10.4 percent for investment houses, and 1.7
percent for financing companies. The monetary authorities and private
bankers agree Central Bank data on DORSI greatly understate the actual

credit relationships. One rule of thumb has been that all unsecured loans,
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about one-third of the total, are DOSRI.

One issue is whether there have been political pressure on banks
to make loans for particular projects or to particular companies or
individuals. The general concensus of those interviewed is that such
political pressures on most banks have been relatively modest, certainly
far less than during the politically decentralized, convoluted period
of the late 1960s and early 1970s when many politicians were able to
force banks into loans that at times were little more than payments to
the politicians. During Martial Law there were fewer politicians,
political power was more centralized, and the economic environment less
politicized. Equally impottant, pdlitically—generated needs
have been met through the various Government financ¢ial institutions and to
some degree the political banks. Those interviewed pointed out that,
unlike the earlier period, during the 1970s real investment was financed-
-hotels, roads, sugar mills, cement factories, housing--and that demandA

does eventually catch up with capacity. Perhaps the main issue is the degree

to which politically-motivated loans are accepted or at least tolerated
as an inherent fixed cost of the scori-political-economic system, and to

what degree they are variables subject to policy change,

Financing Development

There is widespread agreement that the pattern of credit allocation has
not been optimal for Philippine economic development. Part is due to the
development étrategy itself, which pushed import-substitution too far at
the expense of exports and which did not create as vigorously competitive

an industrial structure in domestic markets as has occurred in Japan,
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Part lies _ in governnent policies vhich have distorted incentives
in finance-~the inability to control inflationary surges, the interest rate
ceilings. And part lies in the structure of the financial system itself,
though probably less than criticisms would suggest, The commerical banks,
given their structure and the environment in which they operate, have not
surprisingly providéd financial services mainly to urban areas, and lemt
_short-term to large, usually safe and often affiliated, industrial and
commercial enterprises. In-general. the financial system givespreference
to the financing of commerce, especially imports and exports, and to large
firms,

In contrast, it is genefally agreed the financial system as a whole,
and certainly its private component, has provided inadequate credit, to
small-scale farmers (especially for non-export crops) and to small businesses.
Moreover,vit i8 seen as not éarrying out sufficient term transformation (pro-
viding sufficient medium and long-term credit). The monetary authorities
have s&gght to redress these imbalances. Priority sectors have been identified
and low cost credit has been provided. The Central Bank provides commercial

banks preferential rediscounts for selected priority purposes-—exports,

certain types of agricultural loans, and the like——and also attempts
to redirect their loan portfolios through various regulations. The
governmént finanecial institutions provide two-fifths of total credit
(Table 2), They obtain resources from social security revenues and other
governmental sources; from international lending institutions such as the
World Bank and the Asian Development Bank and foreign capital markets;
and from the Central Bank, |

The finéncing of agriculture is important, but detalled consideration

(see Teranishi, this volume).
is beyond the scope of this study / Economic and financial dualism are
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prohounced; large landowners, corporate or family, produce commercial export
crops, often on plantations, and raise funds through the modern financial
system., Small farmers, typically rice-growers, rely much more on traditional
sources of agrarian credit (moneylenders, friends and relatives) or government-
subsidized credit programs (which barely reach the very small, especially
landless, producers). A recent study of rural finance
b& the Presidential Committee on Agriculture Credit (198l1) reports
the average interest rate in the-informal (traditional) market was 55.5
percent, and on loans from all sources (i.e. including formal institutioms)
was 45,0 percent.
Commercial banks are required to lend one-quarter of their
incremental loanable funds over their May 1975 base for agricultural purposes.
However, Central Bank certificates of indebtedness can be held to meet
this requirement in part; they are preferred since they are riskless, have.
low transactions éosts, their yield is determined by market auction, and
| they simultaneously can be used to meet deposit reserve requirements. Central
Bank programs have not been par;icularly successful in significantly increasing

private domestic commercial bank lending to small farmers. As Table 8 indicates,

agricultural loans have remained substantially below target.
The situation for small business is similar, though much less well

studied. In periods of credit stringency as in 1979, even though total
credit increased, the amounts to the smallest enterprises declined absolutely,
while that to the large firms increased substantially (Table 9 ).

~ The basic cause of commercial bank aversion to lending to agriculture
and to small business i1s that it has not been profitable, Lending has been
squeezed between high transactions costs and the interest rate ceiiings.

Studies by Saito and Villanueva (1978, nos. 49 and 53) for various types
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of financial institutions suggest transactions costs (administrative plus
default loss risk) for loans to small-scale agriculture on the order of
5.5-7.3 percent, to small-scale enterprises 5.5-6.7 percent, and to large enterprises
1,8-2.5 percent (2.1 percent for comuercial banks).

A major'policy concern has been the shortage 6f medium and long-term

credit to finance fiﬁed investment. The data understate actual maturities

as most short-term loans are renewed (rolled over). Rollover is advantageous
to banks since they can regularly add service fees to raise effective yields.
-Data on credit granted by term are weak, Loans outstanding by financial
institution as of 1977 are presented in Table 10.

The share of intermediate and long-term loans is quite large,

substantially higher than for either p?eﬁar or postwar Japan. However
 démand is not satisfied for any term, Government financial institutions,
" ‘particularly DBP, made 72 percent of the long-term and 24 percent of the
medium—term loans. Commercial banks, which includes PNB, provided just
one-fifth of the term credit, A large and increaéing proportion of new
long-term credit--rising from 42 percent in 1975 to 72 perﬁent in 1978-~-came

from foreign sources.

Medium-long term financing has not been economically attractive
to lenders, and perhaps not to potential borrowefs either. There have
been three main causes: the high and erratic rates of inflation during the
1970s, especially in 1979-80; the inferest rate ceiling system; and low

interest rates on many foreign loans.
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In our view the basic culprit has been the interest rate ceiling
system, It has prevented the emergence of a normal term structure of
interest rates; the available evidence suggests the persistence of an

~inverse term structure of interest rates, implausible for other than
relatively short periods of time in free financial markets. An informal
private market in term loans has developed parallel to the money market,
presumably at interest rates appropriately highér than effective short-term
- rates; however, no data are available on amounts or effective interest
rates,

The official data on longer-term interest rates reflect the fact that
the cost of foreign borrowing, longer~term as well as short, has been
significaﬁtly cheaper than domestic borrowing (IMF-World Bank Mission,

1979, p. 34). The low rates (relative to domestic Philippine rates) on
World Bank and similar official loans in many instances are passed on

as a form of indirect subsidy. Only after all such possible opportunities
are exploited does it make sense for the enterpriaé, almost always large-
scale, to turn to the domestic market. For efficiency in credit and capital
allocation and for encouragement of the domestic market for term credit

it would be preferable for the monetary authorities to charge domestic
interest rates on foreign loans. It is more efficient to subsidize directly
projects with high social benefit but low market profitability.

Unfortunately, at times the government has established as priority
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projects a number that have performed badly, through poor project selection
(such as cellophane and hotels), major cost overruns where the causes are
not completely clear (the Westinghouse nuclear electric power project,

the Manila convention center, airplane purchases), or the creation of
overcapacity (sugar mills, cement). It would be useful to have an analysis

of the criteria the government uses to determine projects, the entrepreneurs

to carry them out, the funding arrangements, the actual costs and expenditures

involved, and the resultant social benefit., Data are not available. Perhaps
it should be expected priorities are shaped by political as well as economic

considerations.

Dawn of a New Era?

Only time will tell whether our delineation of 1980—81 as a major
turning point in Philippine financial development is correct, The governmentv
has‘institutédfmajor'reforms in both the institutional framework of the financial
system and its interest rate ceiling policy. The main purposes are to
increase competition among all kinds of financial institutions and to increase
the availability of long-term funds for investment. In addition, the financial
system was subjected to a major crisis in spring 1981, triggered by the flight
of a highly respected business leader who left large debts behind.

In April 1980 the government passed a series of laws that enabled
various financial institutions to engage in a wider range of functioms,
thereby reduéing market segmentation, ( A good general description 1s

"Unibanking" in Business Day, August 28, 1980, Section III, pp. 17-32.)

Functional differences among various types of thrift institutions were eliminated,
and they were allowed to compete directly with commercial banks for domestic
demand deposits; in effect they have become deposit-creating (i.e., commercial)

banks. Other financial institutions are also allowed to convert to commercial
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the
bank status on meeting / P.100 million net worth requirement. Mergers

among various types of financial institutions are encouraged, At the

same time minimum capital requirements have been increased, reducing

entry opportunities by small institutions,

The most visible, and most controversial, change has been the

authorization of expanded banking activities by very large commercial
banks (with net worth of P.500 million). This is termed unibanking in

the Philippines, based on the German model of universal banking.

The most important new function is that unibanks may engage in invest-
ment Banking, both underwriting of new security issues and direct
.equity participation in industrial enterprises. In addition they receive
favorable tax treatment and other incentives, possibly including preferred
access to Central Bank credit, Unibanking is discussed in the IMF Mission
Report (1979) and Patrick and Moreno (1980), and in a broader contextAin
Khatkhate and Riechel (1980).

| Potentially the most profound reform was to shift from a ceiling
interest rate system to a mérket—determined system, effective July 1,
1981, for time and savings deposits and term loans. At the same time the
monetary authorities made clear they would not tolerate '"excessive com-
petition'" for deposits that hurt smaller banks and thrift institutions.

It seems possible that price leadership or other forms of oligopolistic
behavior will occur. It is premature to judge whether a market-determined
financial system with flexible interest rates will prevail. Interest rate ceilings
on loans with a maturity less than two years were not removed, on the
grounds this would provide an upper limit to interest-rate competition for
deposits. The monetary authorities have indicated they plan to move gradually

to a completely market-determined system., That would presumably result in

a more efficient allocation of credit and greater rewards to savers.
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VI. Conclusions

In the 1955-80 period the Philippines has undergone financial develop-
ment similar in kind though not degree to that in Japan from the 1870s to
the 1930s. Like Japan it created a dynamic system of commercial banks and
a variety of specialized institutions for the collection of savings, fin-
ancing of agriculture, and provision of long—terﬁ credit, The facilitating
role of the government has been important, both in the first phase when
entry was easy and banks received government deposits, and subsequently
when entry was restricted, merger encouréged, and minimum capital size
raised. A further important, and in some respects'disturbing, similarity

was the recurrent instability of the two banking systems.

By standard criteria Philippine commercial bank lending appears
A_reaqqnable; the average term is short, liquid asset ratios are relativelj
Vhigh, there is considerable diversification among sectors. But actual
risks are probably suﬁstaptially higher, Sectoral diversificatidn masks
what is substantially less diversification by group or DOSRI bérrowers;
moreover such borrowers tend ﬁo eng&ge in risky, at times speculative,
investment activities. Nor is fraud unknown. And the still-
underdeveloped state of the economy means increased risk as well as
opportunity,

Riskiness on the loan (asset) side is matched by the insecurity
of depositors. While the core of deposits fér the commercial banking system
as a whole may be relatively stable (as the IMF-World Bank, 1979, alleges),
that has certainly been far less true for individual banks, especially
the weaker banks, Moreover, it does not take into account the important
share of deposit substitutes in the 1iability structure of many banks;

they are quite volatile, and too large to be covered by the relative modest
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amounts of deposit insurance. As in the first sixty years of Japanese
banking history, in the Philippines the monetary authorities have had to
step in time and again to stop bank runs or contaia their spread.

Perhaps the most important lesson to be learned from the Japanese
‘experience of financial development has to do with interest rate policy.
The lesson is twofold. First, from the 1870s to the eve of World War II,
a flexible, free, market-determined interest rate system contributed
significantly to the rapid growth and relatively high level of financial
intermediation, the increasing role of the modern financial sector and the
decline in financial dualism, the allocation of credit among various
types of users (while also blased toward large firms, apparently lesé
so than iﬁﬁihe Philippines), and the healthy growth of a strong capital
market, including bonds and term loans. Second, the imposition of a

controlled interest system with credit rationing, instituted during World

War II and maintained in the postwar period, has probably had few advantages

and has not had major deleterious effects only because the rate of private
séving became so high, alternative saving (investment) opﬁortunities were
limited for the increasingly urban population, business investment demand
was high, and economic growth was so rapid,

The adverse impacts of the controlled interest rate system included
redistributing income from the average Japanese (who saved in deposit form
at low real interest rates) to the already wealthier stockholders and
employees of the large firms receiving credit at low interest rates; and
that the capital market, especially the bond market, did not develop and
contribute significantly to the financing of long-term investmént. It is

noteworthy that relative to GNP per capita, financial development in Japan's
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repressed postwar financial system was substantially below that of
Japan's market-oriented prewar system (Patrick, 1982).

The Philippiee monetary authorities have known this lesson of
the benefits of a market-oriented interest rate system since the early
1970s, but began implementing it only in 1981,

One of the most striking similarities between confemporary Philippines
and prewar Japan is the emergence of family-owned financial-industrial-
commercial groups of affiliated companies under central control (family-based

groups, or zaibatsu). Because there are far fewer banks in the Philippines,

the concentration of bank ownership to major wealth units seems substantially
greater than in prewar Japan.

- The relative economic effeétivenesa‘in the economric development
process of the (family) group form of industrialization cannot be
determined a priori. As Japan's experience as well as other cases
suggest, there are both economi¢ benefits and costs. ( For genergl discussions
see Leff 1976 and 1979.) On the benefit side, the group may be able and
willing to innovate, to search out foreign teéhnology (frequently through
joint ventures), to pool and otherwise take risk; to reducé risk and increase
profits by internalizing to the group economies external to the individual
firm; to economize on scarce entrepreneural, managerial, marketing, and
technical skills; and to offset imperfections in financial markets. Omn
the cost side the group may exploit market power not only of individual
firms in oligopolistic markets but of its entire operations; divert scarce
capital and other resources to its own, less efficient, activities; reduce
the general competitive environment; and so forth.

The major criticisms of the group form are not simply in terms of standard

economic criteria, The group perpetuates and enhances the concentration
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of income, wealth, and economic power. That economic power spills over

into political power. They do not have to take as given the rules of the

economic game as determined by government,

The "lessons" from the prewar Japanese experience of the zaibatsu
form of industrial and financial organization are complex, mixed, and
not yet fully evaluated by economic, political, or social criteria. It

is our guess that on pure economic efficiency grounds the zaibatsu (and the

new zaibatsu of the 1930s, in some respects analagous to the Philippine

new elite of tﬁé 19705) wé;e ; ;e; éoﬁ;ri£u£§r fo Japan's economic development
prior to World War II. Despite some static misallocation of resources

through exploitation of oligopoly market power, as entrepreneurs they may
have imported technology and allocated resources reasonably well in a

dynamic context. However, the political and social costs of the zaibatsu
probably outweighed their efficiency benefits. There are few apologists for
the zaibatsu.

This group form of industrial organization seem a significant
characteristic in many late comer developing countries with a capitalist
systen of private ownership of property., This phenomenon suggests a
number of important theoretical and empirical issues: to what extent is
the group form of industrial organization inevitable? To what extent
will family-controlled groups evolve into management~controlled
organizations? To what extent can the nature, growth, and function of
groups be controlled by government policy? What are the interrelationships
between economic and political power?

We cannot pretend to answer these questions in the Philippine context.
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No economic analysis has been done of the role of family groups; indeed
the data are not available. However, the highly respected economist
technocrat and current Prime Minister Cesar Virata has said: "Each of
these family groups has its own conglomerate...theSe types of development
have not produced an efficient industrial system. We cannot allow small
cement plants to proliferate, for example, just because éach family would
like to have one" (Business Week, May 17, 1982). Ineffiéiently small-
sized plants have been more likely unde: the Philippines' import-protection
policies; in prewar Japan's more open trade context the zaibatsu behaved
differently. Intérestingly, several of th; "new elite' groups that
flourished the most in the 1970s were in the greatest trouble in the
1981 crisis; indeed, government financial institutions had to assume
at 1éast temporary control of the Herdes Group's Interbank and Commercial
ﬁank (the 1981 re-opened chcessor to the Overseas Bank), and the
Silverio Group's Philipinas.Bank.

Inevitably the study of the commercial banking system becomes, implicitly

at least, in part a discourse upon economic power in the Philippines.

Ongoing economic and political changes have created opportunities for

entry into the elite despite the great importance of inh;ritance.

Nonetheless, economic wealth and power remain highly concentrated, For general
discussion see Mangahas and Barros, 1979, The relationships between and

among the groups are variegated, situational, and certainly complex; they
involve elements of friendship, hatred, alliance, competition, and ad hoc
arrangements., The Philippine rules of the game at the top are different

from Japan or the United States, and certainly the game is played as toughly

in the Philippines. There are major differences in "revealed" cultural norms
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shown in the behavior of those in power. Practices regarded as un-
acceptable in the United States or Japan are apparently tolerated in the
contemporary Philivpineé. The relationships among financial, commercial,
and industrial power, and their implications for development in the
broadest sense., have vet to be understood fully--in the Philippines,

in Japan, and indeed in any nation in the world.




Footnotes

*The authors are respectively Professor of Economics, Yale University
and Assistant Professor of Economics, University of the Philippines. We
are indebted to various leading members of the public and private financial
community for their insights provided in interviews, and to Lerma Moreno
and Ellen Rose Payongayong for research assistance. We have~ben¢fitted
from discussions with Professor Edita Tan and her research on Philippine
finanée (see especially Tan 1979, and Tan et al, 1981). Patrick is
mainly responsible for the interview data and the drafting of this essay, and Moreno
‘for the tabular data. Financial support for this study was provided by
the International Development Center of Japan through its Compara;ive

Analysis Project.

1Recently the IMF and World Bank staff have prepared a series of
studies including the Philippines in comparative analysis of financial
markets and institutions in developing countries; see, for example,

Khatkhate and Villanueva (1979) and Saito and Villanueva (1978, #49).

2The specific dating is somewhat arbitrary. For a more detailed
discussion of the Japanese financial system from the 1880s to the 1970s
see Teranishi and Patrick (977 and 1978), and Patrick (1967, 1972, 1980,

and 1982).

3For good studies of Philippine economic performance see Ranis et al.
(1974); Bautista (1980); and Bautista and Power (1980); and the periodic
publications ("Executive Briefing Pamphlets" and others) of the Center for
Research and Communications, Manila.

ARelatively few empirical studies are available; the Nicaragua case

has been analyzed by Strachan (1976), Pakistan by White (1974), and Korea

by Jones and Sakong (1980). Our study focuses on Philippine commercial
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banks and hence the operations of domestic groups. Many groups, especially
the largest, have substantial tie-ups with foreign firms, mainly based

in the United States or Japan. For a description of Japaneée involvement,
as well as brief descriptions of most of the Filipino groups, see Tsuda
(1978).

5Emery (1970), IMF/World Bank Mission (1979), and Tan et al. (1981)

provide good general descriptions of the financial system. For more
detailed quantitative data see Hooley and Moreno (forthcoming), and the
annual reports and other publications of the Central Bank of the Philippines.
An important analytical review of the literature is provided by Tan (1979).

6See IMF-World Bank Mission Report (1979 , p. 1), Table 2, and

for 1970, Ranis et al (1974, p. 229, adjusted to exclude Central Bank
assets). The comparable ratios for prewar Japan were 37 percent in 1885,
64 percent in 1900, 110 percent in 1913, 133 percent in 1920, and 240

percent in 1930.




Table 1

Economic Overview

Basic Indicators

Population (millions, mid-1980)  49.0
Area (1,000 square kilometers) 300
GNP per capita (US dollars, 1980) 690

Growth rate per capita
(real, average annual, percent, 1960-80) 2.8

Inflation rate (average annual, percent)
1960-70 5.8
1970-80 : 13.2

Growth Rates (real, average annual, percent)

1960-70 1970-80

Gross domestic product 5.1 : 6.3
Agricultural production 4.3 4.9
Manufacturing 6.7 7.2
Gross domestic investment 8.2 10.5
Merchandise trade

Exports 2.2 7.0

Imports 7.1 3.4

Population

Structure of Production and Demand (share of GDP, percent)

1960 1980
Agriéulture 26 23
Manufacturing | 20 26
Consumption’ 84 75
Gross domestic investment 16 30
Gross domestic savings ' 16 25
Exports of goods and non-factor

services 11 20

Source: World Bank, World Development Report 1982, Annex.
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Table 5. Private Commercial Banks Classified by Management Style and Type
of Ownership, 1978.
Management Style. Ownership Type
Owner-Managed Annkbnzanb
Associated Citizens Coutruats
China Bank ¥{imanbank®
Equitable - Interbankf
Filnanbank Man{labank
Philb-nkingf Philbanking
Phil. Trust pcisf
Producers Prudential £
Prudential e Traders Royale’ '8
Republic Plnn:era Solidbank
gé;ggrs Royal ?ilipino;Chinese
Allied
Intermediate Associated Citizens
Allied China Bank
.Comtrust : Equitable
1BAA Metrobank
Interbank Pacific
Manilabank PBCom®
Metrobank Producers
Tacific Joint Ventures®
Security BPI
) Citytrust
Professional Management FEBTC
' 1BAA%
BPI RCBC
Citytrust Security®
FEBTC SeEUEEET
PCIB Quasi-Governmental
RCBC e,f
Republic Planters '
Solidbank UCPB®f
Sources: The "management style' classification ig based on interviews in

Notes:

1979 and 1980. Some informed observors would place certain banks
in a different category.

Ownership type: Katigbak, ("3 Classes of Banks,™ April 2, 1979).

This is a loose classification indicating roughly the degree
to which the bank is managed in a traditional, often family
style by owners, by professional managers hired by the owners,
or in some intermediate position.

“The Anakbayan banks...are where the Filipino families can
trace their heritage and families way back" in the Philippines.

Banks which have a minority foreign ownership; Chins Bank and
Equitable also have foreign participation (see Table 6).

"This column considers Republic Planters Bank and the United
Coconut Planters Bank as quasi-government banks, apparently
due to their sources of funds.

Apparently controlled by a single individual.
"political banks," considered close to the government

Remaining foreign interest subsequently sold.




R R

Table 6. lank Assets, Lisbilitiss, Deposits and Wet Iurths-“;-u and Demk, Salacted Yesars
WAME OF BAMK TOTAL ASSTIS TOTAL LIABILITIES
BAKK ADURT (1o millica pesce) RANK AOONT (1p millice pesos)
1980 1978 1973 1968 1965 1980 1978 1973 1968 1965 {1980 1978 1973 1968 1980 1978 1973 1068
H
{ PRIVATZ DOMESTIC
1 Allfed b S| 7.256.9 . 3,709.3 1 3 6,801.8 3,423.4
: Genbank 14 26 2 670.5 938 559 14 2 625.6 0.1
L2 el 2 1 2 4 4 6.441.7  4,442.0 1,262.2 3989 2208 2 1 09 4 s.s2.3 40403 €955 Ms.6
, Pecple's 4 10 190.6 141.4 17 14 417.1  167.4
4 3 Matrobank 3 2 s 16 21 5.506.4 4,072.8 $23.0 173.1 &h.& 3 2 H 16 5,152.5 3,837.8 826.4 157.5
P4 RPB & 4,880.5 745.4 4 B 4,628.4 633.0
] Republic 19 13 2709  224.8  219.8 21 12 241.3  209.9
5  PCIB s s 1 3 2 4,781.2  3,236.4 1,307.8 4483 298.8 S H 1 3| 43988 2,997.7 1,213.0 381.3
Merchants 20 25 29 269.5 95.0 5.4 . 22 26 240.2  78.4
Commerce 18 11 9 440.4  23%6.2  139.0 19 u 403.7  210.9
;6 uces 6 4 46649 3,436.9 | 6 4 4,136.0  3,109.9
i FUB 21 21 20 228.6  103.3 77.8 ! % B 203.2  64.7
i 7 rEBTC 1 6 9 10 14 4,344.7 3,202.3 8611 2384 1088 [} 7 6 8 10 | 4,006, 2,949 759.5  214.2
i 8 Traders Royal g 16 29 3,757.9  1,801.8  136.5 s 15 3,552.1  1,663.8
: Traders {(Commercial) s 23 1.3 57.9 32 28 113.8 68.6
‘9 meEC 9 7 3 20 25" 3,720.1  3,092.3 1,153.3 113.4 s1.9 i 9 7 2 20 | 3,472.3 2,801.3 1,093.2 97.8
‘10 China 10 8 4 1 3 3,51.8  2,816.8 1,122.1 505.3  287.4 .| 10 [ 3 1 | 30584 2,526.2  990.7 433.2
11 Pacific 11 9 16 % 12 3,366.7  2,54k.4 8019  263.8  128.6 11 s 110 s | 3,128.3 2,372.8 733.9  236.4
_ Progressive 30 3N 3 75.3 66.1 321 3 2 51,3 54.6
112 Menilabank 12 12 7 15 1 1,2064.4  2,207.0  969.1 183.5 1011 ] 12 N2 6 15 | 2,945.9 2,009.3 904.5 162.2
13 Solidbank 13 10 6 19 2,978.7  2,524.2 1,005.9  269.5 78.7 | 13 10 4 6 | 2,7m6.5 2,290.1 $29.2  244.6
114 Equitable 14 11 5 2 1 2,889.7  2,443.6 1,022.4  467.3 3104 ;| 14 11 5 2 | 2,544.3 2,375.8 918.9  419.2
ixs PBCon 15 18 16 8 7 2,764.6 1,410.3 S%01.8  265.6 179.89 15 18 15 9 | 2,482.7 1,224.2 £52.6 235.4
16 IBAA 16 15 1S 2,720.3  1,114.4  638.1 6 16 2,455.8  1,611.6
asia 2 2t 102.5 S8 20 22 346.1 6.4
First Insular 23 26 o i 100.6 41.0 23 2 2389  &0.0
17 Security 17 19 17 12 1 2,587.2  1,369.4 5007 2280  140.3 17 19 16 13 | 2,405.2 1,210.4 47,7 195.4
18  Comtrust 18-13 11 6 8 2,412.7  1,984.9 7034 2761 163.8 18 13 12 7] 2,217.7  1,800.8 639.3  243.7
19 Philbamking 19 14 13 17 13 2,203.8 1,952.6 €90.8 146.5 116.5 19 1% 13 18 2,029.1 1,794.8 627.5 125.0
20 Prudential 20 17 12 5 6 2,177.5  1,603.8  700.2 3247 210.7 20 17 1 s | 1.977.3 1,426 639.7  287.3
21 Interbank 21 2 1,641.4 976.3 a1 u 1,492.1 864.2
Continental 29 28 8.0 &5.4 s 29 413.1  61.6
22 Assoc. Citizens 22 20 1,624.4  1,110.3 2 20 1,472.8 974.9
Associated 25 24 30 1881  100.4 32.2 e 2% 157.5  83.1
Citizens 2% 21 22 195.0 89.5 61.4 27 27 167.2 4.1
! 23 Cityrrust 23 22 , 1,481.7 824.2 23 22 1,307.3 €96.4
[ Yaati 22 Y0 27 228.4 68.3  46.5 5 30 197.5  $5.0
24 Producers 24 25 23 1,416.7 682.0 211.9 24 25 % 1,261.4 $46.7 172.8
v | 25  ?ilmenbank 25 %4 1,053.8 709.7 26 2 ’ 7321 617.4
i Filipinas 28 32 32 158.2 52.6 17.3 54 32 136.2 42.0
Manifacturers 27 18 18 164.7 146.1 85.3 29 17 146.6 129.9%
26 Philtrust 26 26 26 19 15 917.4 $61.0 173.4  140.9 103.7 25 26 30 19 742.4 426.8 142.2  118.3
OVERSEAS 16 103.2
TOTAL PRIVATZ DOMESTIC 84,275.1 55,272.2 17,5352 6,271.9 3437.0 77,281.3 50,146.6 16,274.9 5,477.8

Souvrces: Data for 1980 — CB Pectbook, Philippine Pinsncial System, 4Q, 1980.
Data for 1978 —- CB Pactbook, Philippine Financial System, &, 1978,
Data for 1973 — Ranks: Table G. SGV 1974 Assete: Table E, SCV 1974 Lisbilit{es: Tebles 0 .-0,, SGV 1973
Data for 1968 — Ranks: Table E, SGV 1969 Assets: Table 7, SGV 1969 Liabilities: Tables 01-03_ SGV 1968
Data for 1965 — Ranks: Darived Assets: Teble F, BGV 1966 (computed)

Note & —— aAmount of Totsl Assets of RCBC and Asis sre equal.
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Table § (contisued) 5%
S or sam TUTAL SEFOSITS TOTAL WET WORTE
"' ST (1s nillies pesce) A SOTHT (18 wi11ion pesce)
1900 1978 1973 1968 19635 |4950 3978 1973 1968 1963 11980 1979 1973 1048 1963 {1980 1978 1973 1968 1965
PRIVATE DOMESTIC
1 Alltes 3 ? 6478 2,736 3 4 435.0 1.9
Canbank 17 12 n .2 ¢ 3.4 17 27 20 “.9 13.7 12.0
2 w1 2 113 3 lyeuo 3ome  m3s 309 T 111 103 3 s 407 16 533 06
" Pecpla’s 13 1 s N ELI ) 132 2.8
3 Macrobasx 3 3% 15 10 [yssee 24160 4732 1065 M1 | 6 8 D 3 {3se 29 435 s 5.0
4 18 23 1,516.5 316 4 13- 321 92.4
Republic 1 6 160.0 1100  184.9 BN ¢ .6 148 269
5 e . & 5 S 4 s 20423 867 e 1380 | 4 7 3 1 2 [3ma . M 670 4S8
Marchancs 3 23 157.3 8.9 .2 U1y 2 238.7 0.3 16.6 1.1
Commarce 13 10 o 249.7 184.1 n4 1 0 9 3.7 3.3 2.4
¢« uvee . 2 31881 2,786 1 2 sos.9 3270
b 2 21 2 143.2 518 as.4 % 17 18 25.4 10.¢ 16.4
o s S 8 12 14 {p.922.7 1.0807 475.0 190.0 8.1 ] 8 6 4 12 13 |36 26 W6 242 173
§ Tradars Royal 7 12 2,684.0 1,293.8 17 19 058  138.0
' Traders (Ce—-m-l* 3 N 3.2  10.8 0.4 3 1 2.7 127 8.4
e 8 8 4 2% 2 liaoy 1172 en.s ese 373 |15 1 12 2 23 | %8 2000 601 156 105
10 Chine 4 16 1 2 {yem2 1379 4.0 3248 148 | 5 3 2 1 1 | M4 e N6 721 8T
U Pecifte 9 10 10 9 13 Ja3.8 1,958.7 4723 157.2 668 {26 16 7 9 12 | sz 1M &0 274 182
Progressive 2% 12 38.2 18.6 14.9 24.0 11.% 6.9
;12 Manilabenk 10 13 11 17 16§27 13,2606 0 4.8 %48 304 [ 1z 12 8 16 16 | 2305 1976 &6 3 133
{13 Selidbamt un € 2 6 17 {20869 1,780 4.8 170.7 301 |13 ¢ 6 1 19 | 2s22 2261 767 9 129 |
14 Rquicsble 12 ? 3 2 1 {404 1.6605 6.4 3094 2291 ] ¢ 5 3 4 & | xse 2678 2035 &2 327 l
1 racon 18 19 1 7 7 1.5 s7s.7 1625 1662 1030 |11 13 16 7T 7 | 219 1M1 492 N2 D9
U M 19 17 1 10326 ST.4 38 10 10 1 264.5 2028 $3.1 ;
I dsia a 7.2 19.0 ‘2 n 161 n2;
| Firet Insulsr 1 n ns  u2 x B 79
17  Securicy 18 18 16 11 10 1,666.9 0.2 %40 199.6 0.7 ] 2. 17 15 8 10 .o 1589 9.0 8.6 a.s
18 Comtrust i} 14 12 ) ] 1.769.7  1,257.1 3%0.%  163.5 .1 19 14 s ¢ .‘ 195.0 184.1 6.1 0.4 23.5 !
19  PMiilbanking 20 16 14 18 18 fi.98 910.0 215.6 82.7 %.9 | 22 1B 10 15 14 1.7 158.3 3.3 21.8 6.8 !
20 Prudestial 1715 1 4 s [13009 1,007 4788 22709 1330 |28 33 u ¢ 3 | 202 177 s M4 2870
121 Isterbank 3 2 1.5 231.6 % 0.3 121 i
Costinental 27 28 7.6 22.1 2 25 16.4 9.9
. 22  Assoc. Citizems 21 20 842.6 044 3 151.6 135.4
; Associsted % 23 n 3.1 a2 8.2 22 18 u . 30.6 17.3 10.3
i Cletzmns 3 1 7.9 13 w7 35 35 18 ) e 1.4 12
| 233 cieyeruse n 3.3 0.6 u n 1744 1.0
Feart 2 26 22 1031 M. 20.8 n r 2 0.9 13.3 5.9
i % Producers 2 23 9.4 264,53 7.0 - - S U 175.3 1353 3.1
25 P{lesmbank x N6 .3 * a7 w23
| Tiltptaes 27 30 B o8 20 6.7 »u n 2.0 10 .
: Maoufacturers % 20 20 "y 3 3.7 »2n 17 na 16.2 4.1
I % Philtrust 2 4 3 16 12 s19.6 1.2 .1 0.4 ns |22 20 23 n*jise w2 N2 2.6 18.7
: OVERIIAS 18 3.6 18.7
imu PAIVATI DOMESTIC 49,031.2 31,886  9,143.9 3,681.4 2199.2 .993.8 5.125.2 1,676 el 0s.S
Sourcas: Data for 1980 — (B Pactbook. Phil{ppine Fimamcia]l System
Dacs for 1978 - Ranks: Table C, OV 1974. Deposits and Het Vorth: Teble B, GV 1374 (computed)
Dets for 1968 — Ranke: Tadle §, 8GV 1974. Duposits and Bet Worth: Teble 7, SCV 1969 (cowmputed)
Dats for 1963 — Ranks: Derived. Dapoeits computed from Tadble K, SCV 19-6; Bet North cowputed from Tebla P, SGV 1964.
foce: * —~ qame gmowRt.
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Table 7. COMURCIAL BANK RELIANCE ON CENTRAL BANK CREDIT AND SWAP ARRANGEMENTS (OUTSTANDING BALANCES, DECEMBER 31, 1978, 1979, 1980)

FOREIGN EXCHANGE CENTRAL BANK CREDIT _ FORZIGH EXCRANGE BOUGHT |  POREIGN EACHANGE BOUGHT
NAME OF BANK , CENTRAL BANK CREDIT FUTURES BOUGHT tal Cepitel Accounts Total Assets “Total Capital Accounta
. (ia mtllion pesos) (in millfon pesos) (percent) (perceant) (percent) (percent)
1978 1979 1980 1978 1979 1580 1978 1979 1980 [ 1978 1919 . 1980 1978 1979 1980 1978 1979 © 1980
PRIVATE DOMESTIC 3,142.1  8,283,7 11,299.0 | 3,849.4 8,100.5  14,672.7 | 9.3% 12,022, 13.41% 100,322 140.23% 158.087) 6.961 11.76% 17.41%| 75,108 137.20% 20S.297
1} Allted Bank 88s.7 850.6 542.7 664.6  1,412.2  1,461.6 | 23.95 14,23 7.47 | 320.94  212.35  118.42 | 17.91 23.62  20.14 | 240.03  352.55  348.94
2{ 1 207.6 506.6 904.8 62,9 345.5 756.0 | 4.67 9.68  14.05 51.80 © 111,57  174.88 1.4 6.60 11.74 15.68 76.09  146.12
3| Metrobank 271.9 461.8 464.9 257.1 607.1  1,138.0 | ¢.67 8.80 8.44 | 115.69 159,22  131.56 6.31 11.57  20.67 | 109.43  209.32  322.04
&) wrp 213.7  1,494.8  2,545.1 - - 7171 8.67 52,41 52,15 ] 231.34  977.24 1046.61 - - 1.47 - - 29.48
5| ecis 249.7 165.3 682.0 403.0 1,202.4 3,640.8( 271 ..uw 14,26 | 104.58 58.52  193.64 | 12.45  29.93  76.15 | 166.81  309.27 1,013.75
6| ucea 137.2 308.7 366.0 - 187.8 829.8 | 4.40 .76 7.80 48,06 78.71 71.59 - . &77 17.86 - 48.35 162,30
7| resrc 146.4 337,53 308.6 356.1 399.2 953.1 | - 4.47 9.67 7.10 56.87  118.18 93,93 | 11.12 9.67  21.94 | 138,31 139.78  290.10
8 | Traders Moyal 30.9 185.8 287.5 32.0 29,2 29.9 .1 7.63 7.65 22.38 112,37 139.91 1.78 1.20 0.80 23.19 17,60 14,55
9| meae 448.2 439.9 IN8.3 689.6 1,696.7  1,095.6 | 14.49 11.75 10.06 | 223.01  195.82 148.07 | 22.30  45.30  29.45 | 343.17  735.72  4&33.42
10 { China 327.5 4718 724.1 2.8 439.9 769.2 | 11.63 14.49 20,44 | 113.49 138,03  109.36 9.69 13,52 21.72 94.54  128.77  201.16
11 | Pacific 359.1 289.9 279.8 n.4 105.9 229.5 | 14,11 9.01 8.37 | 209.14  159.55 133.01 2.80 3.29 6.82 41.57 58.28  109.10
12 | Manilabenk 194.1 401.2 299.9 235.0 489,3 924.6 | 8.79 14.18 9.36 98.22 . 185.31  116.08 | 10.64 17.29  28.85 | 118.92 226,00 357,89
13 | Solidbank - 62,0 223.9 1.1 4.1 46.9 124.8 | 2,45 8.4 8.09 | 27.41 89.85 91,96 1.2  1.n 4.19 20.38 18.82 47.60 .
14 | Equitable 40.4 142.6 283.4 131.4 5.7 201.3 1.65  5.80 9.81 15.07 46,00 81.22 5.37 3,08 6.97 49.04 24.42 57.69
15 } PBCom 30.5 73.3 108.2 103.7 305.5 515.1 2.16 . 3.66 3.9 16.37 33.91 41.47 7.35 14,85 18,77 55.71  137.56 . 197.43
16 | I2AA 110.7 109.5 315.9 117.8 199.9 66.2 6,10  5.44 18.96 $4.58 45.73  194.13 | 10.57 10.11 2.43 58.09 83,48 24.91
17 | Sacurity 62.8 104.4 288.7 13.4 333 1,160.9 4,58 7.21 11.16 39.52 62.37  158.13 0.97 2,31 44.87 8.41 20.001  ¢35.86
18 | Comtrust 139.1 231.3 57.7 17.7 - - 7.00  10.46 2.39 75.55 121.73 27.32 0.89 - - 9.62 - -
19 | Philbanking 376.4 384.4 403.4 61.8 135.8 63.8 {39.27 19.68 18.30 | 237.79  231.99  230.66 3.16 6.95 2.89 39.04 81.96 36.48
20 | Prudencial 25.4 100.5 220.5 - 1.5 46.1 1.58  4.96 10.13 14.34 54.67  101.23 - 0.07 2.12 - 0.82 21.16
21 | Interbank 381.6 354.3 3715.3 67.1 183.3 249.9 || 39.08 30.65 22.86 | 340.41 291,58  251.93 6.88  15.85 15,22 $9.92  150.8%5 167,75
22 | Associsted Citizen 104.8 141.8 237.1 63.9 46.4 36.7 || 9.44 11.49 14,60 77.41  107.50  156.42 5.93 3.7 2.26 48,67 35.18 24,21
23 | city Trust 19.0 159.5 275.6 148.3 109.8 177.2 1 14.43 13.68 18.60 93.05  105.62  157.97 | 17.99 9.42  11.96 | 115.99 2.1 101.57
24 | Producers 133.1 163.7 266.4 70.1 93.7 135.3 | 22.45 18.22 16.80 | 113.16  110.264  153.5% | 10.27  10.43 9.56 81.77 63.10 78.10
23 | Filmanbank 3.0 175.8 165.4 51.9 50.3 33.2 Il 419 17.5% 15,70 |  36.87  204.94 95.33 7.21 505 5.05 | 6.2 58.87  10.85
26 | 'mil. Truse 7.4 6.1 9.7 9.6 3.0 2.4 131 0.9 -8.69 S.41 3.96 45,11 1.70 0.45 0.26 7.03 1.95 1.36
COVERNMENT 7,850.5 9,162.4 12,342.3 | 1,310.5 1,412.7 2/329.2 | 31.21X 27.A1F  29,81X| 396.61X A15.53% 493.15%3| S.213  4.23%  S.63%| 66.208  64.07%  93.07%
PNB 7,725.6  9,025.0 12,293.3 | 1,278.7 1,384.4  2,320.5 || 33.11 29.29 31.80 | 426.61 . 450.00 S537.05 5.4 449 6,00 |- 70.61 69.03  101.38
Vatersns 125.1 135.8 49,0 31.8 28.3 8.7 6.84 5,1 1.7 74.24 68.09 22.93 .73 1,08 0.32 18.85 14,17 4.08
POREIGN 483,1 902.0  2,018.6 | 2,214.8 3,964.0°  3,900.4 4,352 u.uv 10.763| 129.42% 240.80X 529.22%} 19,93  25.12T 20.82%| 593.33% 1058.22% 1022587
Citibank, W.A. 242.4 503.6 973.0 | 1,814.8 3,074.6  3,483.6 3.42 3,98 1,70 | 242,40 503,60 973,00 | 25.63  30.47  271.57 hais.s0 . 3074.60 3483.60
Bank of Amertcs, b |- :
NT & SA 165.9 278.8 749.1 165.3 585.5 102.7 .30 7.42 20.80 - - - .21 ° 15.61 ‘2,88 - - -
HSBC 36.8 107.% 108.9 3.7 45.1 127.8 | '3.59  8.87 6.70 27.91 81.07 81.26 0.36 : 372 7.86 34.01 93.37
" | Chartared 38.0 12.4 187.6 231,0 258.8  186.3 5.16  1.43 21,68 26.87 8.73 . 127.26 | 26.70 . 35.40 21.53 182,26  126.30
ALL BANKS 13473.7  18348.1  25659.9 | 7374.6 13477.2  20902.3 (| 14.72% 15.33% 17,773 | 180.20X 215.103  235.79% | 8.052 11.41X 14.473 | 98.61X 150.86% %08.30%
1

!
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Table 8.

(September 1978, 1979, and 1980)

-59-

(in percent)

Sept.
1978
A. Distribution by Sector
All industries 100.0
Agriculture, Fishery and Forestry 10.7
Mining and Quarrying 6.7
Manufacturing 32.3
Flectricity, Gas and Water 0.6
Construction 2.9
Trade 26.2
Transport, Storage and Communication 2,0
Financing, Insurance and Business
Services 6.1
Real Estate 3.8
Community, Social and Fersonal Services 8.8
B. Distribution by Maturity
Short-term 82.2
Intermediate-~term 10.2
Long-term 7.6
C. Distribution by Stated Interest Ratel
More than 147 5.5
147 31.9
12-137% 33.9
Less than 10% 12.2
D. Other Features
Unsecured 31.8
Private corporations 66.1
Individuals 23.0
Single Proprietors 5.5
Public Sector 2.8

Commercial Bank Credit Outstanding, Selected Features
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76.3

10.6

12.9

37.9
18.0
17.0
16.6

39.7
67.6
19.8
3.1
7.6

Source: Central Bank of the Philippines, Statistical Bulletin, and Philippine
" Financial Statistics, 1978, 1979, and 1980.
Note: Data include government and foreign as well as private domestic commercial
banks.
1

The interest rate ceiling was 127 on secured loans, 147 on unsecured.
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Table 10. Credits Outstandings by Financial Institutions by Maturity
: As of December 31, 1977

(Million pesos)

Short Term

Intermediate
Term

Long Term

% of
Amount Total

% of
Amount Total

% of
Amount Total

1,682.6 10.8

586.7 3.8
33.0 0.2
501.4 3.2
7,356.0 47.0
122.8 0.8
733.1 4.7
l16.6 0.1
313.1 2.0
20.7 0.1
2,477.7 15.8
972.4 6.2

- 823.5 5.3

15,639.6 100.0

Commercial banks 34,256.7 87.1 4,233.6 35.1
Savings bank 485.7 1.2 650.3 5.4
Stock S&L 389.6 1.0 48.7 0.4
associations
*LBP and PAB® 482.6 1.2 88.5 0.7
*DBP 563.9 1.4 1,794.9 14.9
~ PDBs 76.6 0.2 234.8 1.9
Investment houses 414.6 1.1 378.9 3.1
Financing companies 1,553.8 4.0 2,660.7 22.1
Investment companies 280.0 0.7 256.5 2.1
Securities dealers 450.0 1.1 9.1 0.1
*GS1S - - 917.2 7.6
*SSS 369.9 0.9 66.9 0.6
Private insurance - - 707.5 5.9
‘companies
Total . 39,323.4 100.0 12,047.6 100.0
Percentage of Total: Short term 58.7
' Intermediate term 18.0
Long term 23.3

Source: IMF-World Bank Mission Report (1979, Table 22, p.43).

Note: While data are not fully consistent the following definitions
are used: short-term, up to one year; intermediate-term, from

one to five years; long-term, five years or more.

a: Land Bank of Philippines and Philippine Amanah Bank.

*: Government financial institutions, but not including the
~two government-owned commercial banks.
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