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Financial Liberalization, Saving Mobilization
and Banking Innovations

(Abstract)

by Edita A. Tan

The paper provides an empirical analysis of the impact of the series of
measures undertaken by the Philippine Monetary Authority for liberalizing the
financial system. The paper notes that the measures were undertaken gradually
over about 12 years. The staggered manner of liberalization is shown to produce
poor results. , Since 1994 when full liberalization took place, the financial market
exhibited accelerated development: fairly rapid rise in saving mobilization, rapid
growth in the physical financial infrastructure, a narrowing of the interest rate
structure and the infreduction of modemn payment mechanisms such as electronics
transfer system. }:he&e: are all welcome developments but they entail some risks.
The paper concludes with recommendations for prudential and technical measures
to minimize the risks that a rapidly growing financial market entail.

“This paper was presented at the PiDS 20th Anmiversary Celebration, Sympasium in Honor of Dr.
Gerardo Sicat and Dr. José Encarnacian, Jr. at Room C Philippine Trade Training Center (FTTC), Roxas
Boulevard corner Buendia Avenue, Manila, September 22-27, 13597,

“Prafessar, Scheel of Economics, University of the Philippines, Diliman, Quezon City, Philippines.



&

The Philippines took a long time to correct obviously bad policies in both the
trade and the financial sectors. Over the years fmm the time that’ The Central Bank
was munded (1948) to the end ::;I 1he 18980s, mt::netar],f pc:llc:;f had been represswe
The intervéntions in the market |rrtens"ﬁer:t dunng the Marcc:q reglme from mid ‘IQELD
to the end of his administration in Februar;r 19886, F'|ecemegi‘-lmerahzat-nn which was
started in ‘]QTE proved ineffectual The paper shn::ws that the ma jor forms of
repression must be abandoned first beﬁ:li'e the dﬂﬁli'ed Elfeﬂ:ls Gfirb&rahzat.u::n cnu!{:l
be achieved. The upward adjustment of iterest rate ceilings in 1976 and their, s
abandonmerlt in 1981- 1983 prr:u:lu::ed little if not Zero impact on savlng me::bih:atu:un
for they were being countermanded by the pn::htrc:ia ly directed credit managemeant uf
the Central Bank that crowded out deposits and legitimate loans. ) Aqulnc:
administration stopped the latter but IIT'I]:DEEd its own repressive measures -
restricted bank entry and high intermediation taxes’ President Bamios undertonk
additional reforms. He relaxed foreign bank entry, raised foreign eqguity limits to
controlling levels and established an mdependent central bank, now cajled the
Bangko Sentral ng Pilipinas (BSP). We'see an acceleration of saving mobilization, a 4
narrowing of interest rate d;ﬁiérentlﬂl adnptlc}l"r ::uf Electrﬂrjum technology, and
gre.ater mtcg:‘atmn with'the mtemahmal ﬁnancla] m*arketﬁ
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The paper is organizéd as follows: Seclions 2 In:a‘3 is' 5 historical acn:nunt aof
repression from the fnundmg of the ﬁentraf Eaﬁi-: r::f the Fhlnppmes ff;: the Aqulnn
Administration and the partial réforms that we:*e' undértal-:en sincé 1976, Section 3
anglyzes the progress and rema:n‘ing pmblema under the Hamﬂs admlmétratmn
=section 4 has the concluding rerr*arhs
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2. Interventions and interest Rate Ruhré:s'sinn, a Hig';tu:rri&'a,l Acc:c:g tint _

The country’s post-independence monstary history may be divided into three
periods - pre-Marcos from 1948 to 1965, Marcos from 1966 to February 1986 and
post-Marcos under Cory Hquma and Fidel Ramos. The first period laid thr-:-: }
institutional setting for repressive policies with interest rate repressioh and directed
subsidized credit, The repression was mtensified during the Marcos regime when the
CE engaged itself in large-scale financing of government and crony private banks
ostensibly for dﬂvclﬂpment objectives. The post Mamajs admlnls’tratm ns took on the, ..
task of reforming the system but’ rmpnsed Eddlﬂﬂnai jntermed:atu:m taxes to help _
finance government deficits. e e

The Central Bank of the Phu:pplnEs was established by law in 1948 as a
dewelopment-oriented cEntral bark, mandated fo promote gmwth in output and
smployment and to maintain’ prlc:e and exchange rate stability. H Wwas given ample
powess io pursue these 'objectives. CB is governed by the Monetary, Board, the
messsary poiicy-making authority of the country. CB was not an independent bc:d;,r
Sece B Board was chaired by the' Sem’etam’ of Finance and hatl a majority.
m from the Cablnet Up tu:: 195{] mﬁnetaw p::rh{:-; w.::s -::entcred on.




mamtammg the exchange rate whu:h the F‘h:luppmes was pre&sureci L‘ry the United
States under the Bell Tr'ade Ag reement to fix at the pre-WWIl level of P2/$1. This
was an unrealistic exchange rate mnmdenng the h:gh :nﬂatmn that cumulated | ..
during VWWIil and the pent—up demand from the v war years. Monetary policy had to be
very conservative in order to stem’ de-.raluat:-un pressure CB controlied imports
through quantitative mntm!s fa-.rr::nng :mpprL ﬁphstltute industries. One of the first
acts of President Macapagal (1! 960- 1964) yas to free the exchange rate which was
permitted under the Laurel- Langiey Agreement (1933). Tha exchange rate adjusted
immediately by 50% and was suppﬂﬁ&d at ahuut B3 60/%1 until 1966. Quantitative
controls were later, replar:ecl by high tariffs as a means of stabilizing the exchange
rate and pursuing import subsrtltme mdustnahzatmn After wards the exchange rate
has been allowed tg rise th rough the years reachmg P32/1 presently.

i 1

In 1948, the banking sy_'atem mn:aisted, gf 7 commercial banks, 3 thrift banks,
the Agricultural and Industrial Bank, the sole government specialized bank, and 7 =
foreign bank branches. CB encouraged the establishment of banks to servicea
wider clientele. In 1952, the Rural Bank Act was passed and in 1954, the Agricultural -
and Industrial Bank was rnerged with the Reconstruction and Rehabilitation Fund to
form the Development Bank of the Philippines, DBP, af the same time that CB
began assisting the estamﬁhment of private dﬁvejupment banks (PDBs). CB
provided both rural banks (RBs), and.(2 Dﬂs} 100%, caunterpart financing for equity
and highly subsidized remscpuntmg, facility. The system inherited the Anti-usury law -
of 1906 which set loan ceilings of 12% for secured apd.14% for unsecured loans.
Between 1948 to 1965, the number of banks of all types increased quite rapidly.
Commercial banks increased from 7 to 35. This alarmed CB and it then stopped
licensing new commercial banks but continued to permit the establishment of other «
types of banks. No new foreign bank branches were allowed and only four remained
unﬂl1994.

I'-ﬂﬂney 3uppl1,r mcreasas wqre Iarg.r:lj,r coursed thmugh LB rediscounting and
equity financing of banks. Apparently the CB was quite prudﬁ-nt with.its financing .
faciliies until the end of the 1980s as shown by the relatively moderate annual -
money supply growth of a litile over 10%. . This: is vepy much lgwer than the growth in
iater years. Inflation rate averaged less 1% 1 inthe ﬁnsf,ﬂenade and averaged only
2.9% in the whole pF.-nr:rd T‘hﬁ lowr lnﬂa.hc:n rate w.;.reakened the repressive impact of
the interest rate ceilings so that M3/GNP ratio was able to i increase from 18.9% to
26.4% in this period. (Table 2)

The Marcos gmrernment 1;35’[3::1 2{] Iung yeam from Januar‘_n,r 1965 fo
February 1988. The pu::IIGIEE- of the previous governments were retained for most of
the Marcos years - the interest rate cailings, the promotion of rural and private .
development banking industry and CB de'.re[ﬂpmeni ﬁnanmng but with one nmpﬂﬂant
difference. CB development financing :ntcrnmﬂed CB funds were coursed through
the government banks and the crony banks. CB, in fact, heqame a tool for stealing
money for the Marcos group. The rediscoul nting rates had bean set earlier at very
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lerwe EEWEI In re[atm:m to the ceiling rates. Not u!:dntent with ﬁs‘#mney-pnnimg poOWers,
CB participated in the large-scaleforeign borrowing by th&'Execilive The'glut in™
Petro dollars encouraged borrowing. CB credits grew at average annual growth rate
of 15.2% in the 1950-1969 period to 23 5% i the 187 0-85 period resulting in the
acceleration of money supply growth from 2. 1%:-718:9%: Infiation juneped o a new
high level, averaging 16.9 for the same! aeﬂ'r::d {from 2.8% in 19504869) Tha: - e
economy has nut been able tu }uwer mﬂney sump!y‘ gn:wthlanﬂ |rrfL.‘atmn rate qmce '
then. : 3 B L 3 | T L% | I
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T he"mmnetar'y' envircnment’ had the ExpEE:tEﬂ:I ’duslnt’ermedianﬂn impact. s"}l i
also led to'wasteful allocation of credit and capital flight. The high-inflation which:.: ;
pulled down the realvalue-of the ceiling rates discouraged deposits and created
excess demand for loans henee rationing . Fhe political environment Tostered moral
hazards in barrowing. Hi'turn, the banks were encouraged to sdurce their funds from
the rediscount facility instead of deposits_: (Appendix A for a'graphical analysis). il 1

' Perhaps, easy credit did riore harm to the economy than interest rate
repression. Easy credit to'crony banks and businesses led'to a strong investmenit
disincentive as well as inefficiznt Slidcation. Palitically favered borrowers found it
more profitable to sifmply keep the foan proéeeds than to'inest tham. & new ward,
front ending, was coinad to déscrbe'this dction. Mibeh of the funds barrowed were
invested abroad partly to escape possible prosecution. Boyce {1988) estimated the" -
capital flight in the last 10 years of the Marcos regime to have amounted to at least
%10 Billion. Front-ending also took theform of carelebs choiceof ihvestment. 1
projects, many of which did not get completed. The misallocation is evidenced by
the bankruptcy of the three largest govermment financial institutions and crony banks
that were instrumental in funneling CB funds to bad projects. Hie non-performing
assets of the Development Bank of the Philippines amounted to abeut 87% of the
total and those of the Philipping Mational Bank, 6§5%. The Governmient Service
Insurance System alsd'had 50% of its assets'as non-performing. The abuses led to
a significant number of bank failures including the Philippine Veterans Bank;'a
government bank, three known crony banks, and rural banks. Ower the 18970-1986
period, a total of 221 banks were closed; these include 6 commercial banks and 180
rural banks. In addition to these were u::ther bankrupt banks that ware al[uwed to be
merged -.-.nuth or I:re tab:.an over t:n,r mluent banks. {T ahle 3. | SO0 -

il i

The economy went into 2 cteep recession in 198321985 when GNP detlmed
By 7 5% per year. There was disintermediation during the recessionary years with |
IHE‘-HF' ratio falling from 31.4% to 24 2% in the same years. Partial reforms were.
wmmes=ken starting mid-1870s partly from pressure from the Waorld Bank and the
IMFE . A o World Bank-IMF financial review of 1976 saw bank size and inferest
rate regres=ion'to be the main problemi: Following their recammendations, @B raised
the celing rates onigans and deposits and raised the capital requiréments for.. 1.
banks via mew capitalization, -mergers and foreign equity infusion. In 1981, the
ceiling raie oRlong-term deposits and loans were abolished and in 1983, all other




ceilings were removed. But without putting a cap on CB lending and raising the
rediscount rate, the abuses continued: The growth of GB credits was in fact the
hrghE:EI after these measures-were unﬂertaken (T, able 2)

tn—esp:::nslt::te CB Ierh:lrng pmued m be memare pernicious tool than interest
rate repression against saving mobilization: It may have been the single most - - -
serious cause of the financial and economic collapse of the 1880s. It caused the
interdependent problems -of wasteful and ineficient investment, foreign borrowing, -
capital flight, inflation, trade deficits and a number of bank failures. The series of
bank failures led to uneven growth among banks. The conservative banks that
survived the crisis drew the clients of the failing banks. Consequently, they assumed
increasing dominance and power concentration. in 1986, six out the original 30
commercial banks owned 56% of the fotal commercial bank assets. The smaller
banks and the falled banks lost theis competitiveness against the big banks. The big.
banks appear to have been able to-exercise some monopoly power which is partly
reflected in the increased bank intermediation margin and a large differantial
betwsen saving deposit rate and the rates on larger-denominated assets. Tan
(1588) argued that saving depositors are small savers who are segmented from the
more attractive market-competitive financial assets like time deposits and treasury
bills so that banks equld practice interest discrimination against them (saving -
depositors). Many financial assets are in large denominations which only the
wealthy can acquire. Commercial papers and, Treasury Bills are in P100,000
denomination, minimum stock orders areat least: 5,000, time depesits and dollar
deposits are also in relatively large denominations: Thers were no mutual furds to
break the :ndwrsll:nhh,ﬂ pmtﬂem Thsy ans ;ust startmg tobe dewelc-p
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3. Reforms um:ler the Aq uino and thE Ramoa Gwernment

i ¥
21 |

The Aguing:- gmvernmem {Fetu 'IEIHEFMa],r 1992,} ;ﬂhente::! a weak and ;
monopolistic banking system and a very large foreign debt. The Marcos government
increased foreign debt from $2.1 Billion.in 1970 1o $28'Billion in 1986. Four policy. -
issues immediately confronted the new government: () to privatize, close or o
rehabilitate the two large bankrupt government banks, PNE and DBP; 2) -
io foster competition.in.the industry in.light of the concentration that had evolved; 3)
whether or not to maintain the developmental role of the CB; 'and 4) financing the
foreign debt servicing including that of thie two government banks. Subsequently, it
was found that CB was also bankrupt because of the losses it incurred from its
foreign debt managerment. 'Inorder to favercrony borrowers, CB gave out dollar
loans.in peso terms: it suffered losses frc:rn J:lafauif.s and fﬂ:un}ﬂ:b.e depmmatlun of
the currency. 0% B A 188 :

CB immeadiately stopped its easy and subsidized rediseopriting.
Redicounting was to be a stabilization not & development tool and the
rediscounting rate was fo be determined by-the market rate gn-short-term
nstrumants. Afier some debates, the govermment decided to rehabilitate PNB and
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DEF by freeing them of their non-performing assets so that they could start anew
with a clean slate. Their relative importance in terms of asset share was drastically
cut as DBP's assets were 5Iashed l:h::nwn to 13".‘-‘5 and. F"HB iﬂ 35% of their 1‘38{:‘
respective levels. Their non- pesfmrmmg assels, like other gmremment n::c:urpmd'ta
assels, were {aken over by the Asset Privatization Trust. PNB and DEP no longer
enjoy special rediscounting and foreign debt bomowing. prwlieg es.

The Aqumu CB unernﬂr w,ds agalnst Entarlalnrng lhvEr, Enlr}r of new banh$ ..-.1’5
a means of expanding the system and fﬂ&.tEr[ng u::;umpetlitmn I[HE was a fﬂund’er dﬂd
major owner of one of the & Iargeat qqrnrnercual barks.} AS In earlier yeérs !he i
allowed take-over, merger am:l ﬂ::-ragn lrwestmen% in Eﬂ{IEiTlng bal‘llﬁ Ec:-me of the'™
falled banks had to wait a fEW years . I:.'refﬂ[e ﬁr‘rdlng new 'Fpancl-ars Th1s Hl'arner to’
entry meant added cost in estabiishing a new banl-: but it did not dibmurafw :
would-be bankers for banking was a highly profi itable industry. At this writing., all
failing banks have been revived by any one of these measures. g

The large foreign debt wrought great difficulties not just in the fiscal sector
but alsc in the financial market. In the eglnnlng years of the Aguino Administration
the debt-service ratio was a1m1:r5{ 50% with as much dis 77% of tHe public debt. Debt
servicing resulted in large f|s|;aln daﬁm!:s of mpre than E% of GNP. CB purﬁhases of
foreign, exchange to service the chabi rnfus d peat:'s and mcreased the monetary
‘base. At the same time, the natiqraal gm:eqnment ha::t to m*aue bpnds and TBs to
finance the deficits. CB cc:uniera{;te;:l the, ]:uesu II'Ifl.:I,EJCIrI ]:n,r Issuing its own CB bills
and increasing the reserve regu:mmanttu 25%. Ad dltg?najly CB imposed a 17%
final tax on deposit income and 5% gross recerp’ts tax on banks as a revenue
measure. All these measures, raised, interest rate and uﬂwderﬂ out pnuate
investrments and the srqall denmmmated saving deposlts There were talks that CB's
foreign debt biased its exchange rate puflc:yr agalrrst d eualua‘unn smce thrs wnuld
result in exchange rate losses. |

The Aguino gﬂvern menl suc:ce-eded o an:t on govern mer‘nt bank rehabilitation
and rediscounting-reforms. But it left the decision on hank EI"IIF_‘,.I' mtermedmtmn
taxes and the CB debtm Mr Ramos the next Fremdent Fmic:wmg much debate
that lasted almost three years, the Gmrlgress ﬁrta_[Ly passegj the law (1993) ‘allowing
the. entry of foreign J:ranl-:s and c.nntru:.-rlmg fc:rezgn mteres{’ in J:Il::rnestrc ha fks. More
d‘mreattc-l:ranhﬂ'and more brafches, both foreign and E}Dmest[{; were to be allowed.
Ten foreign banks have actually been allowed in the first yéar Thess tﬂgethpr with
new domestic banks increased the commercial banks to 51. Additionally numerous
branches of foreign,banks have also been allowed. Dum&sllc: banks have also
branched out at a qmte rapid rate. The number of hranches qrew rapldil'_n,-' in the post-
Marcos years fmrn 1736 to 2743 . 1EEE to 1994 and therr to 355’6 in 1997. Because
of the failure of many rural banks, thelr number decluqed fmm mare than 1000 rr1 the
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™ This is meqmtabla;. The rich whose :nmme tax rate exneeded 1?‘.‘-’: pa:; thls- mti: ‘on ’chmr'depu%:t
incame while the poor have the reverse burden. ek : i




1960s to BOS in 1976, further down _t-:ﬁ_ 784 in 1994, but thejr increasea afterwards
reaching, 816 in 1997 The. l:}ﬂ"IEl' thrift banks and their branches increased fairly well
from 95 to 100 and to 113 TrEad offices and from 297 to 721 and to 1155 branches
for lhe SAME p&rmd 1886, 1954 and. ‘199? (T abl!e 3}

The 1987 Constitution pmv'lded for the Erestion CB as a constitutional body
independent of the executive. In 1885, the Congress passed an enacting legislation
creating a new Central Bank called Bangko' éentral ng Pilipinas or BSP.
Independence is achieved by mc:ludlng in the ?-memh-er Monetary Board only two
Cabinet memt:-ers of the F’resndeqfs. c:hmr:e The non-ex-officio members are to
have stagqere:l tenure separate frum the F‘resu:lent s. The BSP Board is chaired by
the Governor. Moreover the law Jimited the CII?J-JEET.['H'E of the BSP to stabilization '
consistent only with the national :jeu;elnpn‘mnf I:IhjEl:ﬂ]'uIEE
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4. Concluding Rerarks

We find that it took two de::ades frcn-m 1976 fc: 1995 to cc:mplete the reforms
and liberalization of the banking mdustry By 1995 mterem rate ceilings have been
abandoned, CB development lending has been stbpped bank entry and branching
have been relaxed E:Et fcrﬁlgln dei;t c:t;ui:gaf.u:rn has E:iecc:me manageahle With a-
smaller debt financing I:El:]mr_:—:-fnents (debt-service ratio of about 18%), money supply
management could be directed mare fllly ﬁ;wfarﬂs 'atabmzatmn objectives. BSP has
been able to gradually reduce the reserve requirement starting at 20% in 1987, now
16%. What remain are the ED% final tax and tﬁe 5% gross receipts tax.

The reforms h.EI.u'E Shmuiated 51gmt'l::ant ﬁnanmal deepening. The M3/GNP
shows an acceleration in its upward trend from 28% in 1092 to 39% in 1995, and
passibly higher in 1996. Possibly because of cumpeﬁhnn, the interest rate
differentials among deposits and TBs and commercial papers, as well as the loan-
deposit margin have nammowed. (Table 4). In 1975, the loan ceilings were 12% and
14% for secured and unsecured loans. After the interest rate liberalization in 1983,
savings deposits, S0, averaged 9.7%, time deposits or TD, 15.3%, TB, 14% and
secured loans, 19.3%. Excepting for the SD rate, all tHe other rates moved together.

SD rate went on a dt:wrm'ard trend frc:m 19 hﬂ:;l 1888, resu!'ti‘rrg in a widening
differential between SD an,q[ all 'fhe -:J'ther ra':eE In' 1994, 8D, TD'and TB rafés were
8.0%.10.7% and 13 5% 3 far cry from the dlfflE.‘TEl‘ltia|5 in 1983 of 4% 13.4% dI"I.I:[
1445,

R

. The banking system continues to bear thié burden of high intermediation
faxes. The 20% final tax and the 5% gross receipts tax have ot been abolished.
The 16% reserve requirement is still high by Asian standard.” Possibly financial
deepening would have been graater if the high intermediation'taxes were absent.
Government revenue collection has increased fairly substantially from 11% of GNP

in 1986 to close to 16%. currently. There is a good reason to replace the
infermediation taxes with a more equitable and efficient taxes., .Also remaining is the



Agri-Agra portfolio requirement which we did not fouch upon because it is weakly
enforced. Banks are required to aflgg:;t_e_ 25 of their loan portfolio to agriculture and
agricultural reform programs. The reasan for this is because agriculture has been
absorbing a rather small proportion of total bank loans, less than 79 in the last two
decades. However banks can avoid the portfolio requirement by investing the o g
required loanable funds in government securities, . b i o Lo
The paper provides some lessons o economies that are still establishing their
-~ central bank. The literature focused on interest rate repression. The Philippine -
experience, and lessons from ceuntries:that exércised interest rate repression. lis
that its cost may not be very high if there is conservative mongtary‘and flkcal
management of the economy. We find that the most serious kind of repression s
iresponsible financing throtgh thé'F:fg'ﬁting-p'reg_'sf;@h!:_i"fgreig'ﬁ debt. There s also the
case for preventing monopoly pewer in banking, T

_Fresently, the Philippine banking S}I'St'E!TI is robust, [t 'if‘;as-_ﬁi'gh,-_équitwassatl
ratio, it is highly profitable. it is ho longer dependent on CB rediscounting window
and the interest rate differentials have narmowed. The private commercial banks
have relatively low overdue accounts repored atb 3.5%.  There remain the high taxes

which if removed could be expected to acoeleraie saving mobilization,
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Table 1 Number of Banks by Type, 1948, 1965, 1976, 1986, 1994, 1997

965 1976 1986 1994 1997

1948
Cormmercial banks ¥ 35 3 30 a3 51
All offices = " awainsi' Cisisuact.HDE L 1788 T . 2975 3701
Thrift Banks 1 3 i g6 116 100 113
All offices 382 665 821 1268
Private Development = ¢ HES a3 i R TR T 40"
Banks 2.0 Gl gg.i 213 * 265 508
All offices 3 ot ' T
Rural Banks ! I 4 805 s 818"
Foreign Banks'Brancheg . 7 ' ! 6 4 4 el
All offices” : 2 5% g 2] T
‘Head offices™ I oA o P P 13
- ! i A e N e
Specialized Government /' 1 L B! 3 e o
‘Banks (SGB) ] 0.f] o D '
All offices 2.5 I : i
fa S | 2] | e R e}
Non-bank financial = 3 1056 1897 ' 4505 na
Institution f ngnc 1258 2283 ' 5730 na
All offices i na nat  Aae v ng 249
No. of automatic tellers !
Total Assets/Banks ' '1 s o . s
(P mn.) . a =% oo
. £ i b i
KB i B.00 19147 '7901.8 202835 403589
Thrift 31.8 1513 1039.8 18469
PDB 145 1297 i | 1815.7
RB 37 104 353 ;3,.58.0.
S5B bt i RS G 49947 B564 3.1 523433 A
MEF] 16.8 2186 28.8 na

Source: Central Bank Fact Book, 1994, 1987
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Table 2 ‘Selected Financial Indicators, 1950-1997

Year M3 (GNP -1 Cig [ BT S s dep CBloans
1950-54 18.9% -; AZ 6 5.6 D2 e W0 =
1955-59 20.7 3x8 104 0.9 27.5 6.8°
1960-64 24.7 27.5 15.0 5.8 7.8 17.8
1965-69 26.4 22:9 12.1 3.4 166 .. =128
1970-74 25.5 21.0: 232 19.3 14:1 ¢+ aleia8.8
18975-79 28.0 15.7 176 9.8 26.9 10.2
1880 27.9 14.9 18.6 18.2= . '{338B: 14.0
1881 29.3 14.1 20.8 13.1 245 " 165
1082 30.4 13.2 16.5 10.2 250 18.2
1983 31.4 17.2 18.8 10.0 37.6 e,
1984 24.1 ¢ 17:8 72 ¢+ BD3w w2486 - 221
1985 242 ryy 178 9.5 23.4 9.8 24209
1986 24 2 20.3 76 -0.4 E AR P
1087 24 1 35.0 12.1 3.0 -10.0 4.4
1988 R 20.5 il Ba i3y 0.2
1989 e 208 28.0 . 118 : -
1990 | 2B 206 18.4 14.2 B3 B 7
1981 27 20.0 15.5 ot A R - L -
1992 28.0 18.3 10.5 8.9 452 -
1993 32.1 17.5 25.3 76 164.0 o
1994 35.0 15.8 26.5 9.0

1995 38.9 146 25.3 8.1

1996,..., 36.2° o rpn 12450 158 8.4

"avrage for 1952-54 " IE
“Movenber figure for My e
“loan started 1957

Sowrce: Central Bank Stafisfical Bulletin for 1970, 1975, 1983 & 1993. Central Bank Economic
Indicators, March 1987,

1 i : q



Table 3 Bank Closure, Merger and*ﬁesfrucﬁﬁing, 1970-80

Number Closed _ o e 1970580 1980-87 Total
i A 1970-86
Commercial Banks B 4 3 5]
Thrift Banks 45 17¢ 215
FPDB Bighes 4 T
RB , 42 138 180
Other ' i 28 31
Total | e . .48 173 221
Mergers 11 into 5 " e 11 : b
Foreign Equity Infusion = e b . F 3
‘us ‘ 6
" Japan 4 e
Other .3 =
Take overs | =2 o
Closed & K
| ]
DEP I, R \ : i3]
Total Assets 1985 i 72,043 £ :
Total Assets '1935 | At 9,504 T B
Non-performing/Total Assets £6.8% -1
PNB .- i i e
Total Assets 1955 ;i I,I 56,151 A il
Total Assets 1086 : 26,913 -1 4
Non-performing/Total Assets 54.6%
SOUrces: 1989 Mario Lamberte, “Assessment of the Problems of the Financial
System: Fhe Philippine. Case.” PIDS WP 88-18. " ' . 14

1994 data from Banko Sentral ng Pilipinas Fact Book, 1994, -




.~ .t labla4 Interegt Rate Structure 19801996

: 45 --.-_J-IE-. T T = - E i 3 I
Year, MRR Lending! 91 days IBCI SD 1D;
1975 12-14 BN . M5
1976 ] 12-16 7.0
1977 128 7.0

' fa78 o 127 7.0
1979 2 127 9.0 !

' 1980 Ak 3.5 12.1 11.9 9.0 |

E 1981 A7 12.5 149 . 98 Li1B74

- 1982 19.2 '*ﬂ”‘ 13.8 122 98 1580

© 1983 15.0 “19.3 14.0 16.7 9.7 15.29
1984 222 26.7 14.0 28.1 98 | 2416

. 1985 21.1 282 27.1 16.2 10.8 2183

© 1988 12.3 “17.3 16.0 12.5 8.0 14.77
1987 9.4 13 11.4 12.0 4.5 9.77

1988 L i v B 1 R 4.1 13.39

1989 16.0 19.5 19.3 15.4 - 6.2 16.98 -

| 1880 21.3 243 23.4 148 , 8.y 202
1981 17.5 235 21.4 T 110" . 1854
1992 14.8 19.4 16.1 1p? "t 106, 14.06
1993 11.3 145 12.3 i< A 10.37
1994 11.6 5.0 13.6 134, 8.0 ., 1072
1985 10.0 __1_};5- 11.3 121 S o 931
1995 117 i 124 . 126 T8 1148

oy v e ot | ppzn L P Vel el
Source:  Selected Philippirié’' Economic Jm:‘r'icatursm Maréh 1997, Statistical
Yearbook 1994 earlieryears. - HASE Ll P aah
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APPENDIX A

I, interest rate

r.
D
I
[+
“eat] btk
T,
R . e e N e
e R R A R e
S 2
L]
r| F1 FJ; F}
Fizure 1
Note: :
Il {
Figure | illustrates the disintermediation impact of interest rate ceilin

rediscounting rates. CB decides on the level of rediscounting at CB losn
rediscounting rate ryp,. Interest rate ceilings on loans is set atTy a --_ i
have demand for loans DD and supply of loanable funds 5,5,. Th : =
supply curve to 8,5,. The equilibrium intermediation level is I* and i -_" i
the interventions. With interest and rediscounting interventions, the loans e
loans accommodated. Deposits equal - Fy, loans = F, loans demane =

demand is F; - F;. The disintermediation level is F* - (F; - F;), a very e 3



