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The PFhilippine financial system has failed to develop over

the last three decades. M /GNP ratic has mot risen but has merely
3
fluctuated around 22-25 percent. Wrong policies are blamed for

" the poor performance of the system. The current Interest rate

structure shows extremely wide differentials hetween saving and

time deposit rates and between saving deposit and loan rates.
Thé paper tries to eﬂ31nin these by the policies adopted by the
Central Bank, espe;ial!y those restricting bank entry and
imposing high intermediation taxes. The paper analyzes how the
policies effectively repress intermediation activities and result
in high profits and intermediation cost. The effects of the
current policies are compared to the effects of the more

traditional forms of repression followed earlier, i.e., 1960 to

1980.



The gleaming high-rise bank offices in Metro Manila staffed
with sleekly—dressed executives and clerks belie the poor
performance of the (financial system in its primal role of

mobilizing saving. Jhe level of intermediation relative to  the

qutput of the economy has remained low, while the cost of

-

intermediation continusd to he high.- M /GNP ratio
has stagnated at just above 20 percent in the last fhree decades.
Actess to Tindncial serwices is highly unegual, as their location
is concentrated in Mamila and other big cities. The financial
s¥stem has a weak structupal base. It consists of too many weak
small banks, an underdeveloped securities market and a few
strong, big “banks. The latter have assumed an increasingly
dominant position that permits them to exercise monopoly power.
Many small banks, imcluding the majority of rural banks and a few
commercial banks, are in arrears with the Central Bank (CBH)
andfor have acquired very bad loangportfolios. Etgu CH E“iiFl; of
restricted entry and exit has sheltered both the big and  the
gmall —bonks—from competition, allowing the former to earn

abnormal profits and the latter to operate at high :nstg

The poor performance of the financial system could be
explained by bad policy. From the founding of the CB in 1948 up

to 3980, [ﬁ regime of repressed interest rates and extensive

intervention in credif supply has prevailed.-] This was followed
by a regime of intermediaticon taxes and restricted bank entry. "



T

The paper briefly Teviews tE! intermediation performance of

"! .
the banking system. It dEﬁﬂribeH*Eht major features of the past
and*  the present pﬂlicy regimes and explains how they tended to

slow down financial dﬂvelnpment.qlﬁu focus on banks, since they

comprizsse the bulk of the finanmcial]l sector, and we give: special
attenticon “Ea the sector’s Encrea&ig;;dagre& oF concemirationm.
The foliowing sactions cover suéhbﬂsivulyt &) fimancial
development In the Asian context; b)) a brief discuasion of the
policy regimes; c) the structure of thelEbanking industry and
measures of Its concentration; d) @ anal¥sis of  the likely
behavior of the large banks with regar@ to interest rates and
intermediation margin andlﬁa the effect of the ¥arious taxes on

these variables.
2.  Financ¥al Developmeni “in the Agsian 'Context

Financial market development in +the Fhilippines lagged
behind its meighbors. Table Lk; Panel & sShows' - the Strsndi@ont

M JGNP rmabtio over 1970 o 4957 period [din Exsi Aria (M cnnaigikg
3 3
of core depositz = demand + saving + time ‘deposits). This ratieo

indicates #the rate of savings mobilization. Allw the <countries
reported here excepting the Philippines experienced a continuous

upward trend. Indonesia started late as its ratie in 1970 wax

L]

only B percent. This has since risen tTo 21 percent. Thaoiland
¥

started at 23 percenlt and now has a 61 percent M GNP ratio. The
3
Philippines had an initial ratio of 20 percent. The ratio merely

fluctuated at around 23 percent during the 1970-383 peried, rising

ta & high of 31 percent in 1983 following the interest vrate
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liberalization in 1981. It declined te 22 percent during the
subsequent recession. In Panel B we have M ' /GNP available from
1973 onward. Hj' =M + guasi moeney. The irends are similar.
1

For +the Philippines, cther statistics show an even worse
picture than the HEIGNP trend. The r;;l sapply of credit to the
£ TR O 5; mu%ﬁtaidinﬁ credit declined very drastically from 2
91.2 billion to B 46.]1 Dillion in 1983 +o 1987. Investment
financed by Moans as roughly indicated by the ratio of change in
outstanding loans %o gross investment was 0,106 in 1980: it
gradually declined to negative levels in 1985 and 1986. The
ratio has since risen but remains low at 0.177 in 1988. Of the
loans granted, a decreasing proportion was going to the private
sector, 0549 in 1980 and 0.358 1n 1o8aE. Fovernment
corpaorations, government securities and foreign assets abserbed
the remaining balanece. Credit going to agriculture (in spite of
the Agri-Agra portfolie ruquiremen+l} was only 9.3 percent
in 1981 and declined to 7.8 percent in 1988. The level of real

loans and deposits fell by 51.7 and 23.4 percent, respectively in

I980=-47T .

3. Policy Regimes and Intermediation

In the first monetary policy regime lasting from 1950 to
1980, the CB intervencd extensively and directly in  financial

intermediation. It set deposit and lcan rate ceilings at

1

Banks are reguired to allocate 235 percent of the loans to
agriculture and agrarian reform beneficiaries but are allowed +to
buy gevernment securities instead.

M



generally below market leveis. The real rates frequentlv turned

2 mid-1950

wards when  inflation wrates

T lIevels. ‘Bagk entry was encouraged with "the

g equity

ﬂmivaté development banks (FLB). Getlerous rediscounting

contributions™to new rural banks (RB) and

facilities at extremeiy low din:nqng .?iﬂﬁ were made available to
81l banks. CE cradit becams & fﬁﬁﬁinf source of loanables funds
for all banks t@pgqiﬂﬁi?‘ﬁﬂﬂ. & complex scheme of redizcounting
was adopted where discount volumes und-gﬁsﬂnunt rates were set
for many types of activities amd borrowers such as for rice
production and smail scale industrial loams. In 1970, the CB
asSisted the larger banks, specially a number of commercial banks
and the Development Bank of the Philippines, in ﬂbtaiﬂigg foreign
loans on terms that generally ignored foreign exchang&; risks.
Large amountz of subsidized eredit were therefore heiné* made
‘available to fthe #iTierent types of banks. ALl ithese nmeasures
woFked against the growth of intermediation activities and the
stability of the financial system. Deposits were crnwéed out by
the r&distnunting_faﬁi!ity and foreign loans and repressed by thﬁ
deposit rate ceilings.- The loan c¢eiling predictably. led to
#xcess demand for loans. For some banks, Eﬂpacaally the state
banks, cocrldit rationing became a rent—-seeking - activity, o fuzh
creating Inefficient loan portfoliocs. Direct demands for loan

2z .
accommoflation from the President’'s O0ffice further weakened the

2

These loans were classified as "behest loans" by-the - last
Marcos regime’s DBP chairman in order teo. identify who was
responsibie for them.




guality of bank portfclios in these banks. The larger banks who
obtained foreign lcans suffered substamtial losses from the
ﬁrhﬂtic devaluations in the 1933=8%5. The rediscounting
Facilities entrapped the more myopic banks in cheap CB credit.
Consequently they neglecied to develop a solid deposit base. The
facility, moreéover, allowed imprudent Ican defisiéns Ffor after
all the cost of leoanable funds were perceived to 5e low. One may
reasonably conclude that the wrong peliecies and abuse of power
caused the financial erises of the first half of +the 80s. &
targe segment of the fipancial svstem failed-—the" two state
banks, PNB and DBP, which happendd to be the largest
intermediaries dn the system; the fThree largest inveéfmant
houses——PDCF, Bancom and PIS50; majority of the rural banks
numhe;inﬁ 1,030 in 1980, 6 commercial banks and the largest

savings bank, Banco Filipino.

3. The Naw Regime

The warldwide criticisms of interest rate repressions and
the bad experience of the first regime led to a reversal of
policy at the tarm ‘of this decade: Intearest rates wWETS
liberalized in 1981 "and 'the rediscounting "rivileges were
subsequently reduced. Execepting for agriculture, export and
small-scale enterprises which Tontinue to receive special
orivileges, +the rediscount rates are now set in relation to the

cost of competing sources of loanable funds, i.e. the Manila



reference rate (MRE). Foreign currency deposits with minimal
restrictions have Been allowed as part of the Tiberalization
moveément. These reforms were, however. ccantered by new Forme of
financial repressicns. €D impases implicit barriers to entry and
exit of banks and changes twa types of texes-on intermediatien——a
5 percent gross receipt tax on ibanks (GHT} and a 20 percent final
tax on deposit ecarmings. Required reserves have been raised +o
all time high.of 20 percent or more. The reserve ratic in the
eéarlier regime was generaily below 15 percent. The bank taxes
were imposed as a revenue measure to reduce. budget deficit, the
reserve ratiec for contr®lling money supply. They were handy
measures for meeting TMF fiscal deficit’ and monetary targets

dictated in the series of debt restructuring from 1978 onwards.

The interest rate liberalization did nat nave the exvpacted

results, as shown in the trend of the M FGNP and
3

leans/investment ratios. it was being countermanned by other

MeasUres. The two taxes and the high reserve requirement raise

the intermediation margin, lower the neft yvield on ‘deposit: and
raise . the 1loan rate, therefore discouraging bank deposits and
bank loans. Moreover, the liberalization move wam badly timed.
It cpincided with the onset of recession in  1980-81 and the
political uncertainty that followed the Aguino assassinatian.
Gyrating inflatien and interest rates and the massive bank

failures increas@d uncertainty that likely leod to further outflow

a
The MRRE is a weighted average rate of time deposit and
deposit substitute.




gf funds from the system. The liberalized capital -market
facilitated capital flight estimated by Boyce (1989) to amount to
reach US$8 to US513 billion between 1980 and 1986, Table 1 shows
that the M /GNP fell from 31 percent to 28 percent in 1983 : to
1984 and eﬂitinued falling £i¥l 1985. In real terms, » deposits
declined by 2B percent in 1983-1988, and 10 percemt im the

following year. Loans fell even faster, 31 ‘percen® and 29

percent in the same period.

ot

The series of bank failures changed the structure of the
financial system. The relative importance of +the two state
banks (PNE and DBP) which dominated the svstem in the 60s and 70s
was slashed dn_wn.4 Their nonperforming assets were transferred
to the Asset Privatization Trust. Otherwise they wounld have been
weighed dewn by the high cost of servicing their Ifabilities.
Withian the private sector, a total of 173 banks were closed
between 1981 and 1988, including 138 RBs, 28 thrift banks; 2 KBs
and 4 private development banks. Of the 846 remaining RBs in
1985, 522 applied for rehabilitation, meaning that at least this
number were in difficulty [Lamberte, 1989]. Beposit clients
moved away from Gthe weak, insolvent banks té the relatively
strong ones. Table 3 shows that between 1982 and 1988, Far East

Bank grew in nominal terms at 34% percent, POIE 226 percent,

Metro bank 204 percent, BPI 188 percent and UCPB 149 percent.

4

The wvalue of the assets of DBP was slashed down from £
T2.0 billion in 1985 ta P 9.5 hillion in 1956 or to 13.2
percent, that of PNB from B 76.2 billion to # 26.9 billion or
to 35.3 percent, same years.

L2



With few exceptionss the other banks virtually stagnated
considering gthesinflation rate of 137 percent between 1%82 and
i988. (Ses the change in the ranking of banks by size.) FEBRTC
rose frem ®o. & to Ne. 1. ConSequerntly, Lthe Industry DLecame
highly concentrated with five private commercial banks
effectiveily «dominating the ingdustr§. The financial system that
resulted $from all these events may. be characterized iIn the
follewing: 2} it is a reduced system in terms of total assets; b)
it consists of mapy small, weak and still Inoperative rural banks
and private development banks, much reduced state banks, a number

of relatively small troubled commercial banks and a dominant ‘set

of five large universal and commercial banks.

There is no explicit policy about restricted "Bank entry.
The policy is expressed as & concern Oy the OB Governor about
‘proliferation”® of banks and the danger of entrusting banking
responsibilities to new bankers. In practice N0 new bank has
been established since 1980. Instead mergers and investment in
existing banks, including those in difficulty, are encouraged.

Branching is also restricted to areas that ane not "overbanked™.

6. Bank Structure and Measures of Goncentration

Tabhle 3 depicts the present siructure of the fipancial
Eystem. Here, we see the relative importance of the commercial
banks {(EBs). in 1968, nbs share in tolal assels amounts to G651
percent, BRBs share 2.1 parcent and the other thrift banks [(PDEs
and savings banks) 12.7 percent as campared to 55.9 percent, 2.3

percent and 21.6 percent respectively in 1980. The HBs have an

10
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MARNEY FHARE AND MEAGUHES OF CORCERTRATION
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.gkur:e: 96Y - A Qindy of Cossercial Basks ix the Philippines, 982, unpublizked (3 statistics, [98%.
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average asset gize of BID million, savings banks 2 36 millien,
PiBs ¥ 130 million and the KBs #6,960 million. The commercial
banks, in turn, are dominated by five private EBs whose combined
asgetes Comprised 34 percent ofsthe privale Commer-ial banking
system inm 19688. The Far East Bank and Trust Co., the largest

Frivate KB, has asselszs exceeding The tobtal dar  all rarcal and

savings banks combined-—R28 billion versus 217 Billion.

In lgﬂa, the five largest private HBs had a shara of 32.8
percent of the total demestic private KB asseis. In 1988, their
ehare rose to 5%.% percenk. Mergers and cleosure reduced the

nmumber of banks from 28 to 23 from 1982 to 1988,

Two altérpative measures of concentration for the private
domestic Danking sector were calculated, the Herfindahl or H
index and the Comprehensive Concentration Index or CCI index.
(Please see table for the formula.) The H index rose from .043
to 074 in 1982 to 1988. This may be read in terms of the
eqiivalent opumber ot egually-zized banks {(firms) to comprise an

industry. HAb B index of .045 means 22.2 banks ond an H index of

-07% means 13.5 banks comprising the industry. The index rose by
64 percent in &ix years, & rather fast rate of concentration.

The CCT index directly gives the share of the largest bank
(firm) plus some weighied average H-index for the rest of the
banks. in 1982, the OO index was .156, in 1988 it was ' .247.
This index gives a greater weight to the top firm and seems to be
more appropriate for industries that are dominated by only one

firm. The five largest banks have assets in the range of 2 16

13



ﬁilllnn te ¥ JB*E&JIEGH whi rest have assets helow £ 10

Billion including eight with

& balow B4 S5I1Tian.

i Thégt indExEE might app

 the fnstitutional setting whie

_gp;il and indeed do not capture
Rﬁkﬂlj enbances the power of the
dominant banks in the industry. PFirst, all the Banks are logated
in Manila: .Second, their ngﬂrs live in one losely-knit
social group and im & gFeographical iy proximate environment, that
of Makati. Im & m of cases, th_q:%_'!:yhsinﬂss interdependence
extends beyvond banking and inﬁ:lﬁ&f"ﬁiﬁking congiomeration in
prﬂdutfgaﬁ and trade, and most importantiy, a sharing in
political pnwnr.s
-

Collusion iz difficult to document. There JrgzﬁgqF ways by
which the larger banks can make implicit agreements on interest
rates and service fees. What are sbhservable are tha predictable
outcomes of these agreements. Interest rates are likely to be
sticky, abnormal profits tend to persist., and competition via
interest rates is usually avoided. In lieu of price or interest
competition, advertisement or product differentiation is ixsed.

L
There is some evidence for these practices.

L. erformance, Policy and Concentration

The intermediation margin, profit rates and the dnterest

rate structure are briefly examined here.

5

Well=-known bank affiliation with political power or
business are Gokongwei-PCIB, OB Governor-Far East Bank, Ayala=San
Miguel groups=BPI, Lucis Tan—-UCPR.

1b




ald Intermediation margin. Repraduced here are Lhe
calculations of commercial bank intermediation cost made in the
World Bank 1988 Financial Sector Study using "basic" CB data
Lﬂﬂich unfortunately ares not sccessible to  the public). it
decomposed the gross margin, f.8.. interest i?@pih;; net of tax
minus the effective coust of loanable Iuﬂd:‘iiﬁ?ﬁ!i@d as a percent

of loans. These are reproduced below.

The .fatal margin {(er the rate paid by borrowers minus the
rate received by depositors) has been very large and showed an
increasing trend. The average margin in 1986 was 8.76 percent (=
14.62 - 5.86) as compared to 6.99 percent in 1983 (15.01 — B.02).
0f the average loan rate of 14.52 percent, onl¥ 40 percent went
te. pay depositors, 26 percent went te the various taxez (final
tax. GRT, the reserve requiremenlt and Agri-Agra rule} and 34
percent to bank mergin, i.e., bank operating expenses and
profits. Profits before taxes comprised about one-third of bank
margin for 1984-86 or about two percentage points of the total.
By international standards this is fairly high. Panel £ shows
that of eight countries which include developed and developing,
all excepting Morocco have a much lower profit margin than the
Philippines. BPecause of our low wage scale, our staffing cost is
relatively low. however our administrative and depreciation costs
are significantiy higher. Within the country, however. domestic
vank staffing cost 1s at least 50 percent higher, on average,
than among foreign banks, despite the high salaries paid 1o
expatriate persﬁnnel. These data seem to imply that our domestie

banks are less eifficienl in their operation. The palpable

I5
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Staffing Expenses as T of
total assets
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luxuricus offices and lifestyioSof bank owners/executives whose

cost is generally charged ss offlCe expense may possibly explain

part of the Bigh administrative 8nd deprociation cost of domestic
banks.

b The astructure of Intersgt. The preceding section
Gccounts for the rTather wida WmWBErage depocit loar rate

differantial (Table 45  NareEEEE S ffarentials exist Letween
types of deposits aplbetween tvpes of lpan. Up to 1980 when
interest ceilimgs were In force, the deposit raete differentials
sel by <tThe (B were relatively marrow; in 1970 the range in
deposit rates was 6.0 to 9.5 percent and just before interest
rates were freed ip 1980, the range was 9.0 t6W14.0 percent for
savings deposit (5D) and 1 year time deposits (TD3. The SD=TD
differential widened increasingliy from the fime of interest rate
liberalization. The 8D rate fell more rapidly than TD from their
peak in 1983-84 when inflatien reached the historical rate of 50
percent. The 1989 first quarter rates were 4.08 percent for 3D,
12.95 percent for S-month TD, and 13.94 percent for 12 month 7TD.

Hote the diff

d

rreantial  for the [irst &1 month-maturity

differential for 8D and TD of B.BT percantage points in  contrast
k T

to a differential of only 1.4 percentages oolints for the next six

Lt

month—maturity Jdifferential. i.¢,.;, o-month to 12-month T, In

the case of foreign currency depositsy the fterm structure i=

quite flat where the eguivalant rate differential iz less than

one  percentage point for all available maturitiess. The current
(September 21, 198%) FCDU rates for ! month maturity to one year

n

maturity ranges from V.75 ta 7.23% percents A« the WE study
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pointed out, deposit maturity hardly means anything here since
minimal penalty is imposed Yy banks for pretermination of time
deposits. The explanation for this wide differential must he

sought elsewhers.

The interest rate structure is compared with the structures
in other- Asian countries given in Table 6. In Indonesia: SD=TD
rates ranged from 15.00 to i7.03 perceni. Malayeia: §.04 to 4.50,
Singapore: ‘E.Uﬁ—3.¢? percent, Thailand: 7.2%=9.50 apd South
Horea: 10.00-16.00 pereent in contrast to 4.10 to 12.89 for +the
Philippines, im 1988. The range in the Philippines remained as
wide +to 1989. BSaving deposits composed almost 60 percent of
total bank deposits here. The SD-lodn Tate differential is &.08
te 16.8 perceni or a crude margin of about 300 percent. In the

other countries the crude margin is about 100 percent.

The writer argues here that in addition to the taxes the
differentisl might 1likely be the result of interest rate

discrimination in a monopolistic banking siructure.

Banks possibly perceive two distinguishable groups of
depositors——the emali less-informed surplus units and the
affluent modern surplus units. The former are scattered all over
the country. The modern afflusnt sirplus units are better read
and experienced about financial oppeortunities in both the
domestic and the internaticnal markets. The smali (because short
of surplus) savers likely have a legs elagtie supply of funds
given that their financial asset choices are limited to the more

familiar Tbank deposits. Additionally, their average wealth or
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genarally smalBand thesr liguidity preference
nigner =0 L(hal Shely preleronBEElar more Jiguid saving deposits
is sironger than for tihr other FFouUps: Given fewer alternatives.
thelir resarvation interest z#te 38 lower and the supply of
deposits. laszs elasticc The big savers fTace the choice of the

1 -

larger—-denomninated assets like timwe deponits, certificates of

deposits, placements in trust fungssend forelgn currency legends.

b modern alfflusa0 SEVERNRnD Can Cchtose apong this more variled
get of Tinanciad agsets dncluding thosa with large denominations
111 tend To Bave a more elastic sapply of fonds for sach type of
depesits. Their rescrvailon interest rate for domestic deposits
vould approximate the world rate adjusted for exchange rate risk.
It is to the banks® interest to discriminate beiwean theze two
groups. Discriminatiaon would resulit in & Iower interest tate for

the group with the less elastic supply.

Figure 1 Tllustrates the likely interestirares for the Two

- 3 Ihe less eclastic savings deposit supply: S
an

and.: 1TF marginal cost to the bank M araidrawn. Tie Targe
3D
cavers' supply of dime depoeitzs and Slose substitutes isa S at
D
the reservation rate, T assumed fo be egual j'u Foreign tim
™

leposit rate plus pramium (or loss) for sxpected exchange rate
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rate of interest
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total MC curve, the optimal rates are r and r ; The

. 5D Th
Tate differential is larger.

Bankers might rationalize the rate differential by
transactions cost. But. it I8% hard to imagine that the
transactions costs involving bockkeepimg, telling and clearing of
small deposits while possibly hifhir than for cmall-zizad
depgsits would amount &85 slmoest 10 percentage points (SD-TD
differential). Also the differential is much lower in all +the
neighboring eountries where the industry is experiencing rapid

financial growth.

If indeed the large banks possess some monopely power, this
would be exercised over both the sources and uses of funds and
other bank services especially those dealing with foreign °
exchange transactions. We may expect the loan rate for borrowers
with a less elastic demand for funds to be charged n higher rate.

Note that the repoarted loan rates are supposedly lese than the

effective loan. rates. Casual observation Eghows that the
effective rate ranges from 20 to 30 percent. Banks perhaps
report tTheir prime rates, not the average r;ieﬁ.ﬁ The reported
loan rates differ minimally from the the rates on~Treasury Bill

(TEy which are the closer szubstitutes of prime loans than all
F

otlver %ypes of loans. The loan rate differentials of  20=30

- PR e

i

The Manila Bulletin, the biggest Philippines daily, reports
on 22 September 1989 that BPI "offers reduced rate” ta borrowers
of npontraditional export preoduction and trading ranging from
17.25 percent to 21 percent as "compared with an industry .going
rule which ranges from 22 to 29 percemnt."”

2




percent versus ths reported 17 percent mightereflect not 'just the

premium for risk but also discriminatiom between bhorrowers.

1. :
Real rates on loans and deposits differ wery significantly
& s
among Asean economies because both inflation rates and nominal

< — e ot -
interest rates differ (See Table T)& over the 198688 pericd
. o s " i

Fhilipﬁine joan rates are reliatively high Etﬁnudini'thu rates in
Indonesia, Malaysia and Singapore. Its (Philippines) savings
& @ 1

deposit «rate is however Lhe lowest and is negative in 19B7 and

; Y
1988. Time deposit rates are fairly close to the Singaporean and
- -! .

Thai rates possibly reflecting the competitive market for <hese

deposits.

-~ - .

7. Concluding Remarks F L

' 1

A high intermedistion margin whetheér arising from taxes or

. . -

from bank inefficiency and profits imply a smaller intermediation
& ’ ]

activity. A low vield on deposit discouragesssavings flow into

L] F .

banks and a high loan rate discourages bank borrowing, tTherefore
TR
' ]
a low M /GNP ratio. The present peolicy regime of  high
35 . : s . *
intermediation taxes and restriciive bank entry is inimicals to
.‘..1- e ” ]

savings mobilization. We refer back tao Tﬁhles 1 and 2, for the
stagnation of <financial development in the countiry. We have
shown. how the. impligit policy on eéntry have  allowed Ehe

increasing concentration of commercial¥banks which €omprise: “the

bulk of  the financial syastem.

L

The Herfindahl and the Comprehensive Concentration Index
F IF J‘_
rose from .045 to 074 and from .15%6 to .247, respectively. This
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is a rather fast ingrease in copcentration. The large banks
presently senjoy tremendous advantage and will likely continue
growing relatively faster than the rest of the banks. They have
acquired a reputatien for stability and good management having
overcome the bapking tTi;iE of the early &80s. Between these
banks and the group of small banks and rehabilitated banks which
likely suffer from the stLigma of bank failura, clients would tend
to prefer banking with the former. The latter group is not
likely to be in a pesition to compete against the big five with
attractive imterest rate offers. They can be ‘'killed’ by +he
giants. Some have still carry-over losses from the past and have

little surplus to suppo¥t a fight with the giants.

Unless CB allows the entry of new banks with minimal entry
cost,; the concentration in the banking industiry will likely
worsoen. Carrently €B prefers the rehabilitation of inselwvent
banks. But this is disadvantageous to new investors since they
are forced into bDanks that likeiy have bad portfolios and
negative goodwill. These might be counted as enktry cests. In
rural bénking this cest can be prohibitive. partly explaining the
very slow rehabilitatiom of rural banks and the dacliQ}ng credit

share in agriculture.

TheFe is no rationale for the bank tazes especially mince
the Tax onimost physical alsets is minimal. BReal property tax is
not only low but is very ineffectively collected. A 20 percent
fax on depoeit earning is therefare exorbitapnt and discouraging

to saving mobilization.




b
CE has not paid attention €o &Eﬁ_e;fsufs of these policies

on’ investment and growth: OB, moreover; Bas raised the interest

“via open market
..-"“ L] i

to’ fluctuate

b ﬁtpun{ﬂ
| -
' ' &%  have

¥ [ i
become am attractive activity as compared to lﬂ#ﬂing For

cate -as: a means of protecting the o 5Y
poperations. Iuterest Taltes haws alsc been
widely,; creating uncertainty fﬁff

- 2 -
AS A= Cconfeguence,; specilations In Fove

invesiment. This may explain the declining sharé of bank 108ns
e,

| ] =
in banks assets. me g

All these poimt fto the necessity of monetary policy reforms.
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