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Gbstract

r documents the interliocking dirsctorates of banks
icial and nonfinancial firms which belong to the
porationg in the Philippines. Within the

:aj--p of Tirms are the large conglomerates of
:.:EEEE- Additionally there is intericcking within the
The paper arguss that interlocking is an inpovation
ining rent or privileges that were created by policies.
g"in:kinq facilitates the lobbving process. This possibly
ll_ﬁns the difficulty of implementing structural reforms in the

untry.
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Interlocking Directorates
Commercial Bankeg, Other Financial Imstitutione
and HNonfinanclal Corporations®

by Edita &. Tan
with the assistance of Hamilcar Rutaguio

- Introduction

In 18983, Doheriy traced the interlocking directorates of
commercial b;nku with industrial enterpriees and other finamoial
Anstitutions. The etudy was stimulated by the sroﬂinindnntrﬁl of
Bajor eectors of the economy by the Marcos family and ite
erenies. The interlocking of directorates between banke and

industries wae a means by which key economio sectora could be put

undar the control of & menageable group of trusted people. But
&ﬁun before Marces, there probably was already a sizeable number
of interiocked firme. Some banks were identified to be owned by
%ﬁﬂﬂinl induetrialists. Ewven the Philippine National Bank (PNB)
_ alleged to have been under the conirol of the sugar barons.
‘The interlocking structure has persisted to the present, though
;ﬁ?- ¥ey directors have changed as a result of the seguestration

the Marcoe-related compsniez and the rice of & new group of

if itiﬂnilr powerfyl busginessmen. A number of banks &are known

. *Thie »research wae supported by the offices of Senator

_$unta Paternce and Senator Alb:rto Romulo. Profegesor Felipe

i A read the firet draft and made wvalnable comments and
rrectione. Odie Santos, as usuzl, typed the paper. The author
itefully acknowledges the help from all of them.




o be interlocked with other Ifinsncial inetitution and key
industries’ BaY the Tall exteny of the lnterlocking irectorates
in %the post-Karcom years has not yet been assessed. This the
peper will do. It wilil treace the interlocking of iregtors in
the largest 1,000 corporatione in 1588, the vear during which the

latert statistlics on big business In the country ares available.

The intericcking of directorates is of lanterest for iU:
pogeibie implications on resource allocstion unde¥ “the Present
regime of financial and forelgn  exchange repression, .tha
ﬂiaﬁrlminatﬂgf granting .ﬂf investment incentives, and 2208
government-business relationehip. The exchange rate. has been
awervalued leading fo persistent currsat account dérlclt -1nd
Zorelgn exchange rationing. Barrlers to bank entry and branching
Lave Enﬂﬂuraﬁgg monopclistic heh;vicr allowing for very h;gn
interest rate epreads and high oredit cost. Big  bosiness
influence on the =ffaire of government 1= palpable as a humbﬂr.ﬂi
the highest positisnc {secretary to assisiwt ziorvehariee) in the
execntive branch of the government nave bDesn held by 1nq1ulcuals
with Enggn tusiners ‘effiliatione. Both the Central Barsk and the
Board of Iaveeimente (BOI) were, unwil 1ecentdy. headed ﬁ?
persons ldentified with large bankingz and industrial:
corporatlong. The pregense of yvegted interestes in the government

.

may have influenced the volicy decisions and tne nanner of-thelr

implamentation., = Mot a few key policles have best " fayovrabie o
tig vusipeee and banke with the uthoritiles given discrimlestiry

o

pover of dispensing privilesvs such ap iidenzes to open =Y Maw




or Dbranches. tax and tariff exemphtione upon regletrstion

-
=

ith the BOT, special accommodations by the Central Bank granted
b fajiing banks, privilege te import during periods of Zforelgn
ratloning, guallificaticn for underwriting governmont
surities. and so on. Interlocking with pelitically powerfuyl

BEs could e a means of scoegsing any of thees

j,::}:ﬁi, Interlocking in highly eoncentrated businesses
?L';ifiea their monopoly power for it facilitates collusion.
#_=f-- the extengive lnterlocking directorates have oreated an
on for hoeivans labbying. Coneequently, the interlocked
tende to take on a life of its oun. Over time the
jeked firme are able to incresse thelr centrel over Lhe
_;%Eaahﬂurctm and wield greater political influence to
'%ﬂr'inturaatﬂ. The fallure of gﬂvernneﬂt to implement
"Btructursal reforme in the tax system. in the finanoial
%et sna in industrial rolicy. among other areas, may be

L
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o the resistance of influential big business interest

nst the change.

h'n an irterlocked group of firms are farily-controlled

- i
-

Eetions that form into iarge conglomeratee. The better-
S - the big conglomerates here arve Lthe Zobel de Awyala and
_: l&ﬂtﬂrprlﬂﬂﬂ. Hew onee have appeared and peem +to have
fﬂ;{f.ﬂuring the Aguine sdminietration like the Gokongwel,
I® and Connernion cnnglomarates., These conglomeratee AFe
in  falrly diversifled Iinduetries cutting  across
Bfa), real estate, industrial, agriculture and food, and

gectors. Interlocking beyond & conglomerated agroup of



spterprises is obgerved, It providees linke with other powsrful
groups, fscilitating cooperation petween them for price eetiing.
market sharing, loobying and other mutually beneflicial deeclsione.
Interlocking therafore helps etrengthen =and sustain the
interlocked groups”™ monopoly power. The contralling intareet 1n
a conglomerated firm need not hold = director’s position. This
a2y be agsigned to & professional manager or soms other frusted

PETEOHE .

Interlocking directorates are found in boin jconglomeraiac
and non-congloperated groups of firms. Control over &
oonglomerated group of firme ie generally exercised whrough
directoreshic i the member firms. Mach of interlocking
directorates are found in conglomerated firme LUt they doo exXLent
to firme where the directors have minor oOF even Zero &QUATY
hoeldinge. There hag been very meager research on interlocking
directorates per &e and Scherer (12887 cbeserved tThat indeed
little is ag 7vet understood aboui the motivaetichns for
interlocking &and l.s impiications Tha literatbure has Toocused
instesd on the ~onglomerate structore of the vertical and
horizoatal types observed in many industrial couniries - the
0.5., France, Germsny, Sweden and Japan. In the Hors recent book
of Martin (19883, interlcocking dirsctorates were not even coversd
though 1t is a prevaslent phenomenon in these economies (Doslew,
1969: Scherer, 1888; U.3, Congress House OCommittee on  Lhe
Judiciary: Antitraet Subcommittos Staff Beport, 29th
Congress,1965). Scherer arsued that interlocking “contrivuieas to

the maintensnce of an industrial snd cokaercial elize, 10 Whica




sne might objeet on political and social grounds” though They Bay

not actusliy econtribute o Dusiress conoentration, In the
Fhilippines, interlocking directorates of the leading Financlal,
indeetrisl =nd politicaily influencial pergonagee in the Lardess

firms do intensifvy the economic and political power of the ellite.
2. Conglomeration In +he U8 and Japan

The pige of large conglomerates in advanced economies suah
&8 the Enitqg siates and Japan is explained by different factore.
Ir .he US5. the vis conslcmerates were originally guccessinl
single unit businesses which were able 1o assume = large share of
%ﬂ& market and therefore acauire some wonopaely power. Thay
earned relatively large profite that wsre <Shen reinvested in
related businesses. The conglemerates were firet monopoliste ov
oligopoliste which had control over relatively large financlal
EEECUTTEE . Their market power 1ls traceable To adme ooet
::W'Entﬂgtﬂ sriging Irom marketing innovations, eccnomies of
‘scale. techuologlcal breakthroughs protected by patente, control
pf  a strategic resource like oil and sluminum, and from esimply
firet and having the marketing and other cost advantages of
firet. A firm'e market power may bte enhanced b¥
.“1mf3-fating verticalliy andfor horizontally with cne or = few
othey large firms. The literature dlecuseeE BOme nivantages
_that might have motivated +the conglomeration of firme. These mEY
be grouped intc +thres: esaving in transactlong COELE, risk
reduction by diversification, and financial economics. Vertical
integration would tend to improve the flow of information., *%he

‘mechanice for declsion-making and the orgenliaation of operation
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between Two interrelsted firmse. Transactione ecconomies &are
Tikelwm Lo be present in conglomeratinsg Tirms engaged ln Tinance
and production, production and marketing or Iintermedliate I1nput
supplier and usar. For exampie, egsome LAarde oqocnsumer goods
prodecere found it more efficient to organlze thelr 2wn  trading
aYae rathey than rely on numercius smell retalilsre located all
ovar & wide area. Gome firme congiomerated with esupplisre of
interpediate  dnpuate and the rallroad to carry tThelr producis

The oot of financing 1 Tound to b n=gatively related o ¥irs
gize and conglomeraticon is &n indirect war of increaging Bizc,
aving in ifrapeactions cosh would be an important Teasoy Tor
vertical conglomerationintegration while risk aveldasnce would
motivate horizontal conglomer=ticon, Financial econchies cen e
réailzed for both ¥pes o5 conglomerstlion., 1L is noled, nogevar,
that the conglicmerate struciture ie formed apong Iarge Iirge and

#aspn any of the competitive conditicne e viclaterd.

In the ¥.5., government subgldy did ncet play &8 slgnifiosnt
part it fostering indusetrial concentration and econgloperatiorn.
Tt was esgentially the outcome of ladividual sentreprenenrship,
In contrast, the Japanese zaibatsue developed Suring the first
five decadee of Japan'e modernizaticn period {Keiji) so that
by 1800, the firet five zaibetsus led by Mitsul and ¥Mitsublehi
were already well in place. t is well recognized that they weve
virtuglly & oreatlon of policy. The government eaw them o=
agents of Japar 5 modernization el forts, panadineg the
government s textile, ghipping, ®mining ang 5cﬁeaﬂ gtaal

industries. They wers mesigced to break the foreigners”™ goutrel




Eountry & external trade. Each of them received
?Hfi--idita which came 1n many forms but the major ones

credit, acguisition of government corporatlions ab
2

==

Ficee and exclusive contracts and licenses.

Le herﬁiat&ﬂﬂe of large conglomerates depende on poliey.
ontraeting experience between the U.5. and Japan is
ated. In vhe 0.5., the marketv was fairly compeiliive and
e was a negative attitude to bigness resulting in legal
é;xiﬂtiqnahﬁn monopnliss and conglomeratione (the Sherman Anti-

ust Low and the Clavton Act of 1914 prohibiting activities that

-

ig encourage or maintain monopoly power including interloockling
F} torates.) The market power of ite conglomerate Lended to be
-ﬁ}*It—li?ﬂd ag seen in the fairly fast turnuvef of JAQominant
sompanies.” Hanks in the U5 are competitive. travidini new
entrepranenrs with & »ore equitable access to  loanable funds.
€ banks. in turn have less incentive to conglomerate with firms
sho hold little or zere monopoly power. The relative copennese of
industry and the capital market o latermatlonal competition
diminished the cost and other advantsges of the large

conglomerstes thus allowing the entry of new firme.

There is vesson to be concermed about conglomeration in the
_ lippines. There 1is & small nusber of relatively laree
eonglomerates which have characteristics similar to  the HNeill
E&ibatsus, They are family based: they include a bhenk anong
‘their component firme; very few of thelr companies are publicly

‘traded in the stock exchange; they heve received and gontlnue



t& recaive favore from the government: and some of their
dirsctors/officere are politically. influvertial by reason of
friendshdn, tlond or marriage. This study is mainly exploratory.
It extends snd updates the %work of Father Doherty {18837 which
traced the conglomerstion ¢f the 12 largest commercial banke with
finsnelal and non-finmncial enterorises in 1978, We willl see
vthether the degree of conglomeration hae increased or diminished.
The estudy has two Bbain esectlons, The firet traces the
interlocking directorates betveen commercial banke and the top
1.000 corpocrations based on 1988 data. The eecond will sstimats
the degree of coocentration of the conglomeration in ey
industri=s. A& fTramswork is developsd for AanElYZINg A
allocative implicetions of intericcking directorates under tha
pregsent policy regime. On the whole, it ie shown that +the
regimee of <tThe post-indepsndence administraticns have Desn
favorable %o the enhancement and prepervation of conglomerstion
and oconglomerate power, Sectlion J gives the data on interlocking

divectorates among all private commercial banks.
3. Polley Regimes and Interlocking Dirsctorates

The fulerwem of interlocking diresctorates UEHJH heres Iis a
commercial bank, EB; The commercisl banzing induetry 1 highly
ooncentrated, with the =ik largest banks comprisirig 54 percent of
the total private domestic commercial banking seeets. Evidently,
EBe exerciee monopoly power in the priging of thelr eservices.
Tan {1883} attributed the prevailing wide interrediation margin
znd. large differential between saving and time deposite. %0 ~The

cartel-l1ike behavior oF benks, The YHWorld Eank's "Tinmsnoral




T;H-i“ [ 1585) showed the banks %o have & relatively high

fhe and administrative cest. Ia her bi-weekly column in
@@pine Stzr (December 1990), Monsod considered the rlsing
_:3'1vu1? high service charges on forelgn  exchange
.=i:- partioularly the iseue of letters of credit, to be

it of monopoly behavier. Our econcmetric situdy of EBs

-
=

Rore rigorcus best of bank competitivenesse or lack of
Blege than what was done in the writer’e earlier atudy

the Worid Bank.

dng and central banking leaders who were inverviewed
{1980) Bgree to the hypotheeie that, indeed, ina
sreial banie act as & cartel. The bankes appear to
dnterest rate level and structurs and ©o lobby for
las via the Bankers Assoglation of tke Philippines
Boseibly through informal talke among the leading
they play golf, drink cocktaile at weddings, and
“‘;iﬂﬂkeﬂ board mesilnge. Interest rate changes are
the BAP snd the member banks uvniformly set  thedr
i;ﬂﬁf-annﬁunced levels, The recent (January,l1831)
peen - the presidents of tle leading hanke with the
Central Benk to lower losn rate and government

'Tﬁt-'tﬂuld only be the result of scme collusion among

& They could net have been able to upilaterally and
’jag dowes luse ratee &nd Zoc.oliles rates by as  much

pointe 1f there was no collusion,



Banke are protected from competition by implicit barriears to
entry. They are, in addition, fTavored by the present policy of
maintaining an overvalued exchanges rete and giving selected banks
virtual monopoly over the marketing of government securities.
Coneldering that the level of intermediation activity {loanse and
deposita) ie lower ln & moncpolized bamking structure than in &
CenpeELtlilve one snd That excess demand for forelgn exchangde
veaguite from maintalsing an overvalaed ourrency. the  banks
acguire rationing powers. low banks need not merely fTavor large
monopolistic cliente in loan and foreign exchange ailocation bot
o onz Btep Iuriher, thst 1is sgglomersate with them., This way the

-=

benke are able teo ghare in the profits of the moncoolirt o
clients. MNon-bank enterprises on the other hand would benerit
from agglomeration with bankes which could sssvre them of a stabie
supply of credit and foreign exchange. However, the gains of =
monopolistic firm from conglomersting with a bank must be weighed
sgainst the loss from sharing 1lts profits with the benk. The
impetus for conglomeration may come from either party. The gaine
%o the bank frow conglomeration increages with the monspoly power
2T progpective membere., The mors concentrated the Indoestry 1o
which the conglomerated firm pelongs, She larger tga profite wilth
whick t¢ ghare with the bank. Evervything elze being equal, +the
larger the firm, the larger 1ts flow of depoeite and the larger
the losne demand %he bank captures by conglomeraiion.  Both
Pairties galn 4ia & loossor configuration of hon-conglomeratse
interlocking directorates - the bank gains the patronsge of a
large ollent in exchange for preferential treatment "ip  the

rationing of credit and foreign exchange.




poRer 1= defined here ac any cost advantage that is
80 everybody. This might be in the form of special
o import. tar exenptions or export guota and  cther
jeentives that cur Board of Investments for instance
ed firme. It nigh* aleo be in form of &an - eO%rY
.l;-aa shat oreated for the car and truck industry or
Meenses given to shiprlng snd port sarvices. Muoch of
;tfindustrial conglomeration in the countyy might be
E%thg moncpoly privileges that have resulted from the
Bking, trade and industrial policy regime, Initially,
P& Tirm ie able to obtain & special licemze to  opsraio,
ort or to export., Abnormal profits are earned and these
%lfﬁfirm resources for expansion within related product or
b8  lines or acrose totally new <res. The  process

. Iz & few oaser, we may have an honest-to-goodness

preneur who makes an initial success in hls/her OWn

.

pavour who now finde it worthwhile conglomerating with a
popolistic bank and other firme. It sppeare, however that moet
ilippine oonglomerates have their origln in epecial privileges
inherited resources sach se big landholdinge or exclusive
port privileges.

ceveral hypotheses derive from the srguments.

1. Conglomeration ocoure among large filrme with motnopolietic
PORET.

2. Poliny regimes determine the gize, prevalence and
etabllity of conglomerate BLrUOTUIEE.

2. The purely tenhonoslegical coat advantagee from horizontal

conglomeration Are important ot =not saificient T
explain the elze end stability of oonglomerates.

il



some evidence in support of Hypotheses 1 and Z. in particular the
degres of monocpoly power as refiected inm the concentration ratieo
of the conglomeraved and interlooked industrieslis Provided here.
He alzo try to ghow the trend in the' interlooking directorates

aspecizlly with the change iu governmernt in 1886,

1. The Conglomerate ELruﬂturei

People talk of the 40 or eo Filipino families that control
nost of the country e businesses, The study makes a flrst steb
at emplricaelly identifying the controlling interest In the
interiocked large businesses hare. uikes 1n JEOET, T
copnglomerate generally includes a commercia: banx, is highly
diversified and generally hae politioal inke. We have Ffairiy
compiete information on the interliccking directorstse amcng the
largest 1,000 corporatione and we can identify the controlling
famillee in the more important Interlocked groupe of firme. Thie
information is summarized in Tavle 1 which gives the number of
companiss with Interlocking directors with each Thank. The
deteiled list of interlocked firme classified by industry ie in
Table 2, Data on conglomerated firme are ociledted Tor only
three families - iobel de= Aysle, Gokongwel. and Abeitiz.
Additional data %ill be collegcted to complete the picture on
congliomerstion. In not a few cases a bank may be indirecily
related to moother corporatlon through their ocommon directorenip
ir a third corporation. Thic relationship ls not reflacted in
Tables 1 and 2 though it 1s noted for some ¢f the mere gFrominent

personalities in the busliness. The data come from the tep  —500

The detailed 1ist of each bank's interlocking directorates
is not provided here but is available upon request.

12
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Thie means Lnat interlocking with smaller

in the lieting on Table 2. In summary we

typeas of basiness relationships that coms
Pee of closeness or control - the clogest belng the
the second ie interlooking directorates sand the

personal affiliation &nd indirect invterlocking.

ghows the extensive interlocking of directorate
Adarge commerclal banke gnd firms in various eeciore.
E the Prilippine Island (BPL) 1= & gocd case on which
fntion. The Zobel de Ayala conglomerate to which the
B8 ilg the largest in the country., BPI 1s ihe L8igesi
$al bank,KB, and hae been in the lesading pesition
Bhan twc decades. It is  interlocked wWith 4T other
which include 4 other banks, 10 lasurance Companies
Finencial institutions, T companises in agriculture and
proc eging, 10 in real estate, 7 in Iindustrial/mining

T. © in transporifcommunicatlicns/travel, and J in other
;;“-. The fapily Las coatrolling inverest in 29 out of the &7
_{J'-&dked firms plus ln 5 other corporaticns that are not 1in
interlccked liet. It ie interlocked wiih Pilipinas Shell
'gii"+1¢um Cotporation snd the Shell Chemical Co.({Phil.) which are
fdentified with Cesar Buenaventurs whose brother heads the
.:iliﬁpin& Conmeraial and Internaticnal Bank (PCIEB). BPI  Thas
mteriocking and other aifiliaiions wilh Far Eaet Bank and Trusti
Fk'p&nr {FEBTC). China Banking Corporation and Eguitable Bank,

and hae controliling intereet in the BPI Femily Bank, BPI

BAgricultural Development Bank, Peoples Develcopment Bank aznd Honte

13



G& FPledad, BPI and Meiropolitan Bank each has '8 director in
Monte de Piedad. Hetro Bank ie one of the five largest KBe snd
s Interlocked with 34 corporationes which inciude 3 OTther banks
and 12 non-bank financial institution. The BPT and Union Bank

esch have & director in Lapanday Corporation.

The Feor East Bank and Trusi Company. %he sscond largest
eUivate KB, has n¢ Enown non-bark conglomerstion but it has the
moet extengive Iinterlocking, ' -- T1 companies in the Yaritue
gectore. It 18 inveriocked with 7 banks including fonr
nommercisl banks: PCIB, Rizal Commercial Bank Corporaticn (RCBC),
China Banking Corporation, and Asias Bank. PCIE and 7?0035 ‘o
among the +top 10 banke. Twelve insursnce =snd othoer non-hany
financial institutlions are alsgo interlocked with FEBTC. Tae
PCIB 1le in turn interlocked with ZE corporations including the
Republic Planters Bank, while BRO3C is interlocked with 53
corporationg including FPlantere Development Bank and 9 neon-bank
fTinanclal inétitutinna. Eauitable Bank has 37 ipterlocked
aserporations ncluding Flanteres Development Bank which ' is

interlocked with RCBCG.

The Aboltiz family appeare to have gained much power during
the Aguino adminletration. The family beousht controlling interest
in the Union Bank, & governmernt-scquired ZB. It is intericoked
with 54 compesnies including the giant San Miguel Corporation, 7
non-bank. fTinancisl Institutions. 2 in focd/agriculiure, 18 in

industrial/mining/conetruction, 7 in travepori/oormunicstisng an

14




B in other companiss The family hes controlling interest in 19

of the interlocked firms.

Another group is still relatively small but was recently in
the limelight over the contrel of the Boston Bank ahd the entry
2f the Columbian Motore in the Car Development Program, It is
worth watching whether Elena Lim,the group e cutepoken director
Bnd & newcomrsr in the soanglomavets arena. wlil sudeceed 1n Zeeping

her position. The bank is inverlocked with 15 comparies thoush

noene of them Tinancial,

City Trust is & relatively amali EE but boasts one of the
Tastest growth rates (in ageete) in the post-Maroos era. It ie
aggocliated with the Concapolon group thowgh . it hing "o
interlockling with its indusiries. Barke thaet ware clossely
agsocliated witk the Warcos croniee - the Allied Bank, the United
Locont - Planters Bank (UCEB) and the Commercisl Bmak have
sufiered in relative importance. Allied and OCPE have remained
blg banke ODut market sharee have fallen esince the EDSA
revolution, Aliled 18 8til]l Iinterlocked with Luclio Tan's
bueiness firmg numberiag 38 while OCPE hee been seguestered by
the government and ie nmow run by presidential appoiotess. It s
interlocked with 12 companiss. The fziled and government-
soquived ‘Interbank has been privatized and now exhiblis good
rONOVery., I is interlocked with 39 corporstione 'as compared

with & 1ln 1384,

The interlocking directorates and other affiliatione betuesn

g leading banke - BPFI, FEBRTC. PCIB,; RCBC, Bguitanie,

&+



Meiropolitan, Chins and Uniecn boss 3 rather sericue threat 1o
competition 1n the whole finanoial market. The interrelated
panke control not only a fairly large oproportion of the
commerclal banking sseete, about A4 percent of private commercial
bank seeets. but alsc the non-bank financial sectnr egpecially
the insurance busineas. Fiftv-nins Insurance &nd finance
ycmpanies are interlocked Aiih these leading EBe. The banks are
identified with certain families: the BFI conglomerste with
Zabel de Avala-Andree sorianc, FEBTC with Jose 3. Fernandez, PLCIB
with Gokcngwei, RCBC with Tuchengco, Equitasble with Go Pailan.

Chins Banking with Henry Sy, The Poelitically infivential names
T

that are asscclated with BoLe O thegse Dankes ars +hse IDal

BETC while his son ie a

Rogarios- BRamom Sr. 1g & dirvector in ¥
director in BCBC: the Buenaveniuras in BPI and PCIB, the Aboitiz
tn Union Bank, the Concepcions in City Truet: and JIOEIE,
Fernandez., the Central Bank Governor fram 1954 to 1989 headed
FEBTC. In ite board is Roberio Villanueva who held high
positione In the Private Development Bank Corporation and +%he
Atlantic Guif snd Pacific Company, the largest construction and
conasriction material firm in the country. Villanuevs hegdad
the ambitiocus Philippine Assistancs Program. Tfiion Bank 'is +the
Aboitiz conglomerate bank which has interlﬂckin; With wmany of
the Aboltiz family enterprises. This benk was headed by Joge
Culsla in hie capacity as Chairman of the Sooisl Sacmrity System
immediately before his sssumption of the governorship of the

Central Bank in replscement of J,B. Fernandes. Jne Aboltiz heads

the National Power Corporation, Jailwe TFobel of IPT has
eetablished & humanitarisn imsge and helped in the iGoe
16




Wolution. BFI is interlocked with Pillipinas Shaell which wae

ded by Cesar Buenaventura who is eeen to be persomally close
% the President. BPI's interlocking with POIB who ie headed by
jf;hl Buanaventura. & brotker of Csesar Buenaveaturs strengthens
':ﬂ‘szﬁﬁlit;cal infivence. Two sons of tha late Carles P. Bomulc
bank directore, cne in BEguitable ard the oiher in RCBC.

pRcrsecretary of Trade and Industry Tomas Alcantara esite in  the

WwErd of Interbank.
it

Table 1 alsc giveg the comperative interlocking figures Ior
gehe top 1,000 corporations for 1984, the ﬁ&éﬂﬂd to the last year
BE the Marcoes regime. The UCPB snd the Allied Bang gren  wory
ﬁf-Plﬁl? and weve in the 5 largeet bank category during the Marcos
regipe. Morecver, UCER 8 interlocking declined rather

Mlrastically from 21 in 1984 to 12 in 188

as

Ailled ZSank’'=
tinterlocking inoreaged but it is maialy with Tuclo Tan &  owma
#nterpriees, including hie Fortune Tobaccs. There ars non
eurrently important business aopd poligal names assccisted with
Al ied Bank, UCPB ig eBsentially a government bank and sc the
‘merconglities on ite board acd in ite controlled corporations are
-Eﬁere by appointment rather than by voluntary affiliation with
3;Ihﬁr buginesemnen. PCIB, which was identified with Eokoy
5?;=uuldsa ig now part of the large Cckongwel conglomerate., The
EfriﬂEEE&E To which it ie currently interlocked are different

oefors . Bicepving PCIB, *hc Hocccz-affiliated banks
went adverse chenges; thelr relatlve lmportance in the

ing systen and thelr conglomerats power fall.



The experience of BPI, FEBTC, RCBC, Metro Bank and Easuitable
Bank contrast with the Marcos-reisted banke. The former banke
eurvived and benefited from the financial inetability of the last
¥ears of the Marcos era. As Ttank afte- bank failed during that
%ime, these bankes became ths mainstay of @ the industry and
sttracted clients from the ises stable banks. Thelr relative
lmportance or ehare in the industry assete incressed fror 17
percent  to 18 percent from 1880 to 1985 and to 43.87 percent 1in
the present. They were able to =stablieh affilistions with the
new politlcally influential perscnalities. Uader the continuing
regime ol industrial protection, overvaluned currency and barriers
To bank entry. these banks have successfully <ncreased thair
interlooking directorates and degres of conglomeration, Betuean
1984 to 1888, the number of interlocked firms with BFI rose from
44 %o 47; FEBIC frem 19 to 7i; BCEC from 7 to 58; Equitable from
T to 23. Union Bank. a merger between the Ineulsr Bank of Asis
and Union Bank, Increased the combined intverlocking of the two
banke Zfrom 32 to 54. China Banking, a relsiively emall bank,
increased ite interlocking from 8 to 35. These incresees do not
wake 1nto account the congolldation of some of the emaller
Interlooked companies. The data do eshow thst she poliey
envircarent which gives monopoly power to  Lankes and selected
industries hase fostered and sustained interlocking and
conglomeration between banke and other enterprises. Being tha
major beneflciary of the policy regime it may not be unressonable
o expect them to work for the retention of the policies, Their
being interlocked into a small group of “successful” bankews and

induetrialiets facilitates their organization into a united loboy
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oup. It is:not surprising that proposals for reforms of the
'iinan:ial systesn have met with a thick wall of resistance, in
Fﬂrtiﬁular reforms that aim to liberalize entry of new banks. and
sthe marketing of government securities. The. same group of
Anterlocked industries that are being protected *rom foreigr.- and
domestic competition may be behind the resistance against
gevaluation and the dismantling of guantitative import controls

anc. its replacement by a simple tariff structure.

-

5. Monopoly FPower

This. section Jurther discusses interlocking directcrates
with the concept of monSpoly  power. Market structure an
determined by the firm sirze of the industry.reflects tha degres
of concentration among intdustries. Al though market. shares for
individual firms in an industry are confidestial, the Mational
Etatictice Office (MSD} reporis the percentage of industry sales
accounted fTor by the top 4 firms and the top B - firms. When
analyzed in the context of interlocking directorates, it would be
seen that some firms affilisted or controiled by comercial banks
are concentrated or have monopoly pOWerS. In the manufacturing
industry alone, 16 of these firms  belong  to concentrated
~industries. Table 2 shows the commercial bank—-interlocked Tirms
‘with their corresponding industry classification. in 8-digit PSIC
rcode. and contentration ratios of the top 4 firms with respect to

the total industry in 1987.

The Bank of the Philippine Islands (BPI), which has the mos:

industry-concentrated manufacturing firms, has in its control
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Purefoods Corporation, Sar Miguel Coarp.s Integrated
Microgiectronice Inc., Pilipanas Shell Petraleum Corp. and Gold
tack Philippirmes,; Inc. The Purefoods Corp. and three other firms
sccount for B&.S5BI percent of the market for slaughtering,
preparing and preserving meat. The giant San Miguel Corporation
= 1| in turn monopzlizes the malt miguoprs and malt inoustry.
5SMC has 70 percent pwnership of PhRilippine Dairy Froducts Corp.,
and 45 percent of Mestle Philippines, Inc. are among the top 4
firms accounting for 88%.823 percent of the market for
manufacturing dairy products =sxcept milk. Thirdly, anothsr
subsidiarysaffiliate, La Tondena Distillers, which is also 70
percent owned by BMC is among the top 4 firms capturing IGO0
percent of the marketil for manufacturing wine. MNestle Philippines
iz also among the top 8 firms capturing 9.8 percent of the
market for coffee roasting and processing. The. Integrated
Microelectronics Inc., manufacturer of electric wires and wirding
devices, shares 72.9 percent with I other firms of the market.
The BGold Fack Philippines; Inc,. and 5 other JTirms capture B0.8
percent aof the market for manufactouring made-up textiles goods
except wearing appargl. The Filipinas Shell Peitroleum Corp.
g#long with Caltex Philippines, Inc. and Fhilippine Petroleum
Corp. fully cCcontrols the petroleum refineries industey. MNote
that Pilipinas 5hell Petroleum Corp. owns 9.5 percent of the
Philippine Petroleum Corporaztion. The Priliocpine Commercial
Internaticnal Bank (PCIB} which is interlocked with BFI kas in
its contraol the Philippine Petroleum Corporation. The Rizal
Commercial Banking Corporation [(RCEC) has Dole Fniljpplne;, IrC.

sharing 73.34 percent of the market for camning and preserving of
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Truilfs and vegetable with S5 other firmss. Eguitable Bank has
kratt Foods, Inc. which accounts for BB.423 percent of Lthe market
o, Tnnufacturiﬁq dairy products except milk with 3 other firms
and Honda Philippimes, Inc. which has F8.8l percent of tne market
for manufacturing.of motorcycles and bicycles with 3 cther firms.
The ?ﬂxlaPa;nE Banking corp. oEsldes PFaving Haoonda Fhilippines;
Inc. has also Mariwasa Manufacturing, Inc., sharing lOO0 perceai
of the market for manufacturing of structural clay products with
3 other fTirms. The Citytrust Bank and the Internaticnal Corposte
Bank (Interbank)} hHave the Philipping fAssociated Smelting and
Refining Corp. which monopolizes the industry of non—-ferrous
Gma2lting and retftining plants except precious metal. Tha
intarbank alss has in its control Westinghouss Asia Controls
Corporation which is among the top & that account for BY.243
percent of the market for manufaciuring of electrical apparatus
anc suppligs. The Union Bank of the Philippines (Unipn Bank) is
ancther interesting bank. Besides being interlocked with the
powerful San Miguel Corp., it has cootroclling irterest in
Filipinas ¥Kao,-Iinc. and Kao Philippines, Inc. Boith firms, along
with 2 pther firme comprise 84.1%1 percent of the market for the
manuftacture af socap and cleaning preparations; perfumes,
cosmetices and other tocilet preparations. Aad, the Republic
Planters Bank has the Fhilippine Dairy Corp. which is among the
tep & Hirms comprising B3.4Z3 percernt of the markec for

manufacturing of dairy products except milk.

AN application of these concentrated industry Tirms is - thalt

commeErcial banks tend to have specialized control on  industries.
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BFI, for example, +tends to operate on the Food and Beverage
Industry as well as the Manufacturing Industry while Union Bank
has the tendency to specialize on manufaciuring of soap, cimaning
preparations, perfumes, cosmetics and other toilet preparations.
Another point to consider is that sven i1 & ceriain competitive
industry exists, the firms behave in such & way that there is
collusion. A reasen maight be that most of thege Firms arc
conglomerated. fAn example is the Rboitir ogroug. RIthough
rationwide the shipping industry is widely competitive, the
Aboitiz group has local monopolies in shipping and electric con=r-
supply . It operates the Aboitiz Overseas Shipping Corporation,
the Aboitiz Shipping Corp., and the Aboitirz Jebsem Bull Transsort
Corp. and Aboitiz's Ormoc Electric Co., Inc., Joioc Powsr Eos;
inc., and Davao Light and Power Co., Inc. More so, Ernesto
Abpitiz is the president of the government’s Mational FPower
Eorporation. The Citytrust's Heriry Brimo has Philex Mining
Corporation and Surigso Consoliditeo Mining C=l, Ime. @0 the
mining industry, as well as Phriltread Tire and Rubber Corg. ‘and

Firestone Tirz and Rutber Co. in the tires and rubber industry.

Monopoly power by a firm initiates pricing of goods and
services over the marginal cost. This exceeds the actual prices
but the consumersz are constrained o pay at this price because
the dominant firm dictates it. The dominant firm, :au}urinq the
larger part of the market, oecomes the producer sufficiemt enough
to supply the gogds and services. mrd  to maintain this

—

o s .- - ! r < L
monopolistic power, policies and interest rates as provided  for

by the affiliated commercial bank are set to favor the firm.
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6. Concluding Remarke

The cacual observation sbout the control by Manila’s 40"
Lamilies over the country’e econormic wealth is not withou:r an
Ehﬁirical- baeisg. The FRP2Y established Lhe extensive
loterlocking directorates among +he largest 1,000 corporations
Ritleh  include banks. induetry, sgriculture and mining. The
largest five ;aﬁkﬂ, which erare kEalf of srivete commeralal bank
AsgCLd, iInverlock with hundreda of firme inr various gectors &Y
with other commaroial banks and 231 the major lasurarcs
companies. The major barke are interlocked snd/for cong lomerated
with firms in highly-concentrated Indeetries. Bepeoinlly
noteworthy is their control over petroleum refining and food
Processling, The Tamilies thet contrzl these banks and +haiz
Googlomerates are politieslly influentiml. Their LMsiness
sccess has been widely aclaimed thouvgh *t is explained in part
Ly %he privileges the governmant has granted them, Their
cntreprepsurenls certainly sccounte for zart of this success  and
it ie Dogeible thet they might have Flguprieh=zd  aven without
governnent protection. The reality confounds +the eocurces of
thelr sechievement. A teat of thelr entrepreneurisl abiiity is
the surmounting of competibion from new entrants to buslhess and
from invernations! esuppliere. Bui this has been regigted, a
&8s in point is the resletance of the BAP against the expansion
of forelgn bank Hrasching =nd foreign bank antry. It proposes
coet lncreasing barriere to entry like frozen foreign  sxchange
depogite in addition to capitnl inveetment. Only okhe domestis

EB, the Agla Bank, has bean allowed to oper in the lasst Five
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?&&rﬁ. Thie bank 18 controlied by the De]l Rossric group, one of

the leading interiocked groups.

The paper argwed that the congiomeration of, and The
intricate inverlockling directorates, in the largest firanclal and
non-financial corporatione in the <country have been initisted and
sustalned by the proteciive industrial, trade anda financial
policiez of the government. The protectivs  policy environment
hae diecouraged competition from new domestic Zirme and foreiza
companies thue allowing the conglomerates +to maintaln thoeir
monopoly power. Thig 1lg reflected in the high concentration
ratios in sectore that are interlockad or aongloperated with the
big banke. The large banks themgelves are inferlocked with esach
other, Interlocking facilitates collucion and the ofganizstior
of Il1obby groupe. The diffisculiy of effectively carrying out
reforne in  industrial, trade snd finsncial policy directed at
fostering competitlion --an avowed objective of the government -—-
might be explalined by the reeletance of vested intersst which is
compriged mainly of these conglomerates and iantzrlocked barke and
industries. While There is no solid svidence to guzport the
presence of orzanized lobbies by the leading buciness groups,
there are indicators they exist. The RAF for insgtSwce comes out
with recommendations %o the Central Bank for imposing ooat
barriers to foreign banke/branches which wieh to open business
here, We have the FPhilippine Chamber of Commerce and Indugtry
which regularly 1ssues press relesses snd cisisments either
Supporting policies that sre favorable ic the Sueiness of 1ts

membera. or oppozing reforms that would diminish their market
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FoWer. The BAF snd PCCI have expressed thelr views on the iegues
of bank entry, trade liberalization, devalustlon. The PCCI hae
cxpreogeed Ile view favoring the ratificstisn of the Treaty on
Friendshiip. Cooperation and Security. There sre many other
iretances showing grouped expreselon of views on economlc issues.
Sach  grouped thinking and likely laobbying are definitely
Tacilitated By the nterlocking directorates in  the leading
pugineeses of the land., & consensus exighe Bhong eccnomiste from
hers and &braa§ tnat structural veforms 1in the country are
required in srder to accelerste growth, Sucoess etorles abound
+n neighboring countries on the effects of suah. Estructural
reforms. Yet the government hae chosen +the &Status quer- It monkd
Beem  therefore +that reforme conld only be éxpected after a
pufficiently sirong countervalling power againet the gell-
organized vested interset would have developed. The situsation
does not appesr very optirmistie but history oftentimes comes up

Rith eurprises.
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Eodnotes

itn  the D&, many of the exisiing conglomerates originated
from & Blngls lerge monopoliestlc firm which bBad at leset one of
the o8t adventages ment ionead shove, Integration of
geographically separated marketing outlets To service & large
manmifacturing company like MoCormick., Hontgomery Ward and Sears
Rosbuck wag a oommon baelis for the horizontal expansion of many
geogrephically digpersed merchandising transpord COmMDanies.
scherer (1978.p.135) obeserved " that nearliy all the manufactarers
thet pioneered in creating large integrated senterprices had Dbeen
Iorced fto do 89 becsoss the exleting mass marketere wers unable
¢ handle thelir products” and that the norpal route To Bize wWas
whet of horizontal combination., Divergification acroes nrelated
industrlies ococcurred much latser and not very extensively in  the
0S5,

EThe Miteul beank wae wpade the e=xclusive Bgent for
underwriting Sovernment bonde and new currency in exochange for
whe government zero-intersst loane. The bank was alesg Dade The
gole depoglitory of government funds. The Mitzul Trading Loavaay
(Mitsul Buesan), which was established in 1876 was the sole agent
for the government-owned Mlike Coml Mine which was later sold o
i%. It bought government-owned gilk filature. and ootton
spinning. By 1513, 25 per c=nt of Japsn'e forelgn trade wae
garviced by Miteul Bussan ard by 18£8, it had deveioped into A
130—oompany conglomerave. Misublehl had z similar beginnins. It
Was the next largest conglomerate:; was eo0ld the government s
Takasghime, Sade Gold and Ikune Sllver Minee and the Hagasakl
Shipyard, &and was lent 40 ships by the government for practically
nothing, The compsny bought 14 large gteamers with low-interest
government loan., T4 was gliven the military traneport eoontract
during the busy periocd of the Jazan-Thine and 4the Japan-Busso
WaArs. Thiege: ehipe ond the shipyerd provided the i1zpetus for
Miteublizhi e coesan transport sand trading powver. As =arly ae 1377,
“he company provided T3 percent of total tonnsge of wodern
GLeAnsEs ., ITe only onpe major competitor, Evodos Tnyua Co. Rae
merged wWith Miteublshi at the governpent’s ipitiative. In 1828,
the company hod bhecome A conglomerate wiih 119 mesber companies
in highly diversifiled industries. Each conglomerate had &8 bank
and wis coEppoeed mostly of large o oligopollistic BTk
nonopolietic firme. The prefite from their enterp¥ises and the
financial resources of their bank provided the conglomerates
control over hiage regources and the feclllty for new investment
and for the establlehment or sogquileition of new companies, The
growth of the conglomerates was very rapld uwp to the Second
World War. (Data are Irom Jdakagawa (19461, and Iwata (18813.3}

3Df the 10 largest corporstions in 1500, ohly cne remained
in 1877. Hew successiul sntrerreneurs in new fislids 1ike the IBM
and ITT came into the picture. A1go the control of at least
three major families, respectively in rutber and car manufacture
(Du Pont), petroleum refining (Rockefeller) and aluminum,
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petroleum, ccal and bank (Mellon) have diminished Eradually since
1330 ae family shares go% divided into multiplving heirs and as
GSH COMPLLItors game into the field (Scherer, 1878). Uwnarship of
large American corporaticn is generally diluted and their stocks
4re  openly traded. In Japsn the gaie of corvporate sharee ig
oftentimes restricted to affiliated corporations and enployass,
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TABLE 1

HTEBER (i TIRES SITE TRTERLOCEING DIRECTORATES
BY SECIOR [N 1936 TOP CORFORATIONS

----- = mma o - e - - ———
= TEEEE R [ p—— ettt e e

Otber Uther Plasmelal Bgricsltare  Hse!  Industrial Mai,,/ Trensport &
Bazke  Insiltations gnd Fond Eateie conet, Miniag Commpnicsiicn Otbers Total

i, BPI, 1388 [ i T 13 1 £ i 1)
[
L] 1 ] i | 2 B | n
]
] . - i b - - - B
1age d i 5 18 5 i - [ B
2. FERIC T 11 i g 15 2 I 1L
LT 1 1 3 3 7 - | 14
Y. #IE, 1982 1 ¥ § 1 £ 1 | 6
Fead 1 1 - 2 |5 K] 1 1z
i, Metrobenk, 1935 3 1t 2 z § § 5 M
1314 i 1 1 1 i 1 1 |
5. ¥CBE, 184 2 2 £ 5 18 0 15 1
ERE4 - - 1 : - - 1 10
£. Equitable 1 b 3 1 ] - ] ]
1834 . F - 1 | i - 7
7. China, 1028 § § 4 u g ! 15
L - H 1 - 3 = - ]
. Tafon, 1903 3 T & 3 1 T B 1 ]
o - - - 2 ] § k] 11
1384 {Ingnlsr) - T 1 i 5 3 i 13
[faiea} - 1 1 : B - I 1
b, Alifed, 1038 3 § £ i g § 1n
1. BCFE, 1088 - 2 F 1 ] 1 1 12
1384 - { 4 ! § 1 5 i
11, Titytrost - - - - ] - - ]
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= s

Ghher Itder Flzamelsl Agriceltars Feal  Induzsrial Mat. ./ Traaepert §

————

Bazkz Institatioas ad Fpod Eetate Gopgl. Mining cosxnzicsiion Clhere Tetsl

1. Philbanking Corp. - 2 . ! k 1 I i
158¢ - - - - Fi = F)
i, Int1, Cerp. Bapk ™ 1 2 ? 7 20 3 § ¥
1384 - i 2 x g B
if. Piliminae Bask v i 1 i i k) 1 H
1964 o - | - ; I !
oI - : : 1 -
15. Traders Bovael - - i - -y 3 i i
1834 - - . . E i - l
16. Bogton Bank, 1383 - e . - B 1 ) 13
i1, {oaBazk, 1384 1 ! . i - - I £
. epublic Planters I y 1 - - - 1 i3
. Selidhank - i - - I b T FE]
. Secority - I L z i i 1t
i. Sommnaicstions - i - ] 2 i B I
Botes:  [sterlockingfeantrollisg fptersetfa?7i1iating of She followieg:
L. EFI: FEBIY, BF] Family Savings Rapk, BFI Agriculiural Development Smuk, Peopls's Development Bark, Eomia de Pledsd,
[hine, Zgnifabls fank .
. F3BIC: ROBG, Thipa, 1gic Beak, Pazco de Oro, PRilippine Thepical Bea¥ and Bitged Baak,
i. TPCTB: ECBC, Bepublic Plapters HTE.
§. NCBC: TEPIC, Chiza, Aela oaviags Buzk, Plasters Development Bagk. )
9. Netrobank: Monte de Piadad.
b. HBgultsble: Flapters Development Bazk,
T. Chisa: FERTC, BUEC, Asia Savisgs Bank. Zanco de Ors.
§. Ualom: PHB, Drben Devt. Eagk, Lazd Bank,
5. BElled: Westers Paciiic Gank, Pacifis Bak, First Heleyan Development Bank,
16, interzatiozal Corporate Bapk: Developuest Baak of the Philippines.
11, Pilipivae Benk: Develspaent Bank of the Fhilippines, Flaniers Development Baak.
il Conbeni: Lamd Beak of ihe Philippines.
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TABLE 2

COMMERCIAL BANES AND COMCENTRATED INDUSTRIES

R AR e e et T e e o e o e e e ] e ek e o e e e i i
T R e T T T N & R s e EE s S - ————— e e e e S e

Bank Corporation Industry Classification CE4
BPI FPurefosd Corp. sigughtering, prepering 0.86683
& pPreseyving mest
San Miguel Corp. malt liguore and zalt 1.00000
Integrated Micro- wfe, of electric wires 3. 92200
electronice Ino. & wiring devices
Filipinas Shell petroleum refineries 1. 00000
Pelroleum Corp.
Fhilippine Dairy nfe. of dailry products
Producte exXcept milk
Gold Zack Phil. Inc. mfe. of made-um G.203235
Textiles
PO Fhll, Petroleum petroleun refinsries 1.00000
Corp.
RCBC Dole Phil., Inc canning & pregevviag 0.85540
of frulte & vegetahles
Eguit Honda Fhil, Inc. wfo. of motoreyoles 7.988140
& bioyelers
Eraft Toode Inc. mfc. of dairy products 0.B8423
excent milk
Union oan Miguel Corp. malt liquorc & malt ltﬂﬂﬁﬂﬂ
Pilipinaes Eac Inc. Bfc. of soap, cleaning D.84131
prep., perfumes,
cosmetics & other
toilet -
Fao Phil. Inc. mfc, of sBoap, cleaning B.584191

Pren. ., perfumes,
cosnmetios & other
tollet
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Table 2—-Comtinued
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Bank Corporation Industry Classification CRY
Citytr Phil. Asso. Smelting non—-ferrous smelting & 1.000067
& Refining Corp. retining plants except

precious metals

Philbank Honda Phil. Inc. mic. of motorcycles C.F8910
& picveles

iffariwasa Mig. Corp. mfc. ot sEructural 1.00000
clay producits

Interbank PRhil. Assc. Smelting non-ferrous smelting 1.0QaG0
& Refining Corp. & refining plants
@#xcept preciocus
meEitals
Wepstinghouse Rsia mfc. of electrical hL.E9E4AT
Comtrols Corp. appliances & supplies
Boston Ram Food Froducts cannifg & pressrving of L.9E3ag
Inc. fruits & vegetables
Republic Phil. Dairy Corp. mfc. of dairy products o.8B423

except mile
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