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1. Introduction

The desire to accelerate the rate of econanic development
has led many LDC governments to establish state banks and other
types of financial institutions. Govermment financial institutions
(GFT) ocould be imtended to expand an otherwise amall private banking
system and enhance the development of the financial market and its
intermediary function. This change is expected to help in savings
mobilization and therefore growth. In the majority of countries,
GFIs were put up for the more specific task of implementing |
selective credit policy. This generally includes the provision of
cr'edit. to priority sectors or activities usually at lawer than
market interest rate. The Philippines has adopted the second tack
and its GFIS have been extensively used as a direct vehicle for

implementing its financial program.

GFIs could be used for achieving both ends, i.e., savings
mobilization and selective credit control. There are, however, some
practical conflicts in trying to accamplish both. To be effective
intermediaries, GFIs must compete for thé funds of surplus units
particularly savings. They have to offer attractive yield and
other features on their financial claims. This they will be able
to do if in twm they can relend the funds to the most productive
and financially viable borrowers so that they can repay the surplus -

units with high rates of interest. Selective credit control (SCC) .



tends to impinge on the relending decision of GFIs. As pract.ueu
in many LDCs, it usually inwolves the grant of credit incentives
to selected sectors, actiVities or groups of Lorrowers ﬁm: the
econcmic plamers want to promote and credit ms+mc't10ns on
lending to other categuries of box-mmers SCC has taken the form
of prefevential loan rate, rediscounting facility and reserve
requirement, and/ar portfolic ceilings and floors. When the loan
rate is artificially Ilowered to emm.:mge.investnent J'.nv-a partic-
ular category, the lending institution is not able to atiract as
much surplus- funds as would maximize its profits rate. Likewise,
a GFT which is created to lend at lower than market rate of interest |
to a favored group of borrowers is prevented from maximizing its
intermediation function. It cannot borvow as much as the market
would bear when the interest rate ce:.l:mg is below the equ.ﬂ.lbmmn
rate. Policy makers ugually augment GFI funds from deposits and
other intermediated sources with prefermt:;al discounted funds or
budgetary support. These allow the GFT to increase its lending
level but they weaken its intermediary role. Such support may even
inculcate a habit of reliance on institutional borrowing to the
neglect of intermediation. Many Asian GFIs have been managed this

way.



2. Theoretical Framework

The rationale for SCC put forth by development finance
economists (Bhatt, 19783 Johnson, 1974; Fry, 19827 Khatkate and
Villanueva, 1978) is the presence of externalities, indivisi-~
bilities and imperfections in the capital market. The intent of
SCC is. to provide credit to p)::'iva.te activities which have obvious
externalities or to groups of borrowers who are unable to make
investments in the best yleldn.n.g projects because of lack of

access to organized credit institutions.

I+ matters very imach how SCC is used. The best package is
one where savings mobilization is combined with selective incenmtive
for investments with clear externality or with high social returm.
This is illustrated in Figure 1 below which draws simple supply and

demand curves for funds. The supply of fiinds is assumed to be
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positively rvespons;i_.ve‘_._ to interest rate. Two demand curves ape
-drawn,  DyD, 1is for activities mt:nut externalities and | DDy
for those with externalities and other reasons for high social
value. The purely private marginal rate of return for B
activities is assumed equal to A  so that their purely marginal
private rate of return curve is DyD, -

Taking account of externalities shifts upward the marginal
rate of return to D5Dg- The aggregate demand curve éhifts from
DD to D'D'. Without intervention the equilibrdum is at Y
with Ry intevest rate and Fp intermediated funds. Cognizamt
of the 'extmlity, policy makers should intervene $o as to be at
C.  Optimal rate is R.E' and intermediated funds is FE"
both are larger than at Y. At the new equilibrium, funds
allocated to A is smaller while that for .B  is larger than
previously, i.2., a wversus ¢, and ¢ vewrsus x. SCC
must be used so as to hring thé level of investment for A and
B activities to the socially desireble levels. First is that
the poln.cy maker will have to choose an equilibriun rate, Rg'.
Note that this is higher than what the market would choose. Second
is that the-_finaxnial institutions will have to be motivated to
lend FE' instead of Fp by compensating them with some
subsidy equal to R;'R;. The subsidy.m'ay come from budgetary
allocation or noninflationary seignicrage. This is the best
strategy for it achieves maximm savings mobilization and optimum



resource éllocaftiop. Alternatively the subsidy may be directly
given to the borrowers in the form of tax rzx@ﬂpc..on or outright

‘transfer that would shift their demand curve for fumls to DBDB'

An alternative strategy which is the more popularly used in
LbC mclud.mg Asia, is for the central bank to give special redis-
oounting and or budget allocation for 1m at lower than market
rate to aétivities favored for their extermalities, development
impact, ete.. "I'his strategy differs from the above in two respects
~-one is that it results in lowering the rate of interest below
market and below the optimal level pointed out in é‘trarteg 1.
Savings mobilization is diminished as refinancing and/or budget
allocation supplements savings mobilized at lower aeposit rates.
Tt also tends to segment the market into the favored and unfavared
one. If GFIs are used mainly to implement the selective strategy,
the éegmewtation takeg the form of private and public sector
division. It involves a seleétion of praority activities and a
choice of eentral bank refinancing conditions and lending rates.
Oftentimes, the decision to lower the loan rate l%p_ selected
sectors ar activities leads to a decision to repre;-ss all rates.
There are many variations to this strategy. The extén‘_t and
complexity of the selective control differ from country to
country. GFIs tend to play an important role in implementing SCC.

The more extensive and camplex the SCC sﬁ'ategy, the greater the



need for GFIs which could asswe their implementation. The

private financial sector are prone to evade SCC rules.,

Consider the case where SCC rules are applied to GFIs only
leaving the private sector to service freely, Policy makers will
have to choose the amount of funds to be given to GFIs and the
rate of interest they may charge. In order to get x activities
going, the interest rate must be set at Rg.  “he private sector
catering to A  is now faced with the aggregate supply. The new

equilibrium is at a lower rate, REA; lower intermediaticn level

at FEA. This strategy is definitely inferior to that described
above. The level of B  investment will depend on the rate of
interest chosen. The level of A  investments will be larger
than optimal, FEA versus a in Figure 1. Total irvestment
in A and B activities will tend to exceed the optimal level.
On the other hand, surplus units are indirvectly taved to the extent
of the interest surplus they are made to farego, i.e., the triangle

SRiC-triangle SRz,



3. Selective Credit Comtvol

Many governments adopted rather complicated rediscounting
and lending rules that ave differentiated acccrding 1o some avbi-
trarily chesen priority ordering investments, ma,w
conplicates not just the SCC's allocstive problen but also its
;unplmum The issue of credit fungihility arises more
frequently undlr such SOCs. SCC has also been used to accelerate
.fmw.mtmmm1WMwmsemm.
The observed dualisn of thé economy tends to include dualiem of
the financial market. In such a market, a relztively well developed
its hrenches thin out to zexo in the remste agricultral aveas.
WydmwmﬁyWﬂnmmm.wam
trench, Cumercial banks which offer simple low-risk  Einancial
mmwmsmllvmtemﬂmb@mmmd
development. Sceehow many underdeveloped finmancial systems comtain
a stock enchange that charecteristically resains mall, The low
mwmmmmmﬁnmmmmw
Mofwwmmfmumaffmmm
mﬂmofmmfmasm.lasfuﬁsmm. The econcey
is segmented into smaller markets including at cne extyems barber economics
arﬂatmmyj;themm.wopedm. Each submarket would have
interest yate differentials ~§mﬂdbequite--subatarrtial. The



merket opportunities could Likewise differ significantly. The
fmmatmﬁmmmcmmnyamﬁmmM-
folio frontier while that in the remote arvess a few points of
generally higher risk and trensactions cost., The problem of
indivigibilities can be very serious. Oﬂwwﬂetdmmlommes
may be present. WMWMWMMy
inacocesgible 40 organized credit, agriculture and small scale
.'mmisesbmggﬂ\eobvmxsmes. At the same time the devel-
W_matwbe&gpﬁmdmyuanfwafﬁmiﬂ_mlm
whereby credit is to be made available for the sectors/activities
mbe.mtaﬁ. Mnesdmmstitutesa:appaar obvious. They
should help solve problems of externalities, indivisibilities and
developed situations. Practical considerations of cases of exter-
nalities and indivigibilities are however replete with @iffioultdes,
Mldmﬁfmmofmtmwactlntlesmﬂwymmt
andtheest:manmmﬂwmmdemewvalueofmmhwmﬂn
break-up of indivisibility require no mean task. 'I'haaapﬂnlityof
Imguvmmbswwﬂ@taheﬂmsetaaksmhmned. in many
instances, wmtsmmtientinso;ﬁmdevelomtmblm
wmmlam-mwthénd&ey_IEVemﬁnpatimindevelophg
their respective selectiveqmeditm._ In many cases, the
program islupkﬁzmﬂlydevelppadarnitsmmmnﬂesm
incentive structure decided arbitrarily. This may account for the
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mmwmmmmmﬁmﬁmmm
heaped on them,

~ Selective credit comtrol has some inhevent ooptredistions
While it is intended to be selective it can only be & at a highly
aggregative level. SCC has been applied to relatively hwad cete-
 low cost mua.‘mg, etc, . Within each catagry, the mﬁa;,';am of
return taking socount of esternalities, indivisihilities, and sueh,
mh@yﬂdﬁfwﬁtmmm Emmmwve
retuns. The: enfmrt of 2 oommon SCC say, subsidised i

would fail ma:,smmme ang projects within esch gavegry.
They wald all be subsidized whethar or not their sacdal rate of

The objestive set for the adoption of 8CC is not alwys effi-
 cienay, Wm@wmwmmmmm
for diffexent objectives, Mabjwtdmwmmm
papases and aguinst overall efficiency. It is arpued hare that
the inveswpent criterien. . This should be the unifying staadard
by which projeets ooidd qualify for subsidy. Otberwise, SCC would
mot solve the probless of mrket failwe. It say just besome a
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SCC involving the gremt of subsidized credit tend to wark
against the growth of intermediation activity of the financial
:.nsuwuonsmwlved Fortheintemedim-iestobeabletollm
at below market rate, it must ration and/or obtain funds at also
low rate. The rediscounting window has been a popular source of
msmm-wmlymtmmwmfwﬁnﬁ:g&njrm
pwtfchofw;tmmmﬁﬁblefwﬂmtobonwﬁnﬁsmt}e
market. Thainbltofbormrgfzmﬂemﬂlbmkisfostemd
The SCC may be accoopanied by interest rate ceiling on deposits
which further discowreges financial saving. The intermediation
ﬂmisimvitablymkenedamit}edmlommofﬂmfim
cial mawket retarded. 'X’heterxiemyfwfmrmalmmwmm
in turm, reestablishes the basis for specialized institutions and -
SCC as a whole.

O analysis shows that SCC is not an easy development tool
to use. Itsopﬂmlappbnatmnreqmmsofﬂepohaymkerm
mmmmmmmmmmwofﬁmmmm
especially of the marginal social value schedule of investments
with extemalities op indivisibilities and those that the exsting
further shows that among SCC tools, the only ane that does not
impair savings mobilization and allocation is interest compensation
such as discussed in Figure 1. The most popular SCC rediscourt
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.tmlterﬂéwswﬁﬂnmlymofﬁms,lawermemteof
umerestformdmmymjeatsaxﬂtaxfmmalassatmm
Mflgmshuwstrntwimeverthmemmvesmmmal
retmxsemeedthemaxieetmte,ﬂemtpolicyistomiseﬂn
interest rate from its private equilibrium level. Yet the tendency
ofnmxymbs__' is to lower the rate. This iz done by legis-
lating ceilings ar redi o

SOC are sometimes applied to specific projects but in geneval
ﬂnymmmédm'selectadsecmzﬂorbmmﬁgaatmdes.
Countries which adopted the export substituting strertegy, for
ins'ta:ée,uaeSCCasacmponmtbfﬂnsﬂatey. It-ispossible
toevaluate-ﬁxes?ocialrateofrémonspecificpmjmmxtit
is near to impossible to obtain’ full information on the marginal
socialmteofmtmforabmadseémﬂ_mimétﬁhasm
pramotion ar agricultursl development. It is expected that the
infmﬁmmm_lityﬁilbe'mimp&fectﬂahmadmﬂe-
categmy Atm:admte@wbydaﬂmummucmmmm
pmjectsmwmchmmt,mmm,cmmms
adequate infarmstion. Wn.ﬂm:tmchmfomanmﬂmwﬂlbem
basis for choosing the subsidy rete and the interest rate on
deposits and on loans to non-favored industries. Choosing the
wrong rate of subsidy will lead to malallocation and disimterme-
diation. If the subsidy to favared sector is too high, it will
result in a crowding out of good non-favored profects; if too. little,
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it will lead to smaller equilibrium supply of funds, lower interest
rate and smaller overall level of investment.

In the absence of good information should policy mekers
intervene in the market? If the externality does not appear to be
substantial it will be better to leave the market to decide on the basis

of private return. The cost of market failime will alsoc be small. In

the opposite case, intervention is called for and the problam is
mm.mmmmm&wmofmﬁ_mﬁngwm-
estimating the externality ar corvespondingly the subsidy rate.
If on top of this a wrong SCC tool is used, the negative impact
mndmchvu-ysezwsmmms The above analysis shows
that the only truly safe tool is the dirsct subsidy to identifiable
snaiaJJ,ydeaimblerijectsintrEf@nofﬁﬂmstmamsidyw
dimctsubsidymidtmlxojeetorinixmtmidypamtoﬂn
financial institution. Rafmam:.ng incentives pven to banks tend,
':mgena'al mmmm;anmmmmmmm
fnmtrﬂheﬂndemmwualloca:ucm. When an overall imterest
rate ceiling is imposed in addition to selective rediscounting and
msmex'eq\ﬁms, these negative impacts are worsened.

Recent litereture on development finance and SCC discuss
these problems in a somewhat loose mammer. There is general
agresment about the rationale for SCC. Theré is a hig debate,



14

however'.,- about the effectivenéss of using 3CC in achieving the
desired objective. dohnson (1374) points o the distortions and
the problems of cxedit mtiqﬁihg that result frcm SCC; or more
specifically from the SCC that are popularly used by LDCs.
Khatkate and Villanueva (1978) argue ih_ turm *thét 1IDC conditions
are J.mper'fect to begin w:.th and SCC can be used to minimize the
~ imperfections. They gi:ve a .g,uideiine on which éc:amnic group to
apply SCC control, whether on the borrower or on the lender.
Taking the fmxg;ibility- mro cohsidemtion, _.‘they argue for applying
8CC control mjbcxm:s when thers= ig fair competition among |
financial assets, i;é._,' they are close 'Substim'tas. Control
will be ineffective if fund suppliers can move from one asset to
ancther. S0C cantrol s more effective if appiied to lenders when
fmam.mg sources for investnﬁnt ame not close substitutes. Inter-
vention in. bank d@oaits w:.ll affect the cost and supply bf‘ furds |
to borrowers from banks but nof the users of the securities market
when these two sources are not .é.lose subatitni'tef. The ingtitu- .

tional inroblms emanating from SCC led some sconomists to argue

for fiseal incentives instead of 5CC. (Friedman 1974 and Cuaderno 1952).

incentives ov direct transfers to activities with positive exter-
nality may be pmﬁf@;éble td credit imefrti*m:’s. There is likely to
be a mare careful decision mung and mmtcmmg of tax or transfer
than of central bank credit subsidy. The taxi:ayems M‘}e a better
appreciation or uu‘o:rmatmn of the burden of fiscal measures than

Tax
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CB subeidy. Tlnadnpﬂonm. susii wmasdes has to undergo parlia-
mtazydabatewhilea_,camsahmstmmmmwﬂa
change and use of aredit. .I.DCs' CBs ave particularly vulnerable
to govermment pressure to assist various m's of borrowens
inélnd:‘ngﬂmgwexmmtitaalfaﬁthe@ls. Its money printing
Mmaymtbeljmitedtormﬁnﬂatim-yopdmluses. Credit
can be an importamnt poliﬁ"x:al tool. '

L]

‘Some writers are concerned with the effectiveness of SCC.
Cohen (1968) suggests  monitoring credit flows o the selected
targets. SCC is judged effective if credit ‘is allocated amwd.mg
to plan or targets. Khatkate and Villanueva are similarly interested
in the ‘effectiveness question. This is reflected in the criteria
thay suggest for selecting SCC tool, whether it directsto lenders
or to borrowers. | |

The Literatuwre has been concermad with the broad reticnale
for SCC and some guidelines for effective implememtation. It has
rot addressed itself to the allocative and intermedistion issues.

The success of SCC in improving allocative efficiency and
ﬂmfminmtingmwthmayinfactdepamjm;itsswpe
rather than on the tools used. Very good information is required
for developing an SCC program. The policy maker has to study and
identify sectors or projects deserving of SCC. The economic
mﬁmlewaCCmstbestatedinmpirdaalta:ms. In other
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words, the value of externalities needs to be approximated, =
imperfections and their solutions specified. Covermmemts' capabil-
ity to produce this information is limited. It should therefore
des_ist fram adopting an overambitious SCC pmogrmn, i.e., ore which
‘extends to activities/sectars in which it has little or no infor-
mation. A poorly selected SCC program will prove counterproductive
while an extensive cne will terd to cancel cut its selectivity and -
bring with it alloca'tz.ve problems of the kind ensuing from finan-
clal repression polmy.

How selective is the policy to be? Stnuldltheapphed-bo
J.nd:.v:.dual cases or to groups or categories of activities ar
projects? It will not be difficult to find a mumber of projects .
mehcanbesrmmtoadnbltsareextermhmesmdgmnmxgtmn
subsidy or imposing on them a tax would not be a problem. It is
another matter o find a bread group of activities in which all
the companents meet the criteria for SCC. Let us take the case of
exportp::mnt:.m strategy adopted by many LDC.;arxiMsmnts
favmahlecmdztandtaxtmammttoallexpnmuﬂm
'wmmthenﬂmtry, ‘thefmrswn.llhhelydifferastomedem'ee
ard value of their exte:ma.l:.ty, some may not even have any exter-

1ty The same problem appl:.es to other SCC rationale, aay the
solution of some market imperfections. For instance GFIs are
established in rural areas to catev.to agricultural borrowers who
have no access to financial intermediaries. Offentimeé credit is
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granted o the sector at uniform subsidized rate. Not all agri-
cultural activities deserve subsidy and yet they qr&ufy for the
subsidybyﬁrtue'oftheirb,elmgingtotm favored category.

As the mmber of categories covered by SCC increases, the allopative
and financing problem miltiplies. Financing a larger subsidy and
loan demand may be found difficult and may lead poiicy makers to
rescrt mmtazquami@.

The abcve cascussion Tmed to put together some of the
critical issues in selective credit comtrol. There is no disag-
reement about the nsed for SCC when the market is incomplete or
inperfect. There are however serdous difficulties in avriving
at a mect SCC strategy. First is the tremendous information
‘requirensnt for selecting the target activities/sectors
and valuation of the incentive or disincentive to be applied.
Second is the choice of SCC tool. It is shown that the existenc:
of positive externalities should reise the equilibvium interest
. rete. Private demand for the activities/sectors with exter~
nalities is to be increased by some subsidy. The credit ool o
useisint_emstsubsidymﬂmbmmtobefullybmbyﬂ\e
society either through a tax or cemtral bank seigniorage. SCC
tmlsgearedtoirm&%ttasupp;yofﬁmgdixwﬂyﬂm@m
redismmtjhgandoﬂmceﬂtmlbarﬂcmvowingismtedto
result in poor allocation and disintermediation. Thixd is the
question of the degree of aggregation at which SCC is to be
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applied. Should it be on individual project basis ar should it
apply to categaries of activities? In the former case, SCC's

: magawiilbelinﬁtedtopmjectsinw}ﬁnhthe exctya social
value is shown to be positive and therefore requiring of incentive.
But the SCC progrem in this case will remain modest. Applying
SCC to groups or categories of activities is necessardily fraught
with information problems. The planners will have 1o ocme up with
. marginal socid) valmtlonfcr groups of activities so that the
group or @oups deserving of incentives can be identified. .'I‘his
tagk is near impossibility. One cannot discriminate within each
category on the basw of social retwrn.

The other practical problems discussed are the fimgihility
of credit and the substitutability of financial claims through
which funds are supplied to lending institutions. It is felt
that these are of minor importance as compared to the three issues

Finally, Ehatt mem that beneficiary projects of SCC
should be financially viable, otherwise the lendmg institution
will exhaust its supply of funda
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3. Asian Experience with Selective Credit Control and Financial

Development - S

The above analysis distinguishes two types of SCC tools.

Type I are those that work on the demand for furds and type IT
are tlose that affect the supply of finxds. Included in type I
are interest rebate given to the borroweror the lending insti-
tution which lowers the effective interest rate for favored
borrowers. ﬁ::_is SCC is equivalent to tax incentives, transfers
and develol:nﬂrt support like infrastructure huild-up and technical
assistance. They lead to cost reduction o market expansgion and
tmemm_mammmmdamuformt. Type I
SCC, by itself would not interfere with mwnad:.gtlon Type 11
S0C includes all sorts of supply intervening controls such as
interest rate comtrol on loans and deposits, differentiated redis-
counting and reserve requirement, and loan targets and ceilings.
All these tend to iphibit financial intermedistion ar saving mobi-
1ization and therefore financial market development. They also
tend to result in market segmentation. By definitien, selective
control is more effectively implemented by goverment firancial
ingtitutions (GFIs) than by;pmivate intermediaries. ]Zt is there~
fore relevant to see the relative importance of GFIs in the
financial market. It is to be expected that the move extensive
are the GFTs, the greater will be the disintermediation impact
of any set of SCC.
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The experience with SCC of some of the less advanced
countries of Asia, that is, excluding Japan, Hongkong and
Singapore, is reviewed for lessons they may‘offw, referring to
the recent ADB study of saving ﬁnbiliza*tion.in gix countries.

Fry's (1982) work entitled "Interest Rate in Asia” and the writer's
- suwrvey of Pakistan's Financial System and E.‘.t'ad;.tPohw are also
‘referred to. Ten countries—-Taiwan, South Xorea, Thailand, Malay-

sia, Pakistan, 'hang]adesn,_ Srd. Lanka, Nepal, Indonesia, the Philip~
pines—are covered by these studies. Without exception these
courtries use type II SCC; all have state-owned or State-conmtrolled

specsallzedDFIs They vary, however, in the nature and extent of
ﬁesmw,mﬂmﬂﬁMaﬁmimtmofﬂn@Is. Not ane
of the cowrtries chose type T SCC.

’l‘ableibelowrgives asunnazypicfmofthavarimsscc
tools used by each country. All colmtries use subsidized lcan
rates al preferential rediscounting facility for priovity sectors.
The majority or six out of ten impose credit Slocrs and/or ceilings
and maimtain at the same time a muitiplicity of state-owned or
state-controlled financial institutions including development or
- specialized financial mst:.tm:zons (DFIs). In effect, they apply
all the popularly used SCC tools. Fowr countries——Srd Lanka,
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Tmm,@m:ammm-—dbsemhammlmmdscc
mmmmmWthgmma
mmmdmmmmm Sed
Lazﬂagwasaubsldmadwedltmmms,mwmmw

cxmpazemﬂtgmmnbwafsecmgwmmtymﬁmmgm
the other countries.

The countries differ in the sourcing of the credit available
for selective allocation. Taiwan and Korea follow a high deposit
rate policy &s a strategy for mobilizing savings, i.e., attrecting
than into the financial system. They have succeeded so far in
soweing a large part of their institutional credit from deposits.
Malaysia follows a fres market system except for the limited control
on credit for export. It faced mo problem with sowrcing loans.
mmmmmt,mﬂmoﬂwm,mu@oseddemmtmd
loan rate ceilings which are foudd to be ineffectively implemented
through its essentially private banking system. The country's
inflation was, moreover, gener=lly modest resulting in positive
deposit vates. Pakistan has tried to mobilize saving also through
‘a high imterest rete policy. But the overall low loan rete
deposit rates, thus disabling the totally state-owned/comtrolled
financial system firom achieving a high intermediation rate.  Saving
mobilization was effectively restricted by low loan and deposit
interest ceilings in Bangladesh, Nepal and the Philippines despite
their extensive network of governmat-ounad/conttolled financial
institutions. The DFIs in these countries, Pakistan included, had
relied on central bank credit and other non-intermediated sources
for financing their loans. |



Thailand and Pakistan., The choice oftfmaemtmu*iés is made on
the basis of the writer's familiarity with their economics,
availability of data and 'the relevance of their experience to the
Pmilippines. mmmﬁesmmsentﬂmfu};mof
immainﬁs_iaarﬂsmwﬁnpmmtsinﬁlmitiesasweuasdﬁf@-
ommSCCfeﬁttmas In both countries, the govermment owns/
controls all damestic financial institution and it pursues saving
mobilization via high deposit rates. The mamner of implementing
interest rate and md:.t allocation po]ioy,ll'mvever, differ
explaining in pa:r-t the differences in their success in pramoting
hrbermediaﬁm@gwth."ma{ilamisa-mmstwmﬁsimv
LDCs since its DFIs form a small segoent of the market and play
mﬂyamimr,sele&tive credit control role. SCC is geared to
only two sectors--export and agriculture.

retes over the last two decades while Pakistan began to develop
repidly over the last five years. It would seem that whatever
might have been the inhibiting effects of SCC, they were not
strong emough to seriously obstruct growth. Fry (1982) argued
that Karea performed miraculously "inspite, not because" of its
credit pol.'xcy We may argue that Pé}dstan and Thailand might
have grown faster under a more reasomable credit policy. In a
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later section where we compare the Philippine's conduct of SCC

0 its three neighbors, we will find that its SCC was obstructive
to growth especially since the mid-70s when inflation rate reached
two-digit level and the government directly intervened in the
credit decisions of the GFls.

L. Korea's Credit Poliéy

Korea's cmed.lt policy is characterizad by (@) total
ownership/control of financial institutions, (b) fixing of high
noninal interest rate of interest on deposits, (¢) differentiated
loan a.nd discounjt' retes for a wide variety of borrowers and close
monitoring of credit allocation by the vardous financial insti-
tutions including aredit targets for certain groups of borrowers/
activities. The Bankers' Association sets the deposit rate
structure at fairly high level following the policy of saving
mobilization. The Ministry of Finance which has authordity over
the specialized DFT and the Bank of Korea (BOK), its cemtral bank
which‘govm commarcial and other banks decide on loan and
. rediscount rates. |

4.1. Korea's Financial System. The structure of Kovea's:
financial system is best described in Table 2 which lists the
component institutions and their relative importance measured by
the value of their assets. It has a cemtral bank called Bank of
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Korea (BOK) with its standard develoment@iented pms and role.
Fry (1982) classifies Korea among countries with a proliferation
of specialized institutdons. There are a total of nine specialized
banks with aﬁarke't share of 35 percent in 1882. The institutions
are clasgified into deposit money banks consisting of comercial
and specialized banks. Their target clienmtele is indicated by
their name including three development banks. Commercial banks
have the 1argest share in the financial system's assets but theip
dominance in Korea is not as much as in other Asian countries.
Their asset shave was about 41 percent (1982) as compared to 76
for Pakistan, 67 for Thailand and 80 for the Philippines.
The zmailar share of oommercial banks in Korea is partly explained
by the relative success of the DFIs. They were able to compete in
the intermediation business and to grow on the bagis of interme-
diated rather than chesp central bank credit.

4.2, Interest Rate Folicy and Struchure. Up to.the first
gquarter of 1982, the govermment set about seven loan rates covering
am 74 lcan .ca'tegt.:mies including 16 categories for deposit money
banks, 1% for Korea Housing Bank, 13 for the Agricultural Cooperatives,
7 for Small and Medium Industyy Bank, 13 for Fisheries Cooperative
ard 8 for development banks. The list covers five finely-printed

m’
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Unlike in other comntries (Philippines, Pakistan, Thailand)
the rates were varied from yesr to year. In 1960 when the intevest
rates were relatively mg;, loan rates ranged from 5.5 to 24.0
percent. There appear fﬁoube three tiers of loan rates: 20-24 per-
cent, 17.0-18.5 percent; and 3.0-15.0 parcent. The highest tier,
2024 pexcent was applied to the non-preferred borrowers in all
financial institutions except for three specialized banks—Korea
Housing Bank, khe Agricultural, and the Fisheries Cocperative Banks.
Note that even the development banks and the three other spacialized
banks used these high tiers. Only the housing and coopexative banks
charged the midile tier renging from 17.0-18.5 percemt. Preferred
_ mt&f@sp&ifiésmmmsewmmt for each financial
: J.nstltutmn such as export and shiphuilding at commercial banks (15%5,
"special loans" at daéalomt banks (13%), foreign-financed loans
at the Small and Medium Industry Bank (8-2%), public housing at
Korea Housing Bankv(sl%) and loans with government cournrterpart at the
A@":wulnlral Oooperative Bani ( 3-9%) ard fopeign—-assistisd loans at
the P.i._ahery Cooperative Bank (5.0-9%). This rate structure prevailed
since Korea initiated a high interest rate policy in 1967. The
.intamstmtestmmhadawidevrangeinthaeariiwm. In
1970 for instance, the range was 5.0 +o 29.0. A new credit refamm
began in 1981 involving denationalization of commercial banks and
reduction of 8CC. The latfer led to greater uniformity in the interest rate
structure. In 1983, theloanmteonalmstallcategwiesmsio'-
percent. Fewer categories were granted loans at preferred rates,
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i.e., only those that were financed by the govermment and foreign
assistance in KHB, ACB, FCB and SMIB. Export ceased to be a
favored sector by the end of 1982.

While the loan rate structure was quite complex that for
depogits is simple and varied only by meturity from demand
deposits which earned interest to time deposits of one year and
~ longer. In 1980, these esmrned respectively, 1.0-1.8 and 22-24
percent., On the whole, Korea set fairly high nominal deposit
rates though not high enough to offset the inflation rate in some
years. The granting of low loan rates to favored sectors did not
vitiate the thrust of the high rate policy since these sectors

| absorbed a relatively small share of
total credit. The thiee specialized institutions--iHB, ACB and
FLB which lent at the middle interest rate tiers--shared only 5.0
percent of total financial institution assets. The preferred
sectors in the other intermediaries also Wiseda small group
of the total listed categories. The amount of credit going to
these sectors is roughly indicated by the loanable funds supplied
to the institutions from rediscounting at the cemtral bank and the
national budget. Table 4 shows that on the average for 1975-83,
1essﬂ1an15pementofloanableftmdsofthebmﬂdngsystemm
from Bank of Korea and 3.0 percent from the government. We note
here that even the specialized banks which granted subsidized
credit relied on these sources for only 14 percent of the total.
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Mfimesfmrmindimtet}attmﬁghmnﬁmlintmstmte
policy followed had a positive impact on intermediation and finan-
cial development. Deposits were the main source of loanable funds
for all institutions except the Korean Exchange Bank which was
created to finance intermational transactions and to intermediate
foreign capital which was flowing to Korea in large volume. Foreign
borrowing comprised 50 percent of its loanable funds. Foreign funds
dsomihxéedsubsmiallytocanmcialbarﬂcswlo&pemem
and to the specialized banks, 15.3 percent. The large inflow of
foreign exchange deposit must be partly explained by the high
intérestmteoffezedarﬁthe stability ard strength of the won.

The average ammual rate of growth of total deposits over the
1972-1982 period was about equal that of GVP ar 10 percent. The
ratio fluctuated quite widely around "the avérage ratio of 34.5 per-
cent. It declined from 36.0 percent in 1872 to 31.7 percent in
1976 after which it showed an upwerd trend reaching 1.2 in 1982.
Dowling (1984) found a significant though not tob gtrong a relation
betm&x M,/GNP and the real rate of interest. A casval look at
Table 5 shows that only the large drops or rises in the real rate
made perceptible changes in the ratio. The first oil shock in 1973
and the consequent high inflation retes from 1974 to 1976 led to
the decline of M,/GNP ratio and the positive deposit rate
beginning 1981 (due to the drop in inflation rate) must have
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promoted deposits. Loan rate fell to 10.0 percent in late 1982
and has since remained at this level.

The level of intermediation is probably understated for
the large cwrb market which is included in the informal sector.
The curb merket is of mixed nature. According to Park and Cole
(1983), curb trensactions are cowrsed through the banking system.
They are mﬂertakento get around the rate fixed-bythe Bankers'
Association. A large depositcz; places furkis at a bank for loan to
a gpecific borrower at retes much higher than the prevailing one.
Park and Cole regard the cwrb market positively in that it allows
fwm‘tmmthenmket The widely reported scandal wms
sembytrxeamasavax'yisolatadcammdanmm far a
minimal shave of  total transactions.

nedegveeofgovmtcomlovertmfﬁﬁmialmket
was total and the imterest rate structure set was quite complex.
ﬂntﬂwsedidmtmmmdcdevalopmmuldbemepﬂﬂy
to the efficiency of bank managers. Apparently. state mmersﬁip/
comtrol of financial institutions did not lead to poor decisions
or the financing of inefficient projects. In proof, Korean banks
do not suffer from default problems and they have been able to
source their loans from intermediatad.fums. The very high rate of
growth of the econamy is reflective of the allocative efficiency
of its financial institutions.
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Korea has started demationalization of the financial market
begimﬁngwithvthemmialbamcsandsﬁnplifyingt}mﬁma'est
rate structure. The economy has achieved such a high level of
devdopmtﬂatﬂamedfwmrketintmmtimismbablymh
lesser.

5. Pakistan Experience
»
Like Korea, the state owns all of Pakistan's financial ingti-

tutions except for one DFY, the Pakistan Industrial Credit and
Investnent and Investment Carporation (PICIC) but which the
govermment nevertheless controls. Prior to 1974, the govermment
owned énly the DFEbut in 1974, it nationalized the commepcial
banks and the other intermediaries. There is also a proliferation
of specialized financial institutions catering to similar set of
'c.]_imbaleasthelistmTable 6 indicates. These consist of
agricultural cooperative banks, a housing bark, and a small and
mdimscaleﬁﬂus&n‘&lbamcmmaevﬂomémﬁmmmﬁes
including PICIC. |

Pakistan's credit po;icymomﬁmilarities with that of
Karea's. Appreciating the importance of saving mobilization policy
mﬂm?&wtriedmatmmsaﬁhgs‘mmmizedmmvia
high deposit rates. They have a complex loan rate structure and
ﬁu:ovidedbudgetaryallocaﬁmtoDFIs. Beyond these there are
substantive differences in policy ard in its implementation, and
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possibly in the quality of management., For one, Xarea follows a
generally high loan rate policy while Pakistan set a generally low
loan rate structure. Consequently, the performance of the finan-

cial system differed greatly.

Credit policy is aimed at "checking inflationary pressures
through the contairmertt of monetary expansion to desired limits,”
"ensuring an adequate supply of credit to productive and priority
sectors," and "tringing about an equitable distriution of credit."
These objectives are to be achieved by rules rather than by
strategies that work through the imtermediation activities of the
financial system. Detailed rules on pawrtfolio and imterest rate
have been set to goverm the operation of the financial system. The
interest rate policy for fund mobilization is distinct from that
for fund use. Floor rates for bank deprsits and rﬁlatively
attzacdveyieldsmoﬂm'fimrcjalassetsliket}nsemﬂe
National Saving Schemes (NSS) are set with the objective of drawing
mmmmmsmmmwmmw. The loan
rette policy reflects the traditional view of stimilating loan demand
thwough cheap credit. Lower cedling rates are set for priority
sectors and for long-term or fixed investment loans as compared to
the rate for short-term or workmg capital loans. As a whole, the
regulated interest rate structure is &mplex arxi perverse. The term
structure for deposits and other financlal aasets is upward gloping
starting at about 4.0 percent for 7-day depostt éhd rising to 146
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percent for 10-year deposits while the term structure for fund
use or loans is downward sloping starting at 1% percent for working
capital to 11 percent long-term loans, reaching £.0 percent for

finance of smail homes.

The National Credit Consultative Council (1CCC), a broad-
based bodyi headed by the Governor of the State Zank of Pakistan
(SBP) the cemtxal bank, plans the aggregate credit expansion ceiling
and its allocation (as ceiling) .'to various institutions and to their
various uses. The credit plan states the level of suppert for the
government budgetary expenditures and cmmnodity operation, SBP
mfﬁmﬂngazﬂotheracemnndatimstFIsaxﬁt}acreditcaiﬁngs
ard mandatory or minimum credit targets for commercia) banks. Each
bank is assigned a total credit ceiling and its allocation among
various loan categories--private and public emterprises, fixed and
working capital, small and large enterprises and hroad industrial
sectors. Mandatory targets are likéw:i.se assigned for high pricrity
uses such as small-scale agr'imim and buéiness, argd tobacco.
mu'ketmg The aggregate credit ceiling is set as & means of
controlling the rate of monetary expansion while its allocation is
for directing the credit flow to desired uses.

11es membership includes the Planning and Finance Ministers,
the Managing Directors of the DFIs and the Chairman of the Pakistan
Banking Council for the nationalized banks. It is chaired by the
State Bank Governcr.



32

In addition to credit ceilings and floors, commercial banks
are required to purchase government issues in order to meet a
30 percent liquid assets to deposit ratio. There is no secondary
market for govermment securities. The State Bank and commercial
banks are the major buyers of the issues which are floated to
finance govermment deficits. The government has regularly incurred
substantial deficits, 25 percent in FY 1981-1982.

The impact of the regxﬂatibns on fund mobdlization, the
flow of credit to various uses and the interest rate structure is
triefly analyzed in the following sections. Overall these policies
are fm to work at cross-purposes and have not, therefore, been
very effective in'ac:'m.eving their set objectives. They have
weakened the intermediation role of the financial system thus slowing
down its development. Banks' intermediation function is very much
constrained by the portfolic requirements and the interest rate
ceiling since these directly iittervene in their allocative and
pricing decisions. The othepr financial insi:itutians are adversely
affectéd by the policy in a more indirect way. Iquities as a source
of finance and as altermative financial assets in savers' portfolio
have to campete with low~cost loans fram the banks and the DFI and with
the high~yield NSS deposits and other financial assets. The DFls,
on the other hand, face their own interest rate restrictions. Their
intermediary function has been preempted by the nayrow role to which

they were assigned. Consequently, these institutions experienced
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minimal growth, less than 13 percent for the DFIs and -28.2 percent
far*theequitymarkatovert}ep@iod 1974 to 19881. Commercial
banks have so far monopolized the intermediation function for the
mnwpmvidingthebulkéfmganizedcreditfmmevarimm
productive sectors, 72 percent in 1981.

5.1, Interest Rate and Saving Mobilization. The Govermment
has adopted various stretegies for fund or savings mobilization:
(i) a rising te;;n—stmtm'e of floor rates for bank deposits;
(ii) Mational Saving Schemes (NSS) consisting of well-advertised
high yield saving deposit accounts, deposit certificates and prize
bonds accessed through the post office, special saving windows ard
the existing branches of commercial banks; (iii) guaranteed yield
on matual fund placement; and (iv) pramotion by the NCBs (cammercial
banks) of profit and loss sharing (PLS) deposits with high yield support.
_ In general, the yleld on each saving instrument riges with maturity
but the yield structure is not_: made consistent with the features
(1iquidity, riskiness) of the instruments. ‘

'fhe National Savings Scheme was adopted in FY 1971-72. A
total of nine NSS instruments have been successively marketted from
FY 1971-72 1o 1979-80. They are made accessiblé to all income
clagses by varving their denominations from very low to large sizes.
The savings deposit accounts can be opened with a placement of
Rg 2.0 (US15 cents) while the Defense Saving Certificates came in
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RB 10, Rs 50 ... RS 5,000 and the mas-Depositz certific;ates size
reach R, 10,000. The maturities range fram call to 10 years
though long-term placements are encashable anytime without penalty.
The vield is made to appear higher than is actually. Scme are
advertised to earm compounded interest rates while others like the
National Defense Certificates are pramised average rates of ptpfits
which appear to be much higher than the actual yield. For example,
7-year mﬁ:és certificates are advertised to earn 23 percent
profit rate and 10-year certificates, 29 percent. Their equivalent
compounded rates both equal 14.6 percent. This selling strategy is
copied by the Nattonal Development Finance Corporation (NDFC). The
strategy has succeeded to attraect deposits but they resulted in
wnequal interest rates for otherwise homogenecus instruments. This
ﬁmqwlity is shown in Table | 7 . NSS pays 1?.0 percent to its
ocne-year saving account and 11.0 percent to its one-year saving
certificate pays. NDFC, on the other hand, pays its regular one-
year deposit 11.0 percent and its one~vear Golden cex;tﬁ.finate of
deposit, 12.0 percent. The rate differs even more for the longer
tersm deposits. For five-year deposits for instance, the rates
range from 11.2 percent to 14.5 percent. The National Investment
Trust guarantees amninair'et\mnof R, 1.40 per share with a

2101&5 means special.



35

face value of R, 10 giving an effective yield based on the
market price of 11.95 percent in FY 1981-1982.

While the Govermment tries to attract savings through high
yield, it also imposes Zakat tax of 2.5 percent on the value of
all these saving‘:l‘.nstxumnts. At the same time it exempts from
income tax earnings fram NSS and NIT placements. The Zakat
drastically reduces the effective rate of financial assets.

Contrast the deposit rate structure t© Korea's and Thailand's
simple and uniform structure. In Korea, the Bankers' Association
decides on deposit.rates for all members which vary commonally by
maturity only. Until 1982 the Korean rates were set at very much
higher nominal levels meaching up to 26 percent in the late 603
and 24 percent in the 70s. Though Pakisfan has no deposit ceiling
rates, its levels were constrained by the low loan rate ceilings.
Pakistan had, however, a lower inflation which at times resulted

in positive real deposit rates.

' Savers and other surplus units did respond to the high
vield strategy. Both the amount and the number of depositors
have been growing at a fairly high rate. The mumber of
bank accounts rose from 6,257 million in June 1971 to 10.71
million in June 1977 to 18.06 million in June 1982 or 1 account
per 5 persons in 1982. In the same year, personal deposits
comprised the larger part of the total, 78 percemt. Almost 40
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percent of deposits came fm amall depesitors with balances of
up to Rs 5,000; an add:s.tmml 20 percent from depositors with
Rg 5,000-10,000. Rural deposits amounted to 25.8 percent while
smaller urban centers’ daposits, 30.‘1; percent. The National
Saving Schemes contributed as much 5:5 .5_3 percent to fixed-term
deposits. In FY 1982-—1983; deposits on pu:ofit and loss sharing
basis is reported to compose 14.3 percent of saving and fixed-
term bank deposits (Ten, 1983). '

5.2. loan Rate Ceilings and Loan Supply. A complex loan
ceiling structure has b;en in force with the rate di.fferexrtiated
according to use, maturity, source of funds, whether small scale
or large scale and by lending institution (See Table 7.). The
. rate differentiation does_mt foliow a8 clear pattern of priormiti-

zation. The ceilings of 11.0 percemt for fixed investment and
| 15.0 percent for working capital apply in general. Most commer-
cial bank loans are govermed b} these ceiling rates. Ipans for
business and industry a'ﬁ SBFC and for housing ‘a.t HBFC are
categorized by size with their smallest sized loans granted at
9.0 percent. loans in commercial banks, PICIC, NDFC, ADBP and
the cooperative banks are classified into short-term, and medium
and long-term. The loan rate fop agriculture, a high priority
sector, is set at 11.0 percent, a muh higher level than for small .
hame construction, business, and industry. Loans for locally
marufactured machines and those falling under the export bonus
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schemes are charged minimal rates of 2.0 and 3.0 percent, respec-
tively. Cooperative Societies can charge 13.0 and 13.5 percent
for their short and medium-to-long-term loans while the Federal
Cooperative Bank, 8.0 and .8.5 percent for the corresponding
maturities. ' IDBP loans for hotels ard non-repatriable investments
are at 13-'-14 percent interest rate. Short-term loans for govern-
ment commodity operation have a ceiling of 10.0 if refinanced by
the State Bank and 11.5 percent if funded from the banks' own
sources. We find the rate structure to be highly irregular and in
some cases inconsistent with the credit priorities. This structure
reflects the ad hoc manner in which the ceilings were chosen and a
segmented perspective in which the financial system was viewed. It
is as if each ceiling is adopted independently of the other cmngs |

The cost of funds was not fully considered in the choice of
the ceilings. During the 1977-1981 perim:d,.3 the ceiling rates were
below the inflation rate which averaged about 10.0 percent. The
11.0 percent ceiling for fixed investment was moreover below the
1ong—térm deposit rates. For loans which obtain special refinancing
at the State Bank, the lending institutions are allowed generally
high but varying interest rate spread (= SPB rate-ceiling rate)
ranging from 1.0 to 7.0 percentage points. The interest rate

*he average annual inflation rate using the GNP deflator
was 9.3 percent; the Gross Fixed Capital Investment deflator was
10.4 percent, the WPI was 9.1 percent and the CPI was 10.2 percent.
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spread may be compared 'bo the 2.75 spread ﬁhich btankers stated to
be needed to cover their average intermediation cost. The special
SBP prate varies from zero for locally manufactured machines and
export bonus financing, 4.0 percent for -ADBP, 7.0 percemt for the
Federal Bark for Cooperatives, and 80 percent for HEFC.' These
together with the loan vate ceilings result in the following

interest rate spreads:

HBFC 9.0 to 12.0 - 8.0
ADBP ‘ 11.0 - 4.0
FBC 8.0 to 8.5 - 7.0
IDBP
Agro~based projects 11.0 -10.0
~ Hotels and NRI 12.0 to 14.0 -10.0
Commercial banks
Govermment Cammodity Operation 10.25-10.0
Locally Manufactured Machines 2.0 - 0.0
Export Bonus Schemes 3.0 - 0.0

The imterest rate ceilings and the bank rates should effect
the various financial \instimidns differemtly. Specialized
institutions such as IDBP, ADEP, ?ICIC, HBFC and SBFC, which are
almost totally dependenmt on the state bank for their regular
gsource of rupee funds have iittle operational flexibility. The

State Bank decides on the supply, the cost and the interest

u'Special rates are granted other financial institutions
such as PICIC, BEL for specific purposes which are not included
in the anrmal report. :
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earnings of their funds. Those granted higher interest rate spread
earn greater gross profit margin; those given larger fund allo-
cation can expand accordingly. This close SBP contrel limits these
institutions' task to loan poiftfolio management, i.e., the identi-
fication and selection of loans within their respective target
clientele. On the whole, the interest rate spread was high enmough
to cover intermediation c;ost, using cammercial bank and NDFC
standard. This spread and the availability of SEP funds protect
these DFIs from the competition of other financial institutions.
But they dissuaded them from engaging in intermediation activities
ard permitted some to be less than prudent in their loan management.
SBP support has allowed the inefficient, like IDBP and FICIC, to
smivemtitdidmtmshthebettermagedlikeADBPtodevelop
into effective intermediaries.

The DFIs' performance varied greatly. IDBP and PICIC which
have been assailed by high rates of arrearages and a historic
accumulation of administrative problems show declining assets
measured in real terms, IDBP by 45 percent and PICIC by 41.5 per-
cent from Juné 1974 to June 1981. Their poor perZormance pulled
down the growth of the DFIs as a group to only 13.3 percent for
the same period. NDFC which followed a more independent tract,
i.e., relying on deposits rather than SEP funds, shows the highest
growth rate, 405.7 percent. ADBP and HBFC's growth on the othen
hand, is mainly explained by continued SBP funding granted at
favorabie rates. '
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The 11 percent ceiling rate also affected the demand for
long-term funds (or long-term deposits) by banks. It was unprof-
itable for banks to source their losns, short-term and long-~term
alike, from long-term deposits which have higher interest rate
ceilings so they did not aggressivelyycampete for these deposits.
That their mterest rates on term deposifs were always lower than
the NSS or the NDFC term deposits is evidence of their decision
not to compete for térm deposits. Only about 14.0 pexrcent of
total deposits was for longer than one year maturity for the
period FY 1976-1977 to 1980-1981. Commercial banks can definitely
tap more longer texm funds if these were foumd profifable for they
have an extensive hranch network to use for the purpose. They can,
in addition, be able to lengthen the maturity structure of their
deposits which are heavily concentrated in demand and savings
deposits (80.0 percent in June 1982). The success of the NSS in
drawing long-texm funds is :‘.ndiqa‘tive of the potential role banks,

can play in long-term fund mobilization.

5.3. Credit Allocation Strategy. The aggregate credit
expansion ceiling is roughly estimated to be equal to the projected
GNP growth and permitted inflation rate. For each industrial
sectar (agriculture, industry, etc.) the aredit ceiling for fixed
investment and for working capital is based on its output growth
multiplied by a bench mark fixed investment -to-output and working

capital-to-output ratios. The credit target for the various
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sectors is then distributed to commercial banks sccording to their
previous year's deposit level. The mandatory targets for agri-
culture; small-scale business, agriculture, industry, and
construction; and tobacco marketing are arrived at in é more
arbitrary manner. SBP and oannexnialw bank credit to the Govermment

‘depends on its planned expenditure and defieit.

The credit targets are implemented as credit expansion
ce:.lmgs which allow the financial institutions to lend at levels
below the target. [This way of targeting establishes a tendency
for monetary expansion to fall below planned levels.] The shortfall
in mandatory target for fixed investment and for public sector
enterprises were especially large in FY 1981-82; 46 percent and 40
percent respectively.’ (See Tan, 1983, p. 42.) The shortfall could be
paftly due to the inability of f{inancial instiﬁutions to find
bankable projects under some of the ceiling and mandatory credit
categories. It could also be pértly due to the optimistic targets
set by the NCCC for private sector enterprises which may not lﬁve
as yet recovered their confidence from the effects of the nation-
alization of industries began in 1972. The cxredit ceiling for the
private sector in fact grew at 18.3 percent from FY 1978-79 to

1979-80, 4.0 percent in FY 1979-80 to 1880-31, 26.4 percemt in FY

Scredit granted by scheduled banks, PICIC and NDEC.



42

1980-81 to 1981-82 and 79.0 percent in FY §981-82 to 1982-83. The
ceiling for the public sector grew at a slower rate averaging 24
percent for the four-year period. ‘The shortfall could be further

explained by the low interest rate ceiling.

5.4, Credit Flow to the Government. A low tax base cambined
with a relatively large national budget of about 23 percent of GNP
lead the Covernment to regularly incur substantial deficits which
were partly financed by the banking system. Credit from the finan~
cial system comes m&unly in the form of commercial bank govermment
security purchases to meet the required 30 percent liquid assets to
deposit. ratio. The revenue account includes funds from the national
saving schemes which éontr*it)uted an average of 10 percent to total

revenus.

The Coverrment has in effect competed with the private sector
in the use of funds rmobilized through deposits and with financial
institutions in the use of SBP credit. The 30 percent liquidity
ratio for banks means the allocation of this percentage of deposit
funds to the Govermment. Its share in the outstanding credit of
SBP was 65 percent in June 1982, The Covernment and the publie
sector enterprises' shares add up to about one~half in FY 1981-82
ard much higher in earlier years. The decline in the proportion
going to the whole public sector is attributed to the decline in

deficits and the larger credit allocation to the private sector.
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The growth of the varjous DFIs depended on the .quality of
their loan pertfolio, which in turn determined loan collection
and on the: Mply of .funds each could obtain from the State Bank
and external borrowing. PICIC's and TDBP's high loan arrearages
not only reduced their relending cap&biliw but also their credit-
ability w.s m;r fund suppliers. The equity market, in turn, was
adversgely a.ﬁfected by the country's East-West separation and the
natlozphmmwn of indugtries. The interest rate policy was also
mfaw:mble m thls maﬁcet as men'tmmi :Ln the mtmductlon A
more detmled dascripmn Qf the perfoz:mamse of the m&rke’t is

given beJ:ow.

&mmar'y Pal%sw has aﬂhu.ewa a famly ‘high degree
of f:manelal( dwe.wmem: M mainly to:. i‘t$‘ gaving rtnblhzatlm
policy ﬁﬁﬂ m @ﬁm ent of a.good mmm of devewwnt
finance ms;&im:tons m wz.despmad netmrk of cammercial bank
branches,. tha National Saving Scheme windows and the post offices

have made fimancial investment accessible. to most Pakistanis.
Interwst rate on deposits and the yield on other financial assets
were set high enough as to draw savings into the financial system,
inqluding those from low income and rural households. There has
been & net yural to urban flow of funds. The policy on credit
allocation and pricing has not been as successful as that on
saving mobilization and in some way it weakened the effectiveness

of the latter. Direct aredit allocation control and low loan rate
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ceilings especially for long-tarm uses have: been ineffective in
du'ec‘i.u'tg credit to the des:t.red loan categories. The downward
term structure of loan rates had the expected disimentive effect
on 1bf_zg-—tmn fipancing which the maridatory ‘tafge*ts were unable to
counteract. Commercial banks as weli-as the NDFC have in fact
chosen a fairly short loan por'tfglio. The low long-texrm loan
ceiling seemed to have also discouraged these intermediaries from

attracting long-term deposits.

The spec:ialized fimancial institutions were established to
fill the credit need, .especially of 'long-te.rm nature, of sectors
which the existing commercial bamcs did not service--agriculture, |
industry, housing. They were éstablished like "infamnt :i.rxiusfvies"
where special ftmdlng at concessionary cost was provided for both
their capital amd operating x‘equi'r’eﬁmts- The SBP (the Central Bank)
decides on almost all the major aspects of their opemtim—-the. supply of
funds from SBP and govermerxt#l'legotiated forelgn loans, their interest cost
and the interest rates on 1oéns; Pr'eemg themselves from their |
dependence on this special funding would allow them to mobilize
funds from other sources and to achieve higher growth rates. Most
of these DFIs have existed for move than 15 years (PICIC, IDBP,

ADBP, XBEC, SBFC) so that they can no longer be treated as infants.
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6. Thailand

The financial structure of Thalland diverpes very much
frem that of Korea, Pakistan ard the Pnilippines. Goverrment
ownership and contreol of financial mstituﬁions and therefore
the relative importance and nunber of specialized institutions
are very smll., Credit policy has been censervative and non-
interventionalist leading to relatively low inflation rate and
allowing for greater private sector initiative. On the other
hand, low celling rates for loans and deposits have been imposed
an banks., The low cellings were campensated for by low inflation
rate resulting in positlive real rates for most years. Moreover,
the ceiling rates applied to banks only and this allowed other
financial institutions, particularly finasnce campanles, to act
as a vent for financlal transactions at higher rates. Only few
activites are granted favorable credit terms—agriculture and
export activities via the rediscounting window. Banks could
choose not to take advantage of the rediscountirg faclility.

All these meant a relatively weak goverrment interference in
financial activities.

While the government does not expresgly aim to promote
saving mobilization, the country succeeded to achleve a contimnuous
improvement 1in intermediation rate and financial development as
indicated by the rise in M,/GNP from 25.6. percent to 34.8 percent
from 1960 to 1970, to 45.5 percent in 1982, This i1s a higher rate
of financial development than that achleved in the three other
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countries studied. Thailand's M,/GNP  ratio of 45.5 percent was
Lgher than South Korea's 41.7 percent in 198?. This is notable

given the much lower income per capita of Thailand: 17,220 baht.

Go (ADB, 1984) urdertook a fairly detailed analysis of
Thailand's financial saving. She found that the growth rate of
GNP and the real interest rate were significant determinants of
M, growth. M, growth was highest when inflation rate was
lowest or when the real ceiling rates were highest (1973, 1977,
1978). The overall upward trend in the ratio is also explained
by the expansion of depository offices. Gc)':s regression of
MZ/G:-JP' on real rate of interest, GNP gron and mumber of depos-
itory offices gave significant coefficients for all three variables.
She also observedjfairly large contribution (39%) of.nmal
ceposits to the total cammercial bank deposits and u. high
proportion (90%) of long-term deposits, i.e., with more than one

7ear maturity in the total. Financial savings in fact comprised

65.6 percent of household asset portfolio.

b.1. Financial Structure. Table 10 which is reproduced
from To's study (ADB, 1384) describes the composition and relative
importance of the various types of intermediaries in the financial
systen. The system consists mainly of three large commercial banks,
“evaral finance companies, five goverrment: specizlized institutions
(3rZ2), life insurance companies and a few minor nonbank credit

inztitutions. Commercial banks dominate the system with an asset
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share of 66.8 percent in 1980. Next in importance are the Finance
campanies w:.th an aaset ghare of 14.5 percent and the goverrment
savings banks c:f 6 2 percent for the same year. The GFls

consisting of- the Bank for Agr:n.culture and Ag*lcu. tural Cooperative
(BAAC), the I:mstmal mece Corporatwn ef Thailand (IFCT), the
Govermment Hous:mg Bank (Bfm) ‘the Govammnt Savings Ba:nk (GSB)

and the Small. Industrial Finance Office ,(_SIE'O-) have a. combined

share of only 13.3 percent. To be noted :.sthe very small relative

size of 'IFCT,'the investment bank or .9 of m‘mpermem: )

The growtn of M,/GNP ratio implied a fairly fast growth
of fma.nc:.al n'_.ﬁstimtions' irtermediation activities. ‘Déposits in
all financial institutions grew in real terms at an average rate of 20.5 percent
from 1970-1980. The banking system relied on intermediated funds
for sourcing their loans. (See Table 11.) Non~gevernment:
deposits formed an average 68.1 percent of total liabilities while
govermment deposits, only 2.9 pe.r'cent over the period 1975-1983.
m from abroad comprised an important source of camercial
bank funds or 9.6 percent. Though given preferved rediscounting
facilities for loans to selected seCtors--exports, agriculture and
a few industrial activities-~they chose to borrow minimally from
t+he Bank of Thailand. B80T credit to these banks formed only 4.9
percent of their total liabilities. On the other hand, the GEFIs -
on the whole used more varied sources:. gc‘ﬂfermnent funds, central

bank credit and their own deposits on the follawing proportions:
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1.4, 5.2 ', 66.5 pé'r'cent._ Their relience on central bark credlt has
been very much  lower than that of the Philippine's and Pakistan's

GFIs. This may be attributed to the cénservation of monetary policy
which restricted central bank credit to firancdal insti.tutioné.'

It could be that saving mbiliﬁation Wals suéces ful because central

. bank credit was not readily avallable.

The Government Savings Bank (GSB) is the largest GFI. Like
Pakistan's National S‘dw.m_gs Scheme and Xores's local banks, it has
been an e_ffeactivé. s«;m.ng mobilizer (6.4 percent of total deposits
in 1980). According to Go (ADB, 1884), its clients were mostly
small depositors including students and farmers who membered 12
million in 1980. %his number compares well with the commercial
banks' 3.5 million. The (:SFs funds were ]a:owlj ilcaned at Jow -
interest rates to the Government Housing Eank. This practice disal-
lowed GS8 from maxiaizing revenue add led  to financial layering
involving additional trmc*ts.uns cost. It is possible that GSB's
growth has been much hampered by its inability to ctmnpe.té in the

loan market.

L,ornar'c.ldl banks have al‘:o been used to finance GFI loans.
They are re"m:med to lend at least 13 percant of their loan port-
Solio to agriculturel borrowers or to the Bank {or Agr'a.cu.l“r:ur'al
Cooperative. f‘carmer'c:u,—.l hanks havc found lending 'to BAE. prefer-

‘able to lending c:._.rvacJ to :‘ig:‘l{:"..l.lnlx"e. This portiolio requirement
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has similar impact as in the GSE case. This portfolio restriction
is more limited than that for Paiistan, or the Philippines 25

percent portfolio requirement for agriculture.

6.2, Interest Rate Policy. Tha.lland has continued to
impose ceiling rates on both loans and deposits. These were
varied at very infrequent intervals so that the real rates changed
mainly with inflation rate. Unlike the complex and long ].ist of
r'éteé used in other countries, Thailand set a simple ceiling
structure. A uniform ceiling structure applied to all banking
institution. The deposit ceiling varied only according to matuwrity
starting at 8.0 percent for sévings deposits and rising to 14.0
percent for 3-5 year deposits in 1980. Only three loan rates were
s_et—;7.0 percent for priority activities with refinancing at the

BOT, 12.0 percent for call lcans and 18.0 percent for all other's.s

A fairly high interest vate spread was allowed by the

structure. Banks could get as much as 18.0-12.0 margin on their

regular intermediate loans, or 12.0-8.0 for their very short-term
loans.

The BOT set two rediscounting rates, a regular one at 12.5

percent and for priority activities at 5.0 percent. Rediscounting

6A special agricultursl category was given 10.0 rate but
transaction on it was negligible and is therefore excluded from

tm liS't. ’
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for regular loans is given at rates competitive wi‘z:h'depdsits S0
it does not offer any special advantage to banks to use this source.
Loans for priority sectors give banks a much smaller margin than
regular loans or 7.0-5.0 percent. This small margin discouraged
banks from lending to priority sectore. Consequently their central

bank borrowing has been very small.

The inflation rﬁte was maintained at very low level in the
60s with the rate averaging only 2.9 percent. The real deposit
rate was positive throughout. Over the 1970 to 1982 pericd,
inflation rose drastically to an average rate of 9.0 pexrcent amd
fluctuated widely. It spurted from almost zero percent in 1870 to
1972 to 2u.4 percent in 1973-1974, and then again to 19.7 percent
in 1979-80. The spurts immediately followed the oil shocks. There
was a fairly successful attempt to comtrol inflation as shown by
the quick way the extreme rates were brought down. Over this
period, longe:; than one year time deposit rates were mostly
positive or in 9 out of 13 years. This was not a bad record when
" compared to the other three countries. It is likely, however, that
the ceiling rates exercised a repressive impact on fmancml devel-
opment. The deposit ceilings possibly allowed banks a much wider
spread than if they were made to compete for funds freely in the
market. The 1ow ceiling was tantamount to giving tham a monopoly
profit and therefore in restricting saving mobilization. Assuming

the optimal intermediation or transaction cost to be around 3.0
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percent,7 the average deposit rate on all maturities could be about
15.0 percent while currently it is about 12.0 percent. More funds
would have been channelled to the financial system if the rates
were competitively set. Barring untoward world events, Thailand
may be expected to maintain lower inflation rate in the 1980s which
would reduce but not totally aveid the repressive impact of the
ceilings on fimancial development. The inflation rate averaged 6.0
| pemént in 1981-83. At '_this rate, the real deposit rate would then
be fram 3.0 to 8.0 percent, not too low by worid historical experience.
The ceiling may even cease t0 be operative at this inflation rate.

In 1§B.3, banks were reported to pay lower than the ceiling rates

though they continued to charge the loan ceiling rates.

Thailand has a very oligopeliztic banking structure. The
system is dominated by only three large commercial banks. Compare
this number to the 22 banks in the Philippines and to the € in Korea
supplemented by many smaller local banks and a number of fairly
large specialized banks. Thailand's three large barks can easily
obtain agreement among themselves on interest rate fixing. Any plan
for liberalization of interest rate should consider this cligopo-

- listic structure. Abandoning the ceillings would not have much

impact if they are merely to substitute for by oligopolistic

7Ee.nker's estimate the intermediation cost to be from 2.5 to
3.9. '
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imterest rate setting. The interest rate liberalization in the

Philippines rhay be used as a lesson in this regard.

To conclude, Thailand's fairly conservative monetary policy
and modest selective c.mda.t control program was found encouraging
to finaricial development Interest rate ceilings were the principal
intervention in the market but due to the low inflation rate, their
negative mpact was minimized. Selective credit control via prefer-
.mtial rediscounting arnd loan rates covered a few sectors and was
not rigomusiy. enforced. Commercial banks could choose not to
implement the SCC program. At the same time, the specialized
govertment banks were not important encugh az +o substantially
change the allocation of credit. As a whole, Thailand's financial

market was to a large extent left to itself.
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7. The Philippine Case

- 'I'he Philippine financial strw:twé. and credit policy has a
few common features with those in the other three countries.
The policy .package as a whole is, l*mevex*., very different from
the policy packagesused in the other coyntries. There is also a
‘difference in the management style of the GFls.

The government owns a mumber of financial institutions
which comprised a fairly large segment of the market or about 40
percent of the total assets of the financial system. The largest
commercial bank, the Philippine National Bank (PNB), and the
largest investment bank, the Development Bank of the FPhilippines
(DBP) are both state-owned. State ownership of financial insti-
tution is smaller than that of Korea and Pakistan (100%) but
much larger than that of Thailand (13.3 %). The Philippines also
uses selective credit correrol through preferential loan rates and
rediscounting facilities for priority activities. The similarities

end here. The more important differences are discussed below..

1,  The goverrment never took savings mobilization as a
mijor objective of its credit policy though there were some token
programs for this purpose. It did not establish special savings
institutions like Xorea's local barks, Pakistan's National Savings
Scheme or Thailand's Government Savings Bank. It set ceiling rates

on both deposits ard loans at levels that resulted in much lower



SUS

eal rates when ir*-i’la-f:;i:m rate rose to two-digit level frum the
70s onward. Recall Pakista N sel deposit rate floors while Kore~=
sat very high ru:.- inal deposit rates. Thalland, on he m:hf:«r herd ,

set cellings on both deposit and loan rates tut had a lower

infliation rate.

2. Selective me\iu control via preferenti 4l loan rates and
ré:lis:mmti.ng faéi}i*t:ie:a was applied extensively but o loosely
wdelineated Joan categories. S0 many productive sectors e::t:.xuld
Cavail of pve;;fam‘r'rtz:i.a.l. ioan terms at the GFLs and the pm. vahe |
gpecilalized bonkz (rursl banks and privatve development banks).

-

1ose much of its selectiveness for almost

Cons ,faquwtly, ite 200

&y prv"aju vive activity 2ould qualily for a loan at these banks

‘‘‘‘ avored zectors in the other comtries were narrowly Sepapated.

3. Bedisvounting was svailable for all loans at all benking
ingritutions ab very 0w ooet or pelow most deposit rates.
Fricrity loayer ~culd be rediseounted at even lowar mates .. Table 13
shpws that the z"adist:(‘;untimg ratsz were sgt 2o low that a wide
lcan-rediscounting nargin was g_;wam(-u to all lending ;_w-:-ir:mti ety
Fecall that in Korea, the ordinary redizcounting rate s S
*«:r:w.e medium term deposit rate, and iy Thalland even tle preforential
:cmismuntmg rete gave 3 smaller margin than ordimary ioan-
deposit margin, thus discouraging ceniral ik k';ur-:m.-‘im‘_‘. Cheap
rediscounting in Pakistan was available to selected loan categories

only.
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Y. The mmagﬁmmt of the Céﬂs appears to differ from the other
countries particuiaely Vovea and Thailand., There ‘..v.-'af;..? direct poli~
tical inteivex;ticm in @GFT loan decisions in z.eqeen't' ye:ax:-s in the Pr;ilippi:f-zes

The combination of these policies have had the expected diéin-—
temediation and malallocation consequences. F}rii‘:ippine le&\tP
ratio is the iowest of the four countries {or 20.0 parcent}. .'l‘ha
ratio even worsened from a higher levéi of 25.9 percent attained in
1987, The stagnation of the ratic took place while péb capita income
was growing at fairly high rate ané banking of fices were spreading
threughost the '?‘:ii.u"t';‘.':‘:;‘y'. (Bancing of fices grew fr’cm 1,417 in 1970
o 3,977 1 1887.0 The naar Lankyuptay of the GE'I.-s and many mural

banks onuld also be traced to vhis polioy package

In our diagesgmatio analysis in wa't.i.on 1. 2% was shown that
wien SCC s called fur beosuse of externalities and other YEASONS ,
the oprimal strategy is nigher than market rate comnined with direct |
i dy W the selected borrowers. The subsidy may be paild directly
e them ov 't‘*,mmrh thes tending lr\»tl‘il“f 106 &5 a f.';‘"z.m“ﬁ-und\- ion for the
Lower rate of interest it is to chavge the ‘xnxwwr:v:s This shrategy

leads to optimsl rescurce allocation and saving mobilization.

low interest rate ceilings ardd easy wnd wneap rediscounting
r’u,h:. are the worst posaible combination of r:r:lrs-:-a'i:ar'y tools. On the
ane hand, financial sevings ave discounaged by the low deposit rate.

'On the other hand, financial institutions are atiracted to central
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banle mredit and find litile v:t,,w to 'mhr i "zr savings, The léw

Ioan ceilings | tead to aveess demand and o wrealt pati aring _r_’:»rvc:b}‘e.rns.
The diginwermediation and aredit reidonirg problem intensifiss
with the swpansion and loose mnature of (e 5@-3.&?:‘:‘-’.:1';.’& crexilt program.
The loosar the classiflication of vriceity or favored borrowers, the
larger the number who can Jualify and therefore the larger the excess
demand. This opeates pressure for more central bank credit ami/or
fop irtervention in the loan decizions of lending institutions. The
OFTe and other specialived banks as the maln mplementors of this

g P A T T T RO L PRI SN <3 .
peiicy.  Their poor performarios 18 fraceabis fo Lte defsots.

v

Tole o Redluomumaiing

et Lrimrest Fate Folicy.  Intevest rates

il

weee freed dn Jaly 1980 and tre roaulsy redizcomting rate was raised
D apastically 1933, Bar untll fhese dates, & conples rate

sheacturs prevailiasd azy sheswn in Table 17,

The dewocit Cailings varied aizply by meturaty.  They wers
rat e gradually over time. The luvel:s wore abowh equal those in

Thd argd Paliistan.,  The Mdgh dinflation rates in the early 70s

argl in 1979~1397 mrought the real pste to high negative valoees. The
Cimpact of the nagative rate on intermediation iz seen In Table 4y
cas M/ENP fell fom 22 pevoent In 1370 to 0.8 in 1975 and rose

Cback o 2309 dn 1983, A3 the real deposit vate rose o modest

S ey 'A e Ea PR | - Ty By PR A ks o )=
posliive dewals, e ratlo recoversd to Drevioud levels.
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The freeing of the rate ;in‘ 1981 did not lead to very sig;n_if-‘-
icant adjus‘cmerrt:'aﬁ deposit retes to higher levels. It was argued
[Tan, 1982] that the barkirg oligopoly via the Fhilippine Raniers'
Asgociation preventad the rate fmm rising 1o cmge‘tit'ive lﬂi&VEl.ﬁ.

Cwrrently, the time deposit rate is stilli way below inflation rate
though loan vate has tended to refiect more fully market tighimess
quite readily. Cuorrently. time deposit rates are quoted at 18

percent for one year deposit and 25 percent for commercial bank loans.

The selective credit progrem is partly reflected in the
schedule of 1 and rediscounting rates. In 1980 for instance,
there werwe 12 groups of priopity sectors granted easy rediscounting.
The 'z‘edisa;mﬁt rete, volue and loan rate wvaried among loan categomies.
Loans to the most prefarped, wideh nelude su reywised credit, small
scals industries, and m:r_'r‘~-‘tm,:ii:‘ciom11 exports, could be rediscounted
up to 100 perecent of the loan Q‘a}.‘u& at the rediscount rate of 3.0
percent or lese and loaned at f:fi.{?n to 12.0 dntecest rate.  The corres-
porcling conditions for the leact preferred of the pricrity sectars
were 80 .pai:*ce.ﬁt, g.1) peccent and 12.5 percent. The regular 1oan:=; had
antil this yesr a rediscounting cedling based on the equity of th@
bank, & rediscoun Ld.rzg vate of 8.0 percent and & loan rats of i8 pesr—
cent. The vnargmw (loan rate-rediscounting rate) allowed far the

various g;zwgs were
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1960 1983

. Supervised credit | 12.0-1.0 12.0-3.0

. Special Progeams T : £.0-3.0 e 1O 12.0-8.0
pacial Progrem IT - 10.0-4.0 14.0-8.0

o Mon-traditional Beports 1Z2.0-6.0

5. PRegular Loans 16.0-6.0 18.0-8.0

8.  Hnergy-Generating Projects 8.0 to 12.0-3.0

[<F]

PN

The one-year time deposit rate in 1980 was 4.0 percent or 75 percent
more than the z*ediswunt:i__ng rata., Tne whola mte structure chosen
made rediscounting the cheaper source of funds. Private coumercial
bank rediscounting was however constrained by the value of their
equity but GFTs faced nc definite ceiling. he incentive to discount
was therefore stronger for the GFTz.

The lending and rediscounting scheduls iu as extensive and
cumbersomne 33 that 1n Pakistan., Iike thias TEUELY vk L’IPP@&I*Q that
the rates for the varicus loan categories ware crosen arbitrerily and
naphazardly . Mo hasis was offersd for choosing the extremely low

rediscourting rate of 3.0 percent for the National f-”.tc%a;i,z'ns Authority
activities or manpower export while regular food marketing Flams and

the overseas woriers themselves could &Ttaiﬂ Loans at market r‘a‘ceg.

Tri 1980, reguler loans were granted higher merging of as much as
18.0-11.0 than wany priority progrems. Thiz wold tend to defeat the
objective of encouraging lerﬁim; to private sectors while at the same Lime

unnecessarily lowering the cost of funds for the regular sctivities,
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C-B_mj'e:dit- hag been expanding at & vapid rate or at an average
énnual ate of 24.2Ffrom 1970-1982. An inrmpeasing preoportion of the
c::*emt wertt to the GFis, 1.7 percent in 1970 and 7.1 ?e?::‘cen’t ':i_n
1982, B credit and foreign borrowing in Fact supported the rise |
in the relative importance of the GFIs. ihe latter grew from B3,380.7M in
1375 to ¥l4,316.3M in 1982 or at .an average anmial]l rate of 45.5 percent. |

The disintermedia‘cien impact of tﬁe rediscounting and interest
" rate policy is reflected in the large shave of CB credit in the
liability éortfolio of banks. In 1975, total CB credits to all
bankmg institution comprised 12.6 of their total, liabilities. The

share barely changed sincs 'thézn and stamis at 11.4 percent in 1982,
Commareial. banks' B credits/liabilities ratio avevaged 8.9 percent
over this period, o mwh higheo r‘atic; than Thailand (4.3 %) also
slightly  Jower tiwn Ko (13.8%). The GFY ratios are evan higher.
DBP, PAIE\, B oand the PAR did very ittie savings mobilization.
Tabiz 17 .,l‘mm !;:hm: their principed furkl sowroes were the CB, other
- povernment Financial _:Ems'ti-i;u'tric;ﬁsg sovernment derosits sl foreign
Cborrowing. OB credits are not clearly reported in GFT halance sheets
since they are included in the Bills and Bonds Payable and not in Due
to T ancourt. The/BiLl&: and Bonds Payable consisis mostly of the
issues sold to govermment financial Institutions including the CB.
“his fund source category accounted for a gn:m‘.ng share of the total
liabilitiss of DBP and PNB. For the DEP, its share was 33.8 percent

in 1976 apd vose o 63.2 percent in 1962, In 198t for which we have
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Treker rw.m‘amd cash. mtluw financeri ordy 26.1 peme.nt m‘r :m:a new

ORI Efmnu ool mns 1o 'beglmum; mrt “tcmdmg ,mans m:.o mt
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Tenca. . itE growin o ageeleratec in the mid- msﬁ ag fundg Sram ‘tha gove
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worth. Many of these have defaulted. The defaults are creating:
substantial s?wrtfajis in the hank's loanable funds that at present

mt be filled up by the CB and the goverrment because of the T™F
conditionality. In 1981 to 1982, collection rate was only 4.2 percent and
the proportion of new loans financed from new deposij:s ard loan

repayment was just 26,1 percent. DBP iending level will be cut to the valug
of its loan collection if it is unable to borrew from its traditional
sources. Prospects for improved collection are ‘however dim given the h:.gh

default rate of the bank's loan portfolio.

There is no. direct evidence on non-reépayment or default rate
but this can be inferved from some of the bank's balance sheet
accowrrts. Note that the DBP is essentially a lending institution so
+that itz assets should be comcentrated on the loan account. In 1971,
the share of loans in the total assets was 79.2 percent. Lloans®
ghare shows a decli.rﬁng‘ trend réaa:hing 52.0 pc-mﬁze.n-t in 1982. On the
other hand, investment in securities and other properties’ account
has absorbed an increasing share fram 11.2 percent to 39.2 percent
for the same period, or from 2248 million to 17,232 millien. There
is minimal securities market in the country so that the accﬁount does
‘mot include much private securdties. It consists mainly of deféulting
lcans that had been converted into equity or investment. The conversion
of defaulting loans to equity is @ practice aﬁopted by GFIs especially
the DBP to bail out their lerge distressed clients. Upon cchwversion,

the loan acoount is reduced and the irwestment acoount is increased
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by the value of the defaulting loans. The default rate is inferyed
fram the changes in-the investment accowtt since the DBP reports on

conversions only occasionally.

Arother account that contains upcollected loans is mortgege |
recaivables and misﬂellanems investment. By J.aw, torfeld ted c:allét-
eral on defaulting loans are put in the process of sale. Such loans
are entered in the Mortgage Receivable account. If the forfeited
collateral is instead acquired by 'Ehe bank, It appears in the Other
Assets account. Together with investment in securities, these
accountts amount to as much as 39.7 percent of total assats in 198?.
Apparently, DBP's axperiénce with lean default has mrsemd for

these accounts' share in total assets has an increasing trend.

Default rate is sstinated to be the increment or debits to
these accounts as a proportion of the begirming balanée of loans and
advarees. Debits to the acoramt *e directly reported for 1977 to
1982, Over this perf.r:u;i, the rate increased from 8.3 percent to 21.9
percent. DBP's reported repayment rate of 14.2 pe*;mc-mt for 1981-1982
on the other hand, seemto be too high considerding the high default

rate computed above and the low collesction raete obtained from the
.cash flow déte_. One reason may be that this repayment account

refiects accounting entries fom loans o investment in securities.

We note that PDCP, the private sector equivalent of
DBP, has been unscathed by the series of financial crises

experienced the last three years. Looking at the asset
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accoants, we find the share of lsans to be larger, 72.5 percent;
w:jlth investment in ‘:-agcewities and money market papers fcm_i'rg oenly
12,D' percent of the total assets in 1981. This account is mostly
private securities and r.adntam’.ns no foreclosed loan account. Gross
income to e,arning.asset ratio is significantly higher than DBP, an
aversge of 13.5 percent versus 10.9 percent for 1976-1981, and 10.5
percent versus 9.3 percent in 1976-1975. Its net income to earning
assets ratio is alsc substantially higher, about 2.0 percent versus

DBP's 1.0 psrcent. In 1987, DBP's net income dropped t6 117.3 million.

I"xe gmfemimn.t, at least on paper, strongly supports agricul-
twal and small and mediur scale industry development. The redis-
cowniting schedule has aluo been favarable to this sector. It is
relevant to see how DBP meets this obiective. The tables on the
sectoral and size distribuiion of lcans show that this objective has
not been pursued by the DEF. The ;n;xﬁ;x:mtfx:m of leans allocated to
egriculture dropped from about one~thind arcund 1980 to 20.Y percent
in 1982, There is, moreover, an irncreasing concentration of loans
0 lirge borrowers. In the laét five years, abexct 70 percant: of
" loans outstanding was in over FS million sizes with the share of
medivm and small scale borrowers (those with F100,000 to 500,300
loans) about § percent., Those in the lowest lcan brackets f@ an

ms::@utm giroup of borrowers.
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7.3, PNB's Performance

The BNB is the oldest state bank having been founded before
indeperdence in 1916. It has also been the largsst hank, its assets
rose in nominal value from Bu.2 billion in 1960 to“P’ZG.E billion in 1983 and
comprised 21.0 percent of total banking assefs and 28.% percent of '
commercizl bank assets in 1982. Its relative importance was even
largsr in aamla.er years, 26.9 percent and 35.7 pezuant,.mspec'l:ively,
in 1960. It is classified as a commercizl bank because of its
checking account function but it alse operates as a devawmezft bank.
Like othex state banks, its decisions particularly on its loan port-
foiio, is subjeét to closer government control. It has been made to.
funl priovity activi t;ies pam.mulazly in provincizl areas. The
maturity structure of its loans is longer than that of pevivate

camercial banks.

PNB's intermediation and allocative perfomarice appesrs very
much better than the DBP, but definitely wovse than the three largest
norpolitieal g&*:.’.vate banks (BPI, Metrobank ard Far Esst Ba,nk)
Private deposits formed an average of only 25 percent of total
liabilitles in 1976~1982 as ccmpared w 54 percent for the ﬁa:*ivate
hanks. As repovted earlier it had a much higher intermediated funds

to loans retios and collection rate. Like the DBP, PNB has committed
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substential funds to large borrowers same of which are in distress
and defaalting like Delte Motors. The PNB also invested in the
equity of many new public corporaticons as well as ;ﬂlitically
favored private cnes via the Mationgl Irwvestment Eevelamrrt ‘
Corporations. Investmemts end other asset accounts grew in value
from #3893 million in 1981 to F9,308 million in 1983 or move than
10 times. Defaults on Investments could not be reflected in the
accounts for the irvestment value is recorded at cost in elther
Irvestmerts In bonds, bills and equity or Other Assete balance
- sheet accownbs. More detailed data would be needed to arrive
at & conclusion about the quality of PME's portfolio. Unoffieial
reports on NIDC investments stow a fairly large ruwber of
unprofitable and falling flres. I¢ is poszible that PB's rmove
recently acquired assets are as bod as [BP.

PB's sarnings from interest, services and capital gaing were
fairly modest, In 1980-1983 totol earnings to totel assets ratio
averaged cnly 10.6 way below the prevailing loan rabe of 8t least



18.0 percent. This low rate is partly explained by the bank's
loans to priority sectors whose loan ratas are set at very low
levels. It could also be explained by poor collection ard low
return on its investment. Kecall that loans to p:c-mm.ty sectors
are g;r*antéd to give at least 3.0 percemnt interest rate spread.
Regular loans are given even higher spreads. I the interest vate
on itav loans were colléeted pranptly, he bank would be able to
ehow a fairly high interest rate spread. Its financial statements
show that the spread averaged only 1.1 percent in the 80s. The
spread for the last twe years ware even lower or .8 of one percent
versus 1,5 percent in mid-70s. This spread is below what bankers
consider to be adequate to cover their intermediation or frem 2.5°
- to EJ percent, Apgai'ently, the special loan accomimodations 1o
PNB From the CB and other government sources did not result in its
erming a higher rate of profit. Defaults and had investments must

have eaten up its potential soread.

7.4. The land Bank and the Philippine Amanzh Bank

The Land Bank and the Amansh Rank are é'till minor GFls whose
assecs in 1982 amowanted to only 7.8 billion and .2  billdion in

éamrarison with DBP's 44.2 hillion and PNB's $58.1 billion. LB



is lower showing very vapid grcwth in the last five years and is,
departing from its highly specialized nature of catering to the
credit needs of farmers on the land reform progrem. Its assejgsni
rose fram 2.4B in 1976 to 7.8B in 1987,an increasing proportion of
wnieh .went to investments and lotm-: assgets. Thelr share vose fram
4.5 percent in 1975 to 17.6 percent in 1982. Both banka are also
dependent on non-~imtermediatad fimds with private deposits forming
only . 9.5 and 33.§ 'p@ment, respectively, of their total
liabilities for. the same period. Their pﬂf‘fmname was, on the
whole, much better than the DBP. They had a much higher collection
rate in 1980-1987 so that they were able to finance more than 60
p@c:ent of their new loans from new deposits ard loan collection or
69 percent for LB ard 60.0 percent for PAB. The higher collection
yate led o a Iﬁ.gmr earnings to asset ratio and interest spread:

G.6 percent for 1B and .9 percent for PAB.

The land Bank may be expected to play an increasing develop-
mental role especially if the refinancing policy is abandomed and

the bank is made to rely on intermediated funds.

Amanah Bamk has remained the smallest GFL. Its assets grew
at only 30.¢ percent per year from 1976-1982. Its portiolio
campesition has ot changed mich either with investments and other
assets averaging 14.8 percent over the period. ;Ihis high retio

together with the high collection rate should indicate a low default
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rate. ' These are not, howaver, conclusive indicators for defaulting
loans can remain indefinitely in the loan account and the high .

collection may reflect short-term loan twrmover.



7.5, Liguidity Comtrol and Manspement of Cradit

The 'CB pursues Its twia cbjective of gtabilization and growth
via Liquidity and selective credit conirol. Targst leved euxd émwth '
of liquidity or M, (v ¥, + saving ard time deposits + deposit
substitutes) are set for each planning period ard at the begimning of
each vear. The target values chosen accommodiate expected GNP |
gcmé‘:h‘_and inflam.on plus some s;.ta:;.v_h zation objective. The targetting
exsrcise is _fa.-irly rough and not tased on any econoetric study.

In the lasgt Five-TYear Plan, 1978-1982, M3 was targetted to grow at'

| 17.6 percent annual rate while money supply o Mi at 1€.0 percent.
How this grcﬁ't:h rate is to be achieved is'mot discussed in either

the (B reports or the Nati:sn&l Plan. The sowwes of the .mneztary

base and ‘me miltiplier are neither stated. Yet one is suprised at
hsow c:.}.nael.y the tﬂt‘g@ttr‘ﬁd liguidity wes achievad Jming the last
planning period. 7Taeble 23 shows the ratic of actual MB lto rarget |
My in each year deviated from unity by less than 3.0 percentage
pOLTILS only._ Money supply or shows a larger fluctuaticn from
target which is to be explained by gxmt}g‘oiio changes batueern My

~and the cther monstaxy assets-—savangs and time deposits, and deposit
" substitues. Can?:ﬂ:}]. over liguitity seems to have beei: e_.-ffecta:i
through CBCI (OB certificates of ‘Iinde’a:fi::sxms) transacticns rather
than through other insu'umrts«-;mdiﬂcmmtmg and r'éqeiwé requirenent.
CB credit to the govermment and to financial l!btl’i‘l.l’tm unda'r'
various selective reci:.sx:&:ntmg rules was granted quite liberally.

When t}m.s resulted in excessive ilguicity \.Bf'*s wepe sold 0 oD up
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liguidity. In .f‘ac:‘t » the CB freguently reported mn‘ppimg uph i quidi

- at ihe same ik ﬂwt 18 w‘%‘equm‘xu‘,' “r'»n:ht ml‘ mmaml PIrPOS@s .

This Inccosistency is seer in the vanapgaEment 1 ﬂ ¢, :

dity particularly

that df GFJe,

The foE“r:"Lmé?ﬂ't. Coordinst ing tmmttee which mcludefs Cﬁ E"Eﬁp!’f’-

| sertative f“m:s 'i:arge*ts for aredit expansion of the nmmmﬁ.w $5’E$‘t€'m

and for its major camponent institutions ineluding mux\ el €
In the table, the targetted mw*tn rates for credit QJ;" AOANSy
AT - M?, we:vo approsumately equal &t & little jesa‘ﬂlﬁ;ﬂ :

cerit. The target gmwfh in credit for the various .

~@al dnstitutions e allowed to diflfsr . slightly xmm The: a,ggmg«atﬁ _‘

et

ke ’“Lf“ s were allowesd a Wisher growth. thar gb:' me igsanlm

fc;s‘l.h:wimg; the PMlan's liberalized selsctive credit em\wmzm‘i‘mtemst.

In the course of the Plan period, the actual er & ;xrmmm ﬂt fmmh

!

higher rates fov all barking institutions. ‘('.%Ta cmafllt“ gxmﬁ*h wag'
554 percent ds compered tr Ltn turger growth of 19, 8 Imcamr wnf;:...xe

private banka' growth was 3.2 peme ot versus the wrgﬂ:tof ﬁ;ﬁ:@fﬂ'j,‘;m*

“eent. 'T‘h@ ur;,e*t‘ set for each year was always oxue!c‘*dm1 MR

LI

1975. PNB and Land Bank exceeded ilelr plammed w.r'em*t M 1 thmv

100 percent in most Vears. The PNE ox weded its tay Im aut am mweaas

ing rate fram .9% in 1976 to 2.51 i ILAT whille the L:mg

fluctuated at the high rates r‘vf 1.8 o 2,85,

’lh@ cradit gmnmvi by the firencial systan is a mwm pf tha.

x.

‘ m’tvath.:n.on of ..;upply ang demand foe loans ano CTNEr Tty i SUPRLY--

cohaists of azztemnm@ted funds, redirconting, special govediwent
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financang amj t«‘“wn gn borwwm.p As seen in '"ica,i,ajw 15 amﬂ 19 f:ive in ;u*bfh-

vidual GFT :mmaum._w, OB ewedit o forertmn bmmwcwrws gz,:.-eaw very

- rapidly ducing the }gé‘icau-z peraod, SR _im.)..n,wv rhf: - .m't“ wmﬂ*n of

unplanned expansion ol lgs

- owote that the gapply of Fards L
eontrolled by 't"hé monetEry adthority s

ovey the target sesulted from ivs :";f:;er.:.l_s;:,.u,.';l. ‘ :
in the case of the Glls wh,m” wre culmost :‘Uf;ﬁlj‘/d&p&rl&iﬁﬂlr on ‘these

sources for their losnable fuikis.

‘ I“kmey supp’y and total LAY c:u.d not p;mw em mﬁL as
: ,cmd.xt because of the large BOV helliodne Lacurred d ving the pemn“i.
fhe forelgn MM&TE componert o) the credit WF*T‘E*L cbu"t' ofi the Mrtw

@8 IpOTE and pc»u.u piy capital flow.  The easy mm gmxlmy,
tarn, fed on mports and orestod more del .:_‘H..t;..“

Gfls Form a very lmportant segnent of the fl.m,rmml nes.rkM mxmﬁ
g the major : u;ml ier of jong-ters furds. Mot v:: R ‘
governinent fundd (CB is gmrm”muw Yoo And vel théme! is o
vhal L ,?j-fm!a‘.fw anl
recefine their iﬁ:‘)_}_e and W reutan gm;._w wvxmnﬂgmg 5 m:- mvesmmnt

Coordiinating Comittee bay o Loaated «FQE,L‘EM’I"I}JW,‘”T
o i ) .

argl mip‘smxm@wl body to set thoir lending anite ,;

of large (P300 milisom or wors losn) QFT-%
o and private. The C3 which has ;‘%upew:i.za«.yr_v (:i:u”iﬂ"tﬁ%ii" Yo
cdal n..rm.'!:u*t..xmw Tut ras no power over thie

Care no miles gwe"mw e ATt ”"(n,lﬂd.bliﬂ YA w;u;m LA o

As & country develops the reed for OFIE cl;tm:mismm. Mmmt
imperfections ﬁ.m.lud:irm flnaneiol e-mwr\‘t:'a.um tlluappe* . The
Prilippine GFIg in conbrast, were expanded In. mlﬂtiv&* wmec&
aﬂd inﬁmim into, nmrket irtermediation m&«wﬁaaﬁﬁ ‘in‘bemm; ‘
- fﬁhr Philippines shopld consider- following . the ﬂemuiwm Sk -
. moves in Xores or the historicz) exanples Of ’I't.a.ﬁ.];arw aml.\Ma:rmm
where &FLs ahd ‘fi‘mi'mial? interventioms aré mintoal.




4

8. . Javing Rate and Financial Savin

A quantitative estimiate usiog cegression of whe effact cbf

: ﬁltg:re&‘t rate 'onf}-‘}_"ftj:he saving rate and the holding C:w!ﬁ” Emm

_asselis, :51;;3&:’(..15_’:&:@11.51ba,;'a}v:: depoeiin, was dona by ADB fkbl’ Fm'ea T'mllﬁmd
andt Pakistan. A‘- similar set of reg mc;,amn spemfmatmcm was ‘
applied 1o leiii;:ipjj'aa data (semestrally 1‘” "]-LBB?) *"c: a_l.lmw fov a
comparison of mgz\;ﬁﬂts. Pakistan's vegmss 5100 m&%ta dm» ncrt mwlmied dun
o the shortness of Pakistan's tine series pecause oFthe

country' s ‘--t—;..[,m cogtion. foum East Makistan and the reporTad pcx:»nw

quality of data on caving. The repressions on the: savmggm'mmn

gave mixed j'.t:‘e'.&a'u_l‘*:cs‘ vhile thoss on Tinancial Scavixxg-wem ZEnerally

CBoxi. . (Bee Table 4.0

Kores nas a -y nigh saving cate, 24,1 pargent in 147680
including household gaviy which scoourt 35,6 pergent Mﬂwmmrrt '

‘ssavrng of 26.1 percenc of tutal vaving. The ‘r”eg:r!eﬁsaiwn;: aq»mtipns

show the mhoz rul zavang rate vl the household ,u.wmg Mﬁre o be
531?,‘1’1.1.1.’1(‘.’.:31‘2\5&11?; detmr'smnecl by the levol ad the gy Jm.m oi rpa.l %‘P
Theiland m apother high saving »‘*c:wn.t:r'v and Me., Koraa its

saving rate is aJ.w significan

ndluencad by mwfmﬂ gxhnth (mal
GDP). Here "the. wal mtﬂmest s owignadicant.  The I:?‘n.s J_.igpm..mu am:;we.a s
mmgmfmant afﬁe:c:tﬁ o.i: both GNP bmmth and mtaw:ﬁt mt}ﬁ* oy Iaavmg

i
H

Redl interest ra't:e on deposlits was found ss\.g;m;f et Gl m»’mmm

This c.:cnmtby ci:L.f, Em:‘; frem the two oy 113 iow mil,atj,cm T!"»‘#;
rot only T’o a th;ne D redl deposit vate but to a move:stale expected
R ' s

‘ mte »
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The regreas seions on - Financlil Aaving ”‘We«n oy i Inprie -f‘ﬂepcpzﬁiiﬂ:s
of various types gave gensminl gOOG, 10 1l \‘:n . 1'h£ ‘mf luam:e

of income growth, real interest rate on deposits. x::a_,ﬁ PLe- y«@w mw_

ity and the accessibility to banking facilities i “"gmiijf,_mm

coef floients of the expected sign. Simd humsu;lr.g are mm b\ir
Fry (1987) in other countries iy his 1::1:*;7@ cmmax\a*n ve aTucy on

f::inmaial saving and savings Anotions. H is expected ’Llﬁ'ﬁ‘c tha

re, mn 11 venaess J deposlts o “r vr el rat u»gg;ulci“zn,nj:ex

contrel on loan rmate and The gorevous rediscounting rules.are .
abandoned. IBram:s and other fingnciel institutions would then be
: atmm-:_atmi to compete for private furds in fhedr erfm'ti% ‘ax:l';i.gﬁe

Can optimom level of activity. In tre :wa we of control,, the

Coprimum setivity level wnild  wply @ higher intermedigtion vate.
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Cﬂvmmmm in modern time which ars aﬁ;“'t‘;@mp;”t,im 1:0 V,aczr:e‘a:‘_herate econiomic
growth may choose from geveral sourvas of CL"'?'r‘,i..-‘mc:@x}wtax@%j, ;:sz':i,vate.
saving, foreign. bor*n \wu.n@ and central buc credit op m.flat.wn
Political mnbldwatmna mpo» 50 l’t_,cidV limve 0 a;ﬁ gaﬁ‘mmerit's abiliﬁy- *tc.) impose
high taxes. Up _t;a a pm..:n't: privats sewing;s can be Mrm.w;x oy a.hl ﬁqz'ts
‘of‘ :Lhr.:en tives sueh as }ur-fh interest rates, tax rebates am “I:hvsﬂ ll.ke.
Foreign borrowing may be tapped to the extent It can be:mw@t@d _
‘e.’c‘-ﬂ:i,ciem:.ly. These sources of developmant funds ha\xe mrml ;lemss,
n contrast, infl:a:t:ipnax{y' finanre 10 un‘l_f.umu":mi. W)da:m w'-..am:r'al ban}
are generally emmwmwad to oredte money, and mverww.emt:& wh.mh decn:!.s:
to use this power: QAN do w0 at will. Im, lation as a tay mqmre:a oo
- direct (_UILHEI‘).“{E imn the govern e whille wml,m’ taxes haveﬂ §xe) be
approved t}‘nbs.xégjl__smne& Jeglslative process &y mplmkmte%wm gﬁme,

collection mechanim.  The sase with which CB credi'tf can be' ‘c;r:zhﬁaa'ted

makss inflatiorary finance of development an easy 1“‘1()16& ;Ecam* thé. le:

- poudent govermments.  This expleins the G.‘X%.‘E.‘levr’ adoptwn of ! N@J_S‘

S counting as a majmm %lawtn.w e b mmmi mstmmwnt ”by Ul..:.

The pdper tr'Led to zhow the seriloug i.L advamtages cwf uss.ng thig

tact, It was ai"gimd how rediscounting goss against e p;mce% of
fim;tng;ml market dﬁvei].mprmm: iwitutions with a good ubwtltufa fﬂx*

‘ ih‘t&:n:uea:lm‘t‘:eﬁl Drzmémé savings. & Au»rﬂountmg a:hlf'tﬁ ﬂm ﬁupply aﬁ
1 funci: ard 1&1:3@ w mww' interest rate.  In some m@a L:qc@ 'the

rules gre imposed

P‘m i ppuw and Palfmﬁ‘a 0, cmnm:mssc:rme- rediscountin
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which exacerhate the dnte., o SnLber nff_hmedlf.u:um process..
’hﬂ'w rules are ususll ,f COLEET IR A0 A L manper cm the basis c::f’

.‘in‘i‘,u Cive reasoning =:“a.'i.u‘.““:»:.ﬁx:'* Fhasn weononue tecdonale.

The experience of the “our oamtricr in e use of selective

eredit control and the role ard imrortance of their GFls in their

SCU program preveals the undesinanle congequerces of owntm*s' some
inflaticnary finance. The foar cooatoieg-—-icred, P&l}(iﬁ't;:"ﬁ'ﬁfty
Fhilippines and Thailand---ussd axffevent conbinations of SCC which

vary on their relisnce on vedizooanting. Ab the extremes are the

Phi

ippines and Thailand; the Fhilippines for utmost control and

rediscoutting, Theilang for the least, Their SCU and general credit

programs are sammaried below

1, Hepea Tollowed o fugh inteve @ rate oolicys the goverrment
owned and contredled as. firoaclel wooitutions; and preferential

reciscount apd loan vater w2 given 10 a liniced number of specific

sectors. ALl noneprefor st jawd high loan nﬁ:e... reaching 28
peccent In the late 13960g.  leon-oreFerved ‘T."':':’II.]_.S&C,‘&DL,MTZZU‘@ rate about
equalled the deposit rate, thus discouraging recdiscounting for opdi-

Cnary loans.  The high infletion cute scmetimes prendeted the real

derosit and loan rata nognt s

the vary high nomingl deposit

and loan ceilings.  The ana

wns expected of g wvernment
banks appeared ot to have eroeooed In Korea. BRank pe@:tommm e has-

preved Fadriy good.  Becsuce of inflation, Korea's fingncial market



dewa].oM but at & slow pace. [ts M,/GF practically stagnated at
apout W7 I;x-.n;'\aean‘t'h.af‘te s ite rapdd vise around 19790, | H

¢, Pakistan adc.ptud ,.e..'\;-e'.-m'y baxd ;:Z:";n;!«u.i nat: mn m: 1ow Joan vate,
governmest mm’sm P a_;\el contrel b ai.l fipandial :J.‘ns“l:::[.;t.‘trt_mmis and
eumberscme loan, and rediscounting sthecditles. Wii_:‘ﬁﬂ Qne; mcéagtion,
1ts specialized inst;ﬁ,“ttu‘tiérm relied on CF credit and govwmerrt
budgetary support for their Tosnsble furd supply. mg» term
rates ware setl lower rha.n time deposit rates. Thla :mt&raat rate
shructure worked against banks' deive o "act depomts and WS
‘thesatore irxcbﬁ:ais‘tent with its aotive saving mmluatmn dm.w*e‘

Sexir of 1ts GFls have serious deiault “sym_zlem,

3. "ﬂ':aim,nd; Thailand J,S the least intemfentimisﬂt of the
four countries studied except for the interest rate Lml.mgg imposed
on loans and deposits.  Coverried it OMNErsiup and amxtﬁmi of Finan-
2ial nstitutions is i,..iuii!;";-'f".:’véd s Toum :Ea:e'.x:'-l*j,f amall specw}.imd insti-
futions. Tt ie “Lhr' mcmt conservatlve an far as mf im:mn N-me and
_.ini"la:t:i.émw .1:;.r‘na_z'1c:ea g copommed.  The Jow ,.nfla*twn 'mh. made ‘thﬂ‘
ceiling rates not 5o I:'e giractive,  Praf ‘*rr_ncml r‘edms,mmumg i3
liJ:;i_ifewf:l to a very small set o pr Lority ac :'t":um:les. The lmn m.te-
rwij.:-.r:faﬁrrring: gpread on these is ‘ow relative o ’c.l'm loar ra te-«ie;mlt
rate sprecd allowed non-preferved Dorrowers. t’hnsa«qxﬁmtly, baxﬂcs‘
wwc,,ed wﬂ.,.&munmnp and relied meuind y oT ‘”umim h‘m pu‘. wate saving

1 other surplus. | Im =]r~r>eu “ation of the s.eﬂ :mg ml‘t:ﬁs was rep:sz'ted'

4o be lax so tlutrhe nm%m"c: WAL a__ule to ‘ope.-_:rv‘a’!;_e J‘ﬁl@ﬂﬁ'\"@lyi fmaeely.__ :
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A1l thaese led to a fa :'-*1%:{‘ Financial prewtls as shown by 't'm;e upmnd
trend in M, /GNP reachi ng a level that is even m,xw' *than the

rore developed Korea, 45.5 pepcont,

4. The Philippines. A ounbessome x.wnlqt”()w‘d mg and loan
struchure, easy rediscounting facility for a‘l_ M‘p@a of loems,_
preferred and non-preferred, a levge public fmarmﬂ secwr and
witil 1981, low loan ard deposit ceilings combined to ,I‘épreas |
financial development and mizaliceate finarcial pes Qumes. At the same _‘
time mdisc:ozm't.:’ﬁ;}\i"?:.:ﬂ,&t.j.or, Utiost reriance on OB m‘&dlt permitted
the tils to diverge from economic lerkiing oriteria a‘rﬁ n;iSa.llméa*te
their x*ez;dux;x":es o had projects.  As a conseuuence, ;The de_faul't rate -
in the two major GFls has redched orisis p’mrmr'tim Tha:, courty
shows the Lotest Jzz'in:am:,iﬂ,_-al Jgwelopment: with its MQJGI’ISP‘ .::-at‘ 22.0

parcsant or half of Thellamnd.

I’he most erdos daf n,sm. of Prilippine policy hesmth redis-
_cow'f:?;'j.ng. i OF“?T’}”UCtH Inter YoR LA on proucess, creates ‘;.{ buil.‘t—in
imf:ﬁ_;ﬁ,tj,m'y biass and perits (and possibly @vlwmdges) inefficient
CGET %mag_@mnt The interest r'a'tfé Liberalization Of mida-.igf:‘ 1 %o
_'earlv 1982 has not les:i "t:o the Jesired results for ‘the mda,scmrt:mg
Cpolioy continues to d_xsca:umd ‘m 1 'tmmm‘,iﬂtion and cmmp@tition by
_ t?;u GFIs.  Theoretically. redis: wuwm,.., shouid b«a avallab,f_e only
for: Last recourse o amergency uue\ih. ¢l the fmdncm ayﬁtan

© Learable funds shomd mnn rrom mobilized savings and aurrent



snmplus for uriless rt-h;:—:y do. the funds distort che txar-rwmg anci

lenmr dexisions ::>f financial intermediariss.

It seems too simpie-minded o Llame md.xsmm‘l_mg fm:‘ Lhe
ills that the financial system prosently mq‘,mm.enqes_, Ye-t one

could not but be convinced that if the GFls agd ot:i-‘m bﬁmk

mainly acting as financial intermediaries rather than as c:om:lmt

of CB funds, thay would not have been as 1mpr\udem' mﬂm the furds

a8 they were in the last five to 10 yaars. Alter*rm”m.ly, ‘t:he

GFIs may be denationalized and mxie to cu:‘xjamta with ﬂ*xa"_jexlstmg

private banks.
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Table 1

SELECTIVE CREDIT INSTRUMENTS

Subsidilzed ) Prpliferation
Ican Rates Preferential of Specialized
_  for Priority  Rediscount Budgetary  Credit Credzt Finarcial
Country Sectors. Rates ‘Subsidies Floors Ceilings Institutions
BU x b4 s 3L
N ® ® x b4
I0 Pd = X % x
G b pd X b4 x b
MA X b
NE X X ® b 4
PA ® x X 4
PH X X ® ®
{PD 717) .
SKE o ® X X .
TA x x ) =
| |

e



Table 2

FINANCIAL STRUCTURE OF KOREA
1970 AND 1982

Rate of Growth
oi Assets
1975-1982

{% p.a. in

Percentage Distribution
of Assets of
Financial Institutions

1975 1982 1975 prices)
A. Moretary Systesm 76.50 74,21 11.76
1. The Bank of Kovea 15.52 3.98 5.39
2. Deposit money bhanks | 60.98 Bu. 23 13.08
i (‘.cmme.r'cial banks 37.85 41.28 13.64
i) 5 natiomwide commer-- 31.74 32,00 12,53
cial bhanks
11} 10 local hanks 4.72 4,22 10.u7
113} branches of foreign 1.%6 5.03 29,43
b. Specialized banks 23.12 22.94 12.12
1) Kovea Exchange Bank 12.92 11.58 10.51
i1} Small and Medium 2,08 2.53 15.65%
Industry Bank
i11) Citizens Mational Bank 1.90 2.85 18.98
iv) Kopea Housing Bank 1.20 .78 18.37
v) Credit sector of agei- 4,62 3.80 9.16
culltural coopenatives
vi) Credit sector of (.44 0.4y 12.26
figsheries cooperatives
B. Nombank Financial Institutions 23.50 25.78 13.74
1. Development banks 17.22 12.80 7.59
a. Kores Development Bank 16.82 10.30 4.82
b-‘ m"@& m%ﬂrm C!"E‘&il't Ha.ﬂk 0’38 O.ﬂo 25‘ 0"*
. Korea Export-Tmportt Bank 3.22 1.70 50.72
2. Trust accounrts .7y 4.86 . 29.94
3. Ingurance companies | 1.48 3.25 25.63
a. Lafe inswance companies 0.75 2.34 31,38
b. Henlife insurance companies 072 SIS 15.38
4. Investment and finance. companiec 1.58 2.20 17.70
. Mutual savings eny] finanoe 0.45 1.24 729.51
mmpamer ‘ _
§. Postal ’;wfm*iﬁ;s acm1mts 132 g, i}()ﬁ '\ S .i1.85
7. Sec:um-ries”nms B ”?1 0. ,aﬂ - 0,57

i AILTRINIOR . bl b “uﬁg bk }M&ﬁm bkl e

itk e L e
Gerpox'dtmn
b. Secupities dealers and 1.39 -
brokers. (net) , L S
. Investment ‘xust companies N.32 - -
{net) ‘ |
Merchant banks - 1.33 =
| U e . .
Total Assets of the Financdal Svetom (3)  100.00 180.00 . 12.24
(Jn.balllon wun) 14,006.0  97,817.2
Source: '*?i:_’l__ Domestic Resource Mobilization n Trrouch Financial Develoument:

:‘qs:a.an DeVElopnant Dank LOONONNCS UITich, YOTh .
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Tebde

wwmmwmmwwmvmrwm.
: ¥KES, 1980-1382

lscoumtgz M roen for Lomms yfrth
Bills® Trporta MED
& - E:.gn}f gi‘ g(oma, D;,‘g%ﬂt
Ef rﬁ:ive from: |
Mcmth"i:a:,
1380 (1.12) 2.5, 15,0 22.0
| (6.50) 23,5 15,3 22.0
(9.18): 1.5 15.0 - 71.0
(11.8) 18.5 15.0 - 18.5-19.5
igd (14.9) 18,6 15,8 17.5~19.5
(11.3)° 17.5 15.0 16.5-17.3
(12.29) 16.5 15.9 15.0-16.0
1982 (1.14) 15.5 12.0 15.0-16.0
T (3.2 13.5 11.0 13.5-34. 0
(6.28): 0.0 20.0 33,0
B. - 2ne Year Time Deposits Money Deposit  Other Fimancdal
: -F@mﬂlﬂay . . Bapks - Institutions
' (1. 1¢); M.0 24,9
"‘+u18); 2,0
(9.15%2 : 21.9
9.22) 4.3
(13 8): 19.5 a
(1.& »13) 2205
981 . (2.20) 19.5 -’
(7.3 19.5 ‘
(31.9) 18.6
(11.18) 18,5
(11,30} 17.4
(12.7%) 18.3
(12.29) 16.2
o882 (1) 15.G
ST (1.28) 15,9
3.29) 12.6 |
(4.1) 8.0
(5.28) 8.0

(7.1 9.5

T T e 8 e . e



lanle s
[ Cewbiroedy

Jan. 1530 e 3982

1800 D0

N XN

21.5-22.5 40,0 -
22.5-24.0 . 16.0

16.6-18.5 - 10.0

?%ahing and other loans . 18.5-23.5 . 100

o am 1375 discourrt rates varléd ﬁs..v"‘"J{"’ilng- i '&:f‘he (tl"ed,l.l . it
_mx-mmm of the horwower. The rate amw: is tmt}mbest _
cmedit vaak. :

Thoans o um shs.pm:t.ldmg and agvmu.z.twa;l sacmws am _
e d.ly subﬂldz.zad.

W Mﬂof KGZ‘BaMm*U‘Lly chi‘»tat.md R



Table "

SOURC‘ES OF FUNDS OF RANKTNG INSTTTUTIONS OF mﬁJn, AVERAGE FOR 1975-1883

A{In: I"m*cent)
m:rmcﬁgi I.ocalh Special‘}ized &ﬁgﬁ Small and Mediym F;ﬁifz'is ;gﬁ:g Apricuitural ' Fisheries
- BanksP Barks™ Ranks~ Bank® Indugtry Barks Bark . Bank Coopamatlvae Crmer-a’fwes
I Deposits/Liafilities | 6.3 67.5  53.3 22.9 ce.s w5 580 564 3.0
A. Banks/ziihﬂiﬁes 1 1.0 .2 .3 1 2 s
11. ﬁormrmgs/"iablllues 30.1 .7 - 45.6 47.0
A ‘ 13.8 . 13.6 6.4 10,2 10.2 i - 21.1 20.4
B, Bormmrgs from govern- 7.2 - 3.0 .2 2.3 16.1 16.3
~ ment/liabilities .
IIi. ‘Trea sur‘y agqmes/lmu*tlas - 6 S | g - - - - - -
v, .,_'fm@ 1iab _i:Ltlestabll— BEECK R 3.9 18.3 v od - S - P

jties

For 1978-1983 only:

Total Assets - Acceptances arvl Guarantess.

= Total Assets - (Paid in X, + Reserves * Acceptances and Guarantees).
dFore;gn Lia'_::fli'tie% = Deposits in Fepeign Curercy ¥ Borrowings in Foreign Currency.
“Total la.ablhues = Total Deposits + Total Borrowings. '

g8

. Bowree: -BOK: mrtkl} Statistical Bulletin.
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‘}‘xbleﬂ

ES .‘ -"— -“:PT‘%:} ﬂi"ﬂ.ﬁ (‘Rmﬂﬁ W‘C} OF RS
INDTCAIORS : KOFRA 1970~ 2982,

‘Real GNP CPI

%
T A%.7
a2
CohL3
282
.‘15 3
C10.1 |
AWM 1L.3
.‘-118 Y
28,7 o8
a3 7.6
T 1748

L3

I Er L O L e @0 -

B

[ 481

. ® §—-\l—-'5l—5

DR I L R e SE R e B S T o

- - ” » - . - » & L] N
¥ e

[ 1

A D Y SRR WD

..

BEE S0 0@

=
k=
+

Real Intergst Rata =
‘Percentage interast paid on.
one year time depositsi’.
minus EN?.\ dieflator .~ oHP

1%:5 :La.zz._ :

1.‘:’“7[4 5-1 _”'
1974 s . 32.9
1972 - « 0B 38,3
1973 . —1, . 32.9
147y ~14. 8 -33.6:
1975 - - 8.7 32,2
1976 - - 2.2 3.7
14977 - - 34.5.
1978 =

1879 - -

1380 - -
1081 . 3.
1982 a

pRa tazation. Iy
gics Office
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Tahle &

FIHAN C‘I:;L STRJCTURE OF PAKISTAN, 1981

Ferventage D:s.str:'lbutmn of Assets
and Daveatlcally—ybhulxd Funds
of Fn.namml imtltutmns

. Commercial Banks as of Dec. . 718.1.
31, 198“ o
Habab --Bark 22.4
Nationdl Bank of Pa}ustan 16.2
Unditect Bank Ld. 15.5
Muslim - 7.8
Allied Bank 3.2
 Suptotal 85.1
Foreign branches 11.0

B. Specialized Finawcial Institutions

1. Industrial Development Bank 1.3
of Pakistan (TLBP as of June ¢
30, :1281) o

2. _Ag-xmlltm‘a.:. Dewva loprent 1.8

- Bank of Pakistan {ADEP.as of '
June 30, 1981} -

3. Pakistan Industrial Credit and 1.1
Invetment Corporation (FICIC, -
June 30, 1981) ’

u, National Development Finance 1.4

- Corporation (NDFC, Dec. 31,
1981) '
5. Fedérwl Bank for Cooperatives A
(F80; Dec. 31, 1961) o
6. Tnvertment Corporation of B
- Palgigtan (ICF) '
7. letdonal Investment Trust (NIT, L6
June 30, 1881) o
8. Louity Perticipation Pund (EPT) } -
9. Smail Business Finance Co.
{E8FC) D
10.- Homeg: Building Finance Corpo- 9,8
- yatien (HBFC, Sune 30, 1981) o
C. Goveyrugnt Saving Scheme (Fwe, na
1981 '
D. Karewhi Stock Exchange 5.8
Ba}.am:e sheet value of ordinary T2

. slmnes + preferrad shares +

| ma.

1 ""ta A. Tan; E:aka,stan g Fsmma.al ygt@m -mﬁ m:etary Policy.
saprsmber- 1§ _ _ - 2



B. Time o Tixel ¥ F bsr— "1 . o - | ,
i . 6 Mos.-1 ¥r. 1=z Yrs. -3 irs. I Yps. 4-5 irg.  5-7 ¥ps. L Yo, 2 e, o S, 4 TPs. s Yps. b Yre.

1. Time Jeposits 525  “{6.50 - 11.00 . -ii.gs 42,2 |
2. Qchedu.-.e-l banks 9.89 10.38 11.08 12.02 12.32 12,38 )
3. National savu’gs Theme ' o
a. fhas savz.ngr,laccc mnt _ _ 12.0  131.8 11.8 1.7 145 14.8
b. kKhas uepes;c certificates _ : : : 14.0  41.2 11,2 11.2 1.z t @
u’ ?r ” ) ey
a. *cp_ular' dEDO"“iL 14.8  11.5 dz.6 125 13.9
b. Golden certificates of 12,9  17.5 17.5 12,5  13.8

deposit

EH . Loane

ipans to Commmercial Banks

A&, Cziling Rates of

Comventicnal  Pixed Invesiment Lxport Locally-tanu- Minimm Rotes
Loans Trdustry  Agriculture . Scheme  fa ﬂﬂmed Machiries Tinishes LO0ds  others
5.0 T 11.5 3.2 2.C 13,0 15.0

B, Some Specialized Fipancial Lnatitu ions -
' i Agricultural DeveiOptsd vt Bank
o < Ry -J_.:_=_]l-;-J | > Ry 5,000 ¢ o : Fedaral Bank fopr Cooperatives PICIC NDFC
1. Shovt term - 11.C VN e i ' 8.0 '
N - » - N
2. Medium— amd 'ong—t-. 1.4 1.0 43,8 8.5
3. Local currsicy ' | . - '8.50-12,50  11.u-14,0°
4. Foreign currency ' : 1y T
5, I1DBD.present vates s
a. Foreigncuwrvency loans = 16% less 3% forsign exchange righ ont.
v Locally manufactured n“acrwf»s = 2% pelow the Torelgn oI : ut 3.9,
c.  Agro bakgd = 1% zbove bank rate or 11%.
d. uorel ag” @ 4% ahove 'rﬂnk rate or 13-14%.
e, 'Y 1n1'pﬂsmm+ nroiects = 2..0% above Pank rate or 13-7u%,
ITI. Yield on MIT (June #8682 ) = 11,29
aEle\ren percent ( 188) for irdustries, 7-3 percent over bang rate for cthers. - ' : o )

I s . . . -~
Inciudes 3 | enlg forelrgn exchanze rate +hal goes 10 the Covsrmmant.
ki = fE)

2surce: Tan, Pakistan's #inancial System and Monetary Poliey, September 31352

38
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Tabie ¥

SBELECTED FIGURES AND GROWTH RATES OF SOME
ECONOMIC TNDTCATORS: PAKIGTAN, 1970-1982

3{2 M |
ey 2 aw p CPL
A. Growth Butes (in %) .
FY 1970 9.0
1971 g.1 5.7
1972 1.0 5.8
1973 7.8 8,7
1974 - 7.7 30.0
4975 ~17.2 7.8 H.1- 26,7
1976 7.0 25.9  y.u C11.7
11877 9.6 2.3 3,9 9.2
1978 2.4 23,0 104 6.9
1979 .0 20.2 3.5 8.4
11980 - 0.5 18,5 L0 10.%
1981 - 0.3 142 8.2 13.9
1982 - 0.0 105 &9 11.3
- Minimsm xetes on
on fixed Real,
_ _ _ texm deposits Interest
3. Eigures - (6 mog.~1 yr.) - ACPY = Pate
1370
L1371
4972
4973
487 37.8 A _
19%8 31.3 B.& 26.7 -18.2
1976 33.5 : 8.5}3 11.7 3.2
1977 36.7 9.5 - 8.2 (3.3
4978 37.6 9.5 5.9 2.8
‘4979 29.8 8.5 8.4 1.3
1980 39.3 Qs 10.4 - 0,9
1,981 . 38.0 3.5 13,9 -~ 4.4
4982 36.7 - 9.5 1.5 - 2.0
!&ﬁmma 1-10-1975,

BEtﬁmtm.. 7=6-F7.

Scmm Tan Pa}a.etan s Financial Swtem and Monetary ‘"bl.zc,y September,
1983, Tables 7 and %A, o i
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Tabie 9

?#ﬁummm&umammﬁwmbm:ﬂﬁ
FEOMOMTC INDICATORS: THATLAMD, 1§970-1982 -

. - L
——— H "

M, Nominal Deposit - Real Deposit
D) TF Ceilingi(l Year) - & PT s Intanest Rate

A, Growth Rates

(in percent)
1870 6.4
1971 B.5 Q.48 0 22.3 4.2
1972 10.0 B 28 8.7
1973 17.2 15 238 - 6.8
1874 30.3 284 ~ b2
- 1875 19.8 22.3 . 4.3
1976 1.6 238 - 8.0
1877 Co.e o -28.0 0 2.9
- 1978 28.4 1943+ 1.0
1979 17.6 18340 - 3.1
1?80 . 18&% ’. 26.-9 . b Oo?
- 1981 19.2,32.7 21.5 0.0
1982 4.6 8,19 . 29.9 1.8
B. Figures
1965 28.1 7 , n;am. 6,09
1970 14,8 7 0 - 7.00.
1971 3¢.0 ? kB 6.52
1472 bi.3 7 L) - 2.09
1973 3.5 7 A5 - 8.41
1974 36.9 B 2uids ~16.35
1975 - 38.5 8 . Qs; f2.Te
1976 40.8 5,20 3.80
1977 42.0 e 7.20: 0.8
1978 4.6 B \ & 3 ~ 0.33
1879 40.3 SN} -9.43 - 0473
19880 40, ¢ 12 18.71 - 7.7
1981 40.0 13 12.70 0.30
1982 45,5 13 5.19 7.81

Somne IME. In't:e.mai;;;imn_l Financial. Statistics VOL XXXV #12, Dmmbﬂ' 1982 and
Vol. XXVIII #1 » Octobar 1875.
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Table 10

PINANCTAL STHUCTURE OF THALILAND
- 1973 AND 19884

g1

Percentage Distribution

R-g i -
of Assets of

Finaccind (retiturions

Average
Armwal

Financial nstitutions 1973 1884 - Groerth Reace
1. Commercial banks TZ.0 66.8 21.1
2. Finance compardes 9.7 4.5 24,6
3. Life insurarce compariss 1.4 1.4 23.1
4, Agricultwral cooperatives 1.6 1.3} 20.0
5. Savings cooperatives ¢ 0.0 1.0 .3
6. Pawnshops 8.0 ( 0.8 23.2
7. Credit forxier 0.0 7.9 46.3
8. Goverrment savings bamk 10.7 5.2 12.3
4, Bank for Agriculture and 2.0 3.9 3u.5
Agrioultural Cooperatives
10, Industrial Finance Corpo- 0.0 0.8 2t.2
ration of Thailand
11. Govermment Housing Bank 0.9 2.8 9.0
12, Swall Industrial Finance - 0.2 1.7
Office ‘
Total Assets in:
(Percent) 100.0 100.0
{Baht Millicn) uyg.0
Source: Go. Dcxxmgti:: Resourve Mohilization Throush Pl
ﬂ‘. i X ‘

Thaiisnd. ADB Eoonomics Gffice, i3dH.

BT T )
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SOURCES OF TS OF BARKOING i

TITUETONS, THATLAND, 1970-1583

{In Percent)

1§70 1975 1476 1977 1979 1979 1980 1981 1982 1983d
I. Jz:srmxal Ranks 5 :

A, Derosits/Liabilities” 7R8.2 7i.6 7u.2 73.1 59,2 Gh.u 7.0 714 3.5 5.4
Bark depcs;ttt‘fharnhnee .3 3 1.k o7 b .6 .3 -2 .2 .1
Covexrmant deposits/liabilities 4.9 2.8 3.3 2,9 2.5 2.8 2.5 3.3 2.7 2.9
Hon-governmeart :-ectmr*/lm.bllltl 78,43 88.0 B3.5 £3.4 8.1 62.0 B87.% 7.9 79.8 72.3

§. Rovroan gs./mabs.u. 1.9 8.8 5.1 .2 4.8 7.3 7.8 7.1 7.0 8.4
Borrovings from BCT’liabi‘iiti s 1.9 6.2 3.9 3. 3.7 $.3 5.5 5.5 ¥, 8 4.3

. Foreign tiakiliviss/liabilities a.% 5.1 7.8 1G.1 13.8 14,5 9.3 9.2 £.8 8.8
Yoreign borrowings/lianilities - 7.8 6.9 6.4 g4 1.2 3.4 8.4 8.4 5.9 €.1
Otrer foreign liabilities/liabilities” 2.1 1.2 1.4 2.0 2.4 1.1 .5 .8 .G .7

1. dank for Am n.u' ure and Arpioud o

Conparatives '

A. Deposits/lLiabilit 'es 20.2 5.9 £0.6 L £9.8 58.0 52.4 85.1 §5.3 57.7
Commeroial banks/lisbiiities 7.5 32.% 2.3 07.1 3.9 bk, 3 0.4 b i 3,2 b b
Business and hovsehold deposs its/1iab. 1z.7 22.8 ig. 2 i8.3 15.9 14,0 12.0 1.7 15,6 7.3

B. Borrowings/Liabilities i6.4 i7.¢ 18.4 13.7 19.9 24.0 28.4 23.8 8.3 15.4
.am: of Thailand credit/lisbllities 9.8 e.3 13.1 10.8 15.8 17.4 28,0 18.1 ig.2 14.0

Coverrment/Liabiliities -5 3.7 3.7 3.1 4.1 2.5 2.0 2.7 1.8 1.4

C. "or*eign Habilities/liabilities - ~ 1.2 1.6 3.7 €4 8.3 g.1 11.2 i2.03

ITI. Sovermment 3avings Bank

2. Deposits/Liabilities 7u. 5.0 77.8 78.1 80.0 80.?; 82.9 81.1 §0, 8%
Commeroial hanks DN/ligbilities - - - - -

Private sector deposita/iiabilities 73.3 Th.d 7.6 776 79.3  86.2  RG.%  &0.8  BO.4
Goverrmesit u?y()bd‘::/'!.'i.mbll‘ ties .7 .8 .8 .5 7 ] ot .5 .5
B, Borrowings/i. ﬁ};:_dxl 16.7 5.8 8.7 8.k 7.4 6.2 &.8 €.0 6.2

™. Govarnmest Housing Ssnk o . , ,

A Baposxts/mablhuee W7 68.1 63.8 60.7 60.5 47.4 37.8 21.3

- Cowmercial barks/lizbilities 22.8 49.8 | 4i.h 38.1 23.y 18.3 g.3 8.5
Private sector/iizbilities 21.8 - 18.2 12.4 10.8 15.4 13.2 in.2 14,6
Cther firancial institutions/liab. i - 0.8 4.8 21,9 17.8 1.3 -

B. Borcowings/liabilitics 3.3 9.6 5.5 5.5 .07 25.3  36.8  47.4
(Bt 't P:t‘*./ul..&ul" Cie '5 4.7 2.6 l.o i.2 .3 :7 ] )
Fanke of Thailand/liab:lities - ~ - - - 5.1 8.6 9.0

. Other financial institutions/iiab. - - - - 2.3 7.1 5.6 19.7
2.1 7 A a0 b tLA - 2 -
- 12.7 ZZ.B 26. i8.4 15.%




“noes not include depogits from non-'r*e"idosrvfs and
Porrowings from 1350 wo 1983 of 2,000 million baht.

h 3 r -
Foreign liabilities + forsign currency depositz,

“Non-resident cepusits, foreign currency Jdeposits
dDa‘.:‘z; forr 1983 are until 3splember only.
Up o July, 1953 only.

Source of basic deta: Department of Feenomio Regasrch,

The BOT uarterly Puiletin, Vol.

foreign mﬂ'mem.y deco‘u ts. Inmeludes bonds, de crentures a:;d other

P .o
Bank of Thailand., BOT ‘.".‘th

1y Bulletin Vol. XIV, #10

-3
XXTI3, #3, September i 385



Tabie 12

STRUCTURE GF INTEREST RATE TN THATLAND

1875, 1980, 1982

1975 1980 . 1982
A.  Bank of Traliand Reduscount
iu ng‘ﬂﬂ."’" . " ' 10!0 1500 1500
7. Pmmu.ty seciora: ‘ g
;. BXpOTTES,. cagmwl 5.0 5.0 8.0
- ebo. .;.. '
B. Ccmmla.‘i Bank Loam
1. Reguiar lomns ineludicg  15.0  18.0 18,0
rmvm.tezw’ed exports , _ -
2. Prority sectors with - 7.0 7.0 7.0
- BOT refinancing
C. Deposit Rates in all
Banking  Institutions
1. Sayings deposits 4.5 8.0 8.0
2. cmm deposita: = '
-3 months or less 8.0 2.0! 9.0
s-less than 12 80 | 12.4¢ 12.0

Source: Hank of Thailand Quarterly Bulletin.
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%mmﬁ—r OF INTEREST RATES, PHTLIPEINES, 1959-83
'Tza é’emm* per mmmr) R

fgﬁﬁmﬁercial,. o PR
- Banes®  Thrift-farks Rael Banks

B, Ta.ma dapa‘" 13

. Dapms:x* mtea

A. Savmgs ﬂé‘msms
. E@mm ' . _ P Lok ‘ :
-Det’_a X, 1979 _ 7 R A ¥ & S B ¥
mig. 2%, 1980 3 Ce1/7 91T
- Ju.ly 3., 1081 - . no ceiling  ne celling . no ceiling

g 1/2-12 . 9-1z 1/2 . 912 172
14 B S RV}
no ceiling ne ceiling e caa.llng

“Dec. “i s - B R
Aug 22, 1386 7 7 R S
' 0 u.-_:..ng , m ceiling j_ms. cxe:l.hng

Red.lsq@mt !«hxmgquank

i ‘ﬁiv %:
. Beators
. Dpe percent T U -
- a.iBupervised credits 300 1 N V.
2.,I?wee percent o T
& Hon-supervised c:r‘ed.xts 80 B . v
e -j;‘mea.'Ll scalelcottage 80 .3 12
- industries o '
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Table 13

-

Value| - Rate lending. Rate

@ W

100 3

o

80 3 i 5

100
100

w w
-
@

i

=

100

10
10
10

100

©
<
EFEE

18,0

=

80

80 6 2

‘12

16.)0;.5'_ -
g 12

Qa
3
W W W

100

100
a0

29,03
&

10
100§ 3 8
. 80 3 ]%2




Tabde 13
Cortinaed)
Lown - Rediscoumt - Maximusm Bank
Value Kate Lending Rate
(%5 (%) (%)
g. Cohgress crganizers 89 3 12
h. Cotormet millers. . gn 3 1z
2. Tight percent
a. Non-supervised credifs 23 8 4
. Small/Mediuns seale 80 38 (L
Cingustry :
c. Exports ~tmd1‘t..01u] g0 8 14
d.. Tax credit certificates 80 8 14
£, Tobacco trading 8¢ -8 1u
f. Stock financing RO g %
g, Medal financing ) 8 14
h. Grehard growing/lpland 89 B 14
farming
3. Twelve percen
a. lolla 'fed_.&umﬂring 1ico iz
b, For commeraial hanks, the
igcount rate is the Hia,
R&feﬁ;e'-nae Rate 80 plus %
or more (MRR 30 = weighted
average of the irterest paid
during the immediately
preceding week by the 10
comeraial bamics with the
high&m':' level of outsitand-
ing depasit substitutas o
no‘«uy pramissory notess.
III. Bamic I.L.zdlng ”ate'-' (S.‘xamwed =
loans) & . 1980° 10837
Ao 63 cays and below T 25,88
B. 1-180. days 1€% 2,25
C. .var 1 t© 2 vears 122.97
Do wver 2 years : Floating interest
. - rate as of Aug.
- ' e 22, 1980 (Cire.

#755." for LT
Ioans of more
than Y4 years

yu

Ynclutes TEP,

for 1330 ond 1981.
Y .
YRateg are for

LEP, and hanbs

-

e o with
Callings wars lifted for Ts Wi

e”ha a&%mnxtlon of
t....-a_'-.. = 35y m;a- Y

W L ADUL gy LT, Tl WL BRIl

..GDOT’T., 1“3?); e _

- Sources: 1| *.a&'*%grisf4oaﬂ'veurbgg&_1333.'
CBE. ﬁb}"*e_'mz_v o the Anrial | canc.r"t 1380,
_CH_\;_.-‘ : _@W-‘_. @"7‘*‘&"1..@!‘ 1”83 ard. ua,nq,arw{

with expanded commercial bank authority

v iginal vra'ruxutj of 730 days or Ie_a.
moeripinal mtur* Aoy o; more then

chargex in. Qctubw 1‘381 *E‘mm 730

130 days.

il dlemiie wrsis L LCUedd (uﬂ rsmud.z_

1384,
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SELLCTED FIGURES AMD LCONOMIC INDITATORS
_ PHTLIPEINES, 29701682

-

It Papoernt)

N : Real
N 1_3‘. A‘
mai ﬁj? fgﬂ. Interest
et CPI Mo GF = Rate”

I. Growth Rates

1974
1972
1973
197L
1875
1976
1977
1978
1579
1980
1387
., 1982

II. Figures

1970
1971
- 1972
1873
1974
1975
187¢
1977
1978
1379
1980
1981
1982

PGS T O 1O O TR B
N A T OoNOoOR0 0T

£ 8

21.9 - .5
8.2 6.0
i6.5 !
3.7 - 3.9
£.8 6.3
9,2 i8.7
3.9 19.6
7.3 14,7
16.5 - 3.1
17.6 G.2
12.4 7.4
2004 11.5

22.5 - 1.3
21.2 ~-13.9
21.u - 0.2
19.€ ~ 8.5
16.8 ~23.2
16.8 b7
1.8 2.2
2.1 z.1
22.6 . u.7
20.6 - 4.5
20.9 - 3.1
1.6 1.6
. 23.5 2,7

M

.F .
o was det

ted by the GNP deflator (1972 = 100).

bThe higher value of nominal rate on commercial bank tOme
deposits less the growth in CPI. The former
effective on these dates:

had these values

Feb. 21, 1970 65 1/2 v 8

July 28, 1274 8 to 1

Jan. 2, 1876 g 172 to 32

Aus. 22, 1280 i 1/%. (for TDs of
Ceilings were lifted en July 1, 1981,

Dec. 1981 . Lk

Deo. 1982 _ 14,08
Sources: MEDA., Fhilipuvine Sisfistical Yesrbook 1883,

CB. Statistical Dulletin, 1981.




Table 13

PERCENTAGE DISTRIBUTION OF DOMESTIC CREDITS OF THE CENTRAL BANK, 1870-1982

Loans and Advarnnes L
. CIe
Total CB Credits Demestie National lomal and Semd- Specizlized Thrift  Rural Commercial  National . Commercaal
Yeap (in Million Pesos) Total Ssourities (wvernment Gov't Dotities Gov't Barks® Banks  Banks NBGE”Y  Barks Goverrment  DUBP Banks
197 4,367.5 166.0 52.5 10.8 3.4 i.7 - 3.4 - 2z2.8 - - -
1871 %,328.5 100.0 53.¢ 16.3 5.8 4,7 .B .0 - 19.7 = - -
1972 4,879.2 180.0 51.7 11.3 5,5 5.4 .G E.C - 20.4 - - -
1873 4,563.4 166.0 53,05 3.4 5.7 4.0 -8 8.2 - 13.5 - ~ -
1974 7,812.0 10%.0 3.6 2.2 3.3 .3 N 1.6 2.4 38.2 - - -
1578 11,532.2 166.0 29.2 1.5 2.7 2.3 .~ 10,1 1.1 52.8 - - -
1575 11,378.5 150.0 33.0 3.3 5.8 9.1 4 it.3 2 36.2 - - -~
1977 11,018.6 106.0 38.5 8.8 5.5 11.8 6 131 - 24.7 - - -
1978 i6,h81.8 100.0 21.% 5.2 .3 2.6 5 ic.& - 29‘3 - 3.4 il
1473 72,520.%4 109.8 16.2 12.1 3.4 10.% 4 3.8 - 25.3 2.1 2.4 16.7
1880 30,268.2 18C.3 15.5 16.2 i.8 7.4 L 5.0 1 324 3.2 8.8 13.
1981 37,680.0 10¢.0 13.3 11.5 1.2 7.4 LU 8.5 .3 3u.1 2.7 8.6 i2.
1982 47,645.4 1¢0.0 186.5 8.7 .7 7.1 G 8.2 € 77.2 5.7 31i.9 1G.

Non-bank with quasi-barking functions.
b’c.onsolidated Fund Bovrowing Program.

CIncludes DEP, LBP and PAB.

Sources: CBP Statistical Bulletin, 1287,

86



Table 16

STRUCTURE OF THE PHILIPPINE FINANCIAL SYSTEM, 1975, 1980, 1983

(In Percent)
Real Growth Rates (in per-cent}d'
1375 1880 19832 1875-€0 1380-33 137E-83
E .
" Total Assets (in mfilion B) : 86,345.1  224,737.5  371,749.5°
(in pqreent) | 100.¢ 160.0 100.0 51.5 19.1 80.6
I. Banking System 80.1 86.1 79.4 63.0 8.2 76.4
A, Commercial banks 6G.9 64.3 57.5f 59.9 12.3 73.¢6
PNB ) : 21.0 7.2 16.3 24.2 14.0% 41.5¢
B. Thrift banks 2.5 4.7 4.2 188.9 12.4 224.8
Private development banks A 7 1.2 1u6.9 115.9 433.0
Saving and mortgage banks 1.8 3.3 1.9 201.2 - 48.0 55.5
Stock savings and ican associations o N 1.1 18L.Y 97.5 481,86
C. Rural s : 3.2 2.4 2.4 17.6 20.7 41,2
D. Specializgd govermment banks 13.5 1.7 i5.3 64.7 30.4 114.9
DBP 12.¢ 13.1 35.3
LBP 2.7 2.1 - 0.1
PAB .0 .1
IT. Non-bank Finahcial Institutions® ‘ 16.4 13.8 20.5 27.7 33.6 140.8
A. Govermm non-bank financial : 1.0 ;

institutpns

83, <1:. . ,
the gssets of monetary authorities ave deducted. |
restment houses, finance companies, securities dealers/brokers, investrent companies, fund managers, lending
investors, pawashdps, venture capital corporations, and non-bank thrift institutions.

d1o comptite ffor real growth rates, values were deflated by the GNP deflator (1872 = 100).
$1980-1982 dnly, 1875-1982 only.

- - “Percertage @hare of-PNB was derdved by -assuning that the share-of PNB assets to-total commercial banks in 1983 to be =gual to 1983 proportion
Sources: CBP Factbook: Philippine Fingncial System, 1976-81; CBP Report to the Fresident: Economic and Financial Developments, Jan.-

SeptT TI&T :'TE:IET‘FEE%T“'V dt15 1ca_]1@‘;'_¢ FDOGK 19843, Y-

e




Table 17

SOURCES OF FUNDS OF NBEP, PNB AND LBP, 1976—1982
{In Percent)

 Ave. for

1976 1977 1978 ° 1379 1980 1981 3982  1976-82

A, DBP
1. DEpositstiabilities 38.5 107205 19.4 2,3 22.2 - ig.g
a. Goverrment deposits/iiabilities 35.0 26.5 18,8 19.1 24.C & =
2. Tue to CB/liabilities 7
3. Due to foreign banks/liabilities - @ 30,3 23.3 26.8 32.5 5.3 5.1
4. Bills payable!liabilitges 33.3 35.4 ¥3.7 u3.2 .9 6.5 63.2 3.0
5. OB credits/liabilities™ 3.3 6.0 13.1 1.0 i5.6 17.8  7.70  13.7C
B. PR
1. Deposits/Liabilities 39,4 ug,2 42,5  u4§.2  ub. 9 35.3  3h.Z Lt 8
a. OCoverrment deposits/liabilities 17.3 18,1 18.0 ~18.1 16.5 15.6  13.7 15.56
2. Due o CB/lialalities : A L0 e L0 23 .1 L5
3. Due to foreign banka/liabilities & 2.2 L0 oz 5.2 6.4 Y
L. Bills payablefliabilities b1.7 40,8 bk.5 38.7 38.6 Wi, 5 SE.Sﬂ
a. Bills payable from CB/liabilities 11.3 8.7 £.8 19.2 16.5 a.7 7.6
Z. 1BP :
1. Deposits/idabilities 0.7, 54,7 §52.3 42,8 51.2 u7.3 37.3 47.5
a. OCovermment deposits/liabilities S on7.0 w501 3m.1 3204 32.0 27.8 368.4
2. Twe to CB/liabilities : .1 .2 .1 G .3 A
3. TDue to foreign banks/liabilities - - - - ~ - . -
§. Rills payahlefliabilities 7.8 11.1 704 11.% 17.5 22.2 S4.4
a, X
bnot reported.

ECB credits to specialized government banks/liabilities of DBP and [.BF. »
, Credits for 1982 do not include CIFBP (Consolidated Fund Porrowing Program) for 1982 of TBP.
The average assumes the ratio for 18982 to Le equal 1981. This is a conservative agsumption given
the ingreasing trend of CR credit t> DBP. ,

Sfvom 1980, bills payable frc s banks and other finwncial institutions formed majority of bills
payable. : , , :
Sources: CBR Factbook: Philippine I tancial Statistics, 1976-82; PNB Amnual Reports, 1976-82.




1975 1976 1977 1978 1979 1380 1981 - 1982

Deposits/Cash inflow | 16.2  30.4 78.

5 30.2 15.¢8 43.0 29.8 30.3
a, Private depesits/Cash inflow ) © 4,5 _ 37.1 17.5 13.¢
b. Govermment deposits/Cash inflow . . 32.0 5.9 12.9 17.2
Borrourings/Cash infiow ' . . - - ] 2.0 ~ .3 6.5 5.3
a. CB loans/Cash inflow ' I - 3.8 8.6 Y4
b. Foreign borrowings/Cash inflow, _ _ o .1 A _ T
foan collections/loans outstanding . ' - 11.8 21.6 3.0 38.58 62.6 ' 29.7
Earnings from operations/Loans outstanding : : 18.9 21.1 15.8 7.4 14.5 14,9 16.8
Eam:mgg from operation-Operati gmﬂ Dishursements 3.5 2.1 2.4 - 8.3 2.7 2.5 2.6
Farning Assets : _ S
Loan collection to total inflow : w10 %, 3 21 5.2 - 3.2 §.5 (2.1
Private depo:-lts + loans r:ollectmn/?_man relaases 515.6  4A5.2 706.1 476.8  107.7 326.5  5kD.Z 792.0
' {(422.4) ' (808.0) (351.8) (3639.57
{Philippine Amanzh Bank) )
Deposits/Cash inflow ’ 28.6  85.7 ~ 73.8  52.7 a0, 4 77.0 3.1"
Borrowings/Inflow £ - 77.5 - ~ - - -
Loan collections/Lcans cutstanding 41,3 .7 48.7 88.6 22.6 §2.2 67.6
Earnings from operations/loans c:utstandmg 25.6 17.1 17.9 53.7 16.9 20.y 16.8
'E:axmn& from operations-Uperational Di Lshursements 9 .3 4.3 3,1 2.0 i.l .9
. Earming Assets™ : : o
Ioan collection to total infliow ‘ .7 0 12.7 10.0 8.3 21.8 * 37.3 38.2 38.5
Prlvate deposa.ts + lctana oollect.on/f_caa‘ releafes 91.7 204.3 35.8 §89.0 181.5 560.5 2u47.3 59.7
. ' - (1gs.0)  (103.3)  ( 6.8

e deposits were reported in the inflow. -
ae I g for deposits were used since @vermmt withdrawals have been substantial such- that the net efrm%saf éuw.ces
‘1@1&13‘@ pm*pase& have been minimal, _
ata for borm.rnga were not broken down. '
zxning assets include lcans and dmeoants, _agmcul‘mml credit laans, mveatment in bands and other debt mswments, bccm'-lt:.e
es, ocustomer's llabllz.ties, equlty invesimerts anﬂ bills purchased,
g than .1 percent.

wne. ““"ﬂ*‘aﬁdlng wc*t}ded loans and d7 o ois and aerd ,Jl
- . e ~ R, ES-PV Atk .

1

cvexiit loans.



101

- DBP v
(1981-82)

2. loangsGg ne . 33wdl
3. TotaliCAMMiBREIOw: T8N B8

172,938
4.2

vate dapoﬁms for 1081 and. mz wam'd‘
f'qmnge mmldemmts byt}mnatim‘
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1975 1976 1977 1978 1979 1380 1981 - 1982

Deposits/Cash inflow | 16.2  30.4 78.

5 30.2 15.¢8 43.0 29.8 30.3
a, Private depesits/Cash inflow ) © 4,5 _ 37.1 17.5 13.¢
b. Govermment deposits/Cash inflow . . 32.0 5.9 12.9 17.2
Borrourings/Cash infiow ' . . - - ] 2.0 ~ .3 6.5 5.3
a. CB loans/Cash inflow ' I - 3.8 8.6 Y4
b. Foreign borrowings/Cash inflow, _ _ o .1 A _ T
foan collections/loans outstanding . ' - 11.8 21.6 3.0 38.58 62.6 ' 29.7
Earnings from operations/Loans outstanding : : 18.9 21.1 15.8 7.4 14.5 14,9 16.8
Eam:mgg from operation-Operati gmﬂ Dishursements 3.5 2.1 2.4 - 8.3 2.7 2.5 2.6
Farning Assets : _ S
Loan collection to total inflow : w10 %, 3 21 5.2 - 3.2 §.5 (2.1
Private depo:-lts + loans r:ollectmn/?_man relaases 515.6  4A5.2 706.1 476.8  107.7 326.5  5kD.Z 792.0
' {(422.4) ' (808.0) (351.8) (3639.57
{Philippine Amanzh Bank) )
Deposits/Cash inflow ’ 28.6  85.7 ~ 73.8  52.7 a0, 4 77.0 3.1"
Borrowings/Inflow £ - 77.5 - ~ - - -
Loan collections/Lcans cutstanding 41,3 .7 48.7 88.6 22.6 §2.2 67.6
Earnings from operations/loans c:utstandmg 25.6 17.1 17.9 53.7 16.9 20.y 16.8
'E:axmn& from operations-Uperational Di Lshursements 9 .3 4.3 3,1 2.0 i.l .9
. Earming Assets™ : : o
Ioan collection to total infliow ‘ .7 0 12.7 10.0 8.3 21.8 * 37.3 38.2 38.5
Prlvate deposa.ts + lctana oollect.on/f_caa‘ releafes 91.7 204.3 35.8 §89.0 181.5 560.5 2u47.3 59.7
. ' - (1gs.0)  (103.3)  ( 6.8

e deposits were reported in the inflow. -
ae I g for deposits were used since @vermmt withdrawals have been substantial such- that the net efrm%saf éuw.ces
‘1@1&13‘@ pm*pase& have been minimal, _
ata for borm.rnga were not broken down. '
zxning assets include lcans and dmeoants, _agmcul‘mml credit laans, mveatment in bands and other debt mswments, bccm'-lt:.e
es, ocustomer's llabllz.ties, equlty invesimerts anﬂ bills purchased,
g than .1 percent.

wne. ““"ﬂ*‘aﬁdlng wc*t}ded loans and d7 o ois and aerd ,Jl
- . e ~ R, ES-PV Atk .

1

cvexiit loans.



Table 21

SELECTED PERFORMANCE RATIOS: PNB, 1375-1982

" (In Pm)

1975 1976 1877 1978 1978

1980

T

I

1982

" Equity Investments, Real and Other

Properties Owned or Acquired, .
. (ther Assets

2.5 2.5

[ac]
[ ]
o
«
-
oy

Total Assets

Equity Investments, Real and Other

Properties Owned or Acquired,
Other Assets

loans and Discounts

" 1oan Collections

3.9 3.9 12.8 1.2

R

Beginming Balance, loans and Discounts

2086.6 123.6 110.7 §8.8

16.9

3.1

10.2

18.0

g7.4

reports.
~Source: CBP Factbook Philippine Financial Statistics, 1978-2 982.

PNB Annual Reports, 1976,
NEDA, U -ublished.

1979-1%82.

3] can collections as reported in the cash flow statemernts, since these were not reported in the arnual


Administrator


Table 22

' SELECTED PERFORMANCE RATIOS, LBP AND PAB, 1976-1982
- {Inv Pexrcent)

1975 1976 1877 1978 1979 1980 1881 1982

LBP

Equity Investments, Real and Other Properties Owned or .5
Acquired, Other Assets
Total Assets

Fquity Investments, Real and Other Properftles Owned o 21.92 8.7 87.2 26.4 4.3 .3u.1 18,5 34,58
Acquired, Other Assets o
' , ~ loans and Discounts

- loan mllactiensb

BeE:s'.ming balance, loans and discounts

3.8 5.8 4.9 8.0 6.3 8.9 17.8
1. '

[

0.0 1.0 114.3 11.3 59.1 &7.4 31,2

3.

PAB

Equity Investwents, Real and Other Properties Gwned or 15.1 id.u 8.9 11.7 18.2 3.4 17.6 15.7
Acqguired, Other Assets
Total Asseis

E‘quz.ty Investments, Real and Other Properties Owned op 172.0%  25.5 20,2 2
_Acquired, Other Assets
Ioans and Dascounts

Loan mlleci:teﬁsh ' - ¢ - 198.0

nning hg}m, 3%1@3 d;mfﬁ:ﬂ -

Loy

.3 32.6 24.k  29.5 24,5

207 63.1 1154 26.5 98.9 2.2

xge. Ligines Al'e Appli fmih&fz&eal year ending June 38, 19?5, 211 the vest ave ealendar mts - Fop- 19?5,
ma mmerat@ mluﬁes at:hen assets, other assets acquired, and veal properties mf&mad :

Mmummmommmmm@nﬂmsmm S
cﬂotrepmfted '

: COA. W Repart: of Goveryme t-Ouned or ‘.m?txnlleﬁ ‘5*":45" i
- CBP.  ‘agrhook ‘E’hll'mp..nn Flrasmial Stat ios, 1676100 o

CNETA,  oablcgeml

, 1974-1975.
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Table 23

RATIO OF ACTUAL TO TARGET VALUES OF LIQUIDITY AND CREDIT -
BY INSTTTUTIONAL GROUPING IN THE 1978-1982 -
 FIVE-YEAR DEVELORMENT FLAN

A Total Liquidity or My =M, + SO+ DS o 4.02 .97 .8 101 1.00 5.3

1.: Hl Currency + DD 1.05 1.00 1.04 .93 .81 2
2. M3~M wmn-—rmey deposits : » 1.01 «95 .95 1.05 1.08 7

B, ‘mﬁ:starm;g not- Inanabze Funds Actml/'rarget" o

i. Total for haxﬂang system : .83 1.37
2y Goverrment banks o ' : 74 1.5%
< ‘4. PNB S : | .9y 1.77

. b. L . C .38 - 1.26

1.63 1.74 193.9
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PO Bh RSN B RS ) i ps
. * .» [ a "=
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) G kLI

c Frw&te develo‘gwrtbanks g : - 1.07  1.33
Sav:ms and otl’m\ thr:.ft banks e L 179 2,08
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I‘able 23 '
(eoutmmd)

D. Annual Compounded Growth Rate 1978-1982

“"l.i.'.-,.i o o : - o 16 3 L
oﬁtstammgmtloms S e
Total banking system - 17.9
- 4. Coverrment , 19.8
- 2. Private 16.8 .
b. Non-bank financial mstltutlon ' 17.6
‘ ~1. Gavemment 211
3. - S . ' o 1542
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Table 214‘ : .

REGRESSION RESULTS

: .Indepehdent Variablesé' ‘

| o _ ~ e
Dépendent Vapiables® Intercept R GNP g B, T
21 Savings Functions
. NS/GNP | o | -
a. Korea -3.13 .166 - -.0016 .609
I o (.25) (9.72)..  (u.21)
b, ‘Thailand . 3264 -.0024 .b0026. -,7559
D E (~4.15) (3.84) (~3.99)
c. Pakistan® =0.1866 .365 N 7% .0151
. - (2.283) (-0.148)
d. Philippines 6.56639 © -.04058 . 00024 -. 00042
_ | © (~.70591) (.53311) (-.15936)
'HS/GNP | -
a. Kerea -2.72 -0. 044 . 000% .348
b. Thailand 1079 -.00189 ~.00008
o 3 (=3.04) (1.70)
c. Philippines 14.99818 . -.01609 -.00039 .00202
- ' (~.33863)  (-1.04817) . (.92984)
S0/GNP | o ' i
a. Thailand .2559 -.0016 .000u ~.7337
b. -Pnilippines -1.56448  -,01005  .0001% -.00022
| o (-.49286) (.63020) (.23221)
mncial Savings Functions - |
M,/ . ‘ )
a. Thailand L3654 ,0008 .0008 -.3865  -,9421
| _ 93 (7.3 (=i.200  (~3.28)
d. Philippines 20.25905 .13150. . .00105 -.00588
- o (i.923k0)  (4.35381) (-..43331)
™=N/er - o | o
a. Korea 30. 54 .19 L0252 - -.u30
. : (2.08) . (~8.47)
b.  Thailand 41908 .0003. ~  .o011 - -1.1056
o . (1.1%)  (11.12) (.47
¢. - Philippines 2.67235 - .07918 - .00102 -.00400
S 0 (1.10579)  (1.51781) (-1.21858)
4. FKevea =45u,23 7.798 .168 +37,66
- - - B - (.85) (7.953)  (2.08)
R L sy 308, Ae@u8Bd. ooy 7
¢. Philippines -7.2733  .01030 .0001% S o0l
L . ‘ ‘(.30173) (.53‘475) g '(:-.26059) .
| Pakistan MM _° 2.362 48 S
; (4.378) - (1.222)




Others

2%

B HS_1 Sp/GDp M _ M, R D,
.89 1.37
12 1.48
7.390 .396 1,77
(3.539)
.10274  1.12185
.328 .84 1.88
(1.96)
- 4506 .52 2.29
L06074  .3079
.78 2,10
.58208 1.559
.89 .83
.03128  .43u75
.7836
~.2959 .96 8
41840 .27229
.8095
-.2166 68 1.07
e oS <> Ny _
‘ .03707 2.803
.330 .586  1.75

(2.102)
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Yeble 24
(Cmtimed)

NOTES

A, Mpm az’iab}.es-

-1_..__ 'E;-,.‘; = peal .mt:ere.—.,t mte
&) Korea = mﬁlmtmstmtemmz@armdeposﬂa
L less ‘the GHP deflator
bi Thailand = . pomdnal intarest rete on one. year T "T.‘ less
" export J:uflat:um (CPT) _
. c) Pakxigtan = 12-mnth depos...t rate of interest minus the
- expected rate of inflation (for flnanmal savirgs; it
LS RuR_i) o
d) " Philippines = rominal rate anomyaar‘mlessaxpaat
- inflation (CP’D :
; a) Kores = real GNP in 1375 pm:ce
" 3)- Thailand “"neal GrP | |
@) ‘Philippines = real GNP in 1872 prices
-. a} korea = grawth rate of real GNP
_ b) Thailand = g;mwt:h rete of ml GDP
' c)Paiustan = rate of gz.wr:‘xof:mal per mpata pazmamm:
4 % = ranches va'jables
- &) Korea = total population per deposit institution
. b) - Thailand = branches per -1U,Deo'mﬂa‘_¢iad-_

er

Frolippings = mumber of offme.s of Finaneia) msumt::ms
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Table Z4 4
(Continued)

&) ¥orea = HS‘;:‘,‘ = household savings rate of *ﬁ\e previous

year

N ‘I*Jaslam, SffCDP = fqrelgx savings cww GBP

) Pa.»ca.smn TT = terms of ‘lwade ‘ '
D population dapmdermx mtsm
t = lagged rate of real paz* capita m—-
-2 tary g):mmh

3 . ]

Deg%gm‘. Varishles

3

'mtal savm@ rate = NS/GNP .

a) Kr.am nam.onal savings m‘t@

h} ﬂalland = gross domestic savings to GUP

ﬂ) MWS = ’mtm sav:mgs to GNP ratio
| '_Ekmsehold sevings rate = HS/GNP

a) Horea = hﬂuaemm savings zate
b) Thailand = househcld savings rate

_’é! Pkﬂ.lippines = private savings to GNP x!at!m

’m:hm' savings vate = SO/GNP

-a) Thailand = Private sav:mgs 1:0 GDP ratw

' _m Philippines = corporate sawngs to GNP m-m
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| Table 24
. (Cortinued)
Depengant: Variaples: Financial Savings
. M /GDP = Hl + t:une ard oavzngs dapos:.ts/@@
Dime and- saﬁmw deposa.ts/GNP TSD/GNP
‘ -9 Ttmlam t:me and sav:.ngs da:posz.talﬁm’
%/GNP ahange in savmgs ami ‘enme depas:.ts/M
. Thailand = change in S and TD/GDP
ths fm Pakistan = M/M_; = broad money/broad mmaf}ast year

R: - for the Nllppmes

dvm:tables fw Pa}u.s-tan are transformed \muablaa (mml
I%mtkms) '
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