THE BEVELQ?HENT BANK OF THE PHILIPPINEE (DB®)
AND TRHE FINANCIAL CRISIS:
. A DESCRIBTIVE AU YS IS

Maric B. Lambarte*

- §TAFF PAPER SERIES NO. '84-07

Kowonber 1904

s

. ®#Ressarch Fellow, PFPrnilinpine Ingtitute fov veve.oomsos
Studies (PIDS}.  This study congleseats an on-aoing gtudy:
"8 Revigw and Appraiszal of ihe Government Response to the
158384 BAR Cris:z, . BILE.  The autheor ig grateful tao
Dee Rosarao 8. Manazen for helisful discyssions, Vengie VYu
for resesrch assistarnce, Lilis ZSantiags for editorial
‘amgistancy and Viciky Loctora for typing the manuscrigt.

The views exoresced in thic atudy are those of the

. asthor and do oot necesserily reflsct those of the
Iratitute. : :



THE DEVELOPMENT BANK OF THE PHILIPPINES (DBP)
AND THE FINANCIAL CRISIS: A DESCRIPTIVE ANALYSIS

the poor guality of its loan portfolio and its inability to
zbbtaih aucitional funds either from domestic-o;'foreign sources
%n__viéw' of the present criéis. aAn anélySis:of the financial
status  of DBP iswindeed important.'.llt is a gbvernmentfowned
development -cctpora£ibn.ﬁeaVily dependeﬁt on public fqnds. A
study of_Tan (1964)'15 very much relatec.tb tnis. But while'her
' Sthdy' examines the: role of DEF in relation to the seiective
_ creait..control_ pdlicy of'gévernment,' this Study analyzes”-the
financfal _stétﬁs df DBP in relation to tﬁe"current financial

crisis.

Section 1 briefly reviews the objectives of establishing
LBP. The soutces and vses of DBP's funds are discussed in

Section IY. The last section concludes the stﬁdy.

I. Objectjves of Estabiishing the DB

The - objectives of establishing. DBP are outlined in

Chapter I, Section 1 of its charter which states:

"To provicde credit facilities for the rehabilitation
and developaent angd expansion of agriculture and

industry, the reconstruction of property damaged by war

and the broadening and diversification of the national

econonmy, and to promote the establishment of grivate

gevelopment bkanks in provinces anag cities, there is

nereby created a body corporate to be known as the

Development [ank of the Philippines, ..." '



Two observations can be gleaned from this statement. Firsﬁ,
the‘ménuaﬁe given DBP is very broad. Second, it.is refléciive of
.fhe ‘efforts of the.authoritiés to use sﬁpply-Ieading financial
institutions to _hésten the deve;opmentlérocess in the country.
In aﬁ_uhdetueveldpeq ecohomy,_making-the supply-leading financial
institutions viable is indeed a real problém. But this problem
can  he 'citcuﬁyedted if these are "government financial
institugioné, IUSing éoveinment 'capitalwand perhaps receiving
direct government subsidieé”'(Patrick; '1906). - The creation of
governmgnt- financiél.institutions, 'iike bp,  is, of .coqtsé,
premised on éhe belief that theré ‘are externalities and
indivisibili;ieﬁ iﬁ the capital market that cannot be ~exploited
by | éépital-starvéd, | short—term—orieﬁﬁed ~ private i finanéial
-inétitutidns_ (see._Tan; lBEa),. But - it is aifficult if not
impossible to identify projects with externalities' considering
the ptdnibiiive césté in:ﬁrred in'- obtaining information.
Unfottunately, 'ﬁBQ ddés not-engaqé'itself_in-coﬁdhcting tigoroﬁs
studies to-:identify_.pr03ects with: externalities.' Although
feasibility studies are maGe on certain érojeétS' before loan
approval, thé risks invoi%ed are oftentimes not properly taken
jnto. consiuerétibn; "A.caéegin peint is the niilC project which
_failéd due partly to inadeguate asséssmeht of the exchange risk
_involved. This problem will be cpmpounded furtner if DBP 1is made
Eo support pio:ects at the behest of - tne governmeﬁt.' Indeed,
this has been_the case for several big-projecfs sﬁpported by DBP.

Unfortunately, the government usually does not look very closely



at the vidbility of a certain project. Oftentimes, political
considerations weigh more heavily in determining which projects
to initiate. Indeed, the present failure of big projects
supported by DBP at the behest of government has added more
problems than providec solutions fo existing underdevelopment
problems. Thisg has_unqueétionably underaiined the very objectives

of establishing tie DEP.

1X. Financial Status of DBP

The analysis of ‘the financial status of DEP covers the
periouv 1lone-83, This 1is the particular period -when DEP's

financial cifficulties bacame sore evicent.

DBF's ,xe300tces',wére'growing at an average rate of 25.8
rercent annually during tne period under study, higher than the
26,9 percent average annual arowth rate for the entire banking
system for the same peziog; As of ﬁecember'lei, DEP's total
resources reached PSé.Snp' which w&fe about 18 gercent of the
total resod;ces of the bankiny system, Thus, bbp‘s presence in
the banking system is inceeaq sigﬂific&nt. -1t 1s ¢ne of the
biggest financial ianstitutions in the country, second only to
PNB. Eut its phenomenal growth as will be shown below only masks

the rzal problems it confronts.



A, Sou:ce§¥6f Funds

DBP's  authorized capital is PSE which s fully
subscribed by the government. As of December 1983, its

shareholder's eguity amounted to ¥5,45.

As Tan (1983) has pointea out, DEP does very ‘little
interinediation, This is uncerstandable since it is DEP's
policy to shy away frém competing with private -financial
institutions in raising deposits. Recently, it competed
with PNB in attracting deposits from government agencies and
corporations, Although qguite successful in this endeavor,
DEP's deposit base is still considerably small comparea with
an ordinary private bank due to thé resource constraints
facing government agencies and corporations. Between 1350
ana 1482, timé anu savings depcsits coamprisec only about
one-fiftn of its total liabilities (see Table 1).
Interestingly, their share markedly dropped from 138.4
percent in 1Y%z¢ ro S.Y percent of ;dtal liakilities in 1983,
This was due nmainly to tne huge withdrawals made by the
wational Government, which eazparently changea its policy --
using its deposits rather tharn to borrowing more so as not
to increase further its huge external and domestic debts.
However, of the total amount withdrawn, PZE was placed béck
by the government in the form of non-interest bearing fixed
deposits witih a term of 25 vears, This was recorded as

Special~Funds-dational Covernment which is not part of total



Tablie 1

TOTARL: LIABILITiES, DBP

Liability Items 1983 1382 1981 198¢
TCTAL LIABILITIES (Fi) 47.5 38,7 6.2 23.¢
short-term LHOrYowings
Foreign (%) ' 4.¢ 5.7 6.0 3.5
Doitestic (%) 2.3 1.6 .6 1.3
Long-terx Eorrowings,
vet of Cucrent pjaturities
Foreign (%) v,y z25.7 25.2 27.4
Lomestic (%) 25,9 il.e 33.1 35.6
Time anc Savings Deposits (%) 5.9 18.4 21.8 2b.0
ctﬁars (%) ) | 13.7 12.6 12.7 12.2

SOURCES DEP Annual Reports, 1586-~d3.
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liabilitles. nor of eguity. This was a smart move on the
part of government since it avoided increasing equity
contribution to government corporations which pad already
gene out of proportion in the previous years. This was &
welcome move for DBP since it effectively reduced its total
iliabilities  without necessarily affecting its total
resources. Also. it Giad not have to pay interest on such

denosits,

Arlde from ceposits, DEF a2lso issved its  Countryside

-

zills to raise more funis. sut provzeds trom this dekt
instrunent were very lisited, As  wf December 1983,

Countryside £11ls cutstanding amounted to P4.LE,  which was

-

only v.% percent of fts kotsl lisbilitiss.

Since its Gepusiis ana procesds from  securities  were
very limited to sustain its anbitious iending operations,
kP turnega into borrowﬁngs- 1t relied more on long-~term
borrcwings anc¢ less on short-term borrowings. The former

omprised about three~fifths of itz total liakilities during
the period under stucy. Government guarantees of [BP's
borrowings ana multilateral \oans coursed through DBY made
the reliance cn long-term lcéns possible. It is worthwhile
to note that over the yeazrs, there was a shift in securing
iong~term funus frowm domestic to the foreign sources. The
increasing emphasis on foreign porrowings surely contributed

to the growing external debt problem cf the country. As of



December 1983, DBP's ou;sténding short- and long-term
borrowings comprised 6.6_peicent of tectal foreign exchanée
liabilities of the Philippines, 24.5-pezcent of the-Banking
'59ctorfs outstanding external débfs, and 9.1 percent of the
lion-Eanking Sector's outstanding 'extetnai. debts. | Its
oﬁtstandihg loné-térm:borzowings alene were l6.2 percent of

total outstanding fixsd-tern Gebrs of the country.

impeortant {psights can alsoe be-gathered if we look at
the contricution of variocs iretitutions to DEP's rescurces.

Table Z2 gpresents  the institutional sources of DBP's

borrowings including desosiis, As a group, AbE, the world
pank ang other wprivate creditors were Lhe largest
; v 5,
. B A
contripoltors o CRP's total borrowings. The Central Bank

and tpe Kational Covernmert and other ééencies were also
significabt cantributorg Lo DLP's resources, Interestingly,
the spare of the batlional Government and - other agencies
censistently dediiﬁe§ aver tne perioé~i98¢—&3. 2ut this was
mere than offset WQ the Cenﬁral Eang's contributicns which
ccnsistently'_incréasad'during the same pe:iqo._ Note that
the phenomenal rise in the.Centréliuank‘s coatributions in
1863 coincideu with thé gshar: deciine io net lending by the

National Government o DEP (see Table 3). Thus, although

1/

Since 8P does not compete with the private financial
institutions in raising domestic funds, the “eother private
creditors" referrec to above must have been composed mainly of
fereign rrivate creditors. hote that DEF is authorized te incur
obligations with or without governoent guarantee. '
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. Table 2

SOURCES OF BORROWINGS, BY INSTITUTION, DBP*
} {In Percent) .

Institutional Source 1983 1982 1981 . 1988
Central Beak o - 330 26k C2l. 18.4
bational (avernment :

ana other Agencies 2L, 3.0 28.6 29.¢
Sogial Security System (SHEPEH o lb.i D S 2N 12.¢ 14,9
Asian Develc.ment Banh (ADE} .,
Werle banes ana Privage ‘ ' :
Creditors - - ' 36,4 4l.v 35.¢ 39.%
T ¢ T A L | R YA 166 .0 166.9 166.6

oo

*Includes ceposits

-

*E858  is regquired by law to ifavest 2% percent of its investible funds in
DEF bondus.,

S5CUKCES : DL Annual Rgpor;s,_1589-$3.
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~Table 2

NATIONAL GOVERNMENT'S NET LENDING TO DBP
' : (Ia FM) '

1984 aesa o 1982 . 1881

Lean outlay B 16,40 82,55 -

Advances far Securing L B S ,
" Guarantead Loaons : # 477 .43 Cehu L EE 342 .64

(%]

Eggayménﬁ of Advances ) B e 494,55 91.94 ' £3.386

Lot pending  6,256.06  25.85 641,11  259.2%

Skpreakdown are not available.

SCGUECE ¢ ministry of the Duagyet.
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DBFP was adversely affecteu by the efforts of the govethment

~ to trim down 1ts budget def1c1ts,_ it had benefxted from the
:expans1onary polxcy aaoPted by the Central Lank.%/ However,

a . ‘teversal 'ih -the' trend is expected im 1984 'since he;
-'-iending provided by the Nétional.dovetnment to DBP aiieady
reached FG.25B, compared to-only'ﬁib.sam in the previogs
yesf , and'considérihé'alao thét'ﬁhé @entral-sank rediscount
window has ;beén' cibsed in view of the financial crisis.
'Indeed; _tne“ability 6f DEP ta switcﬁ_sources of funds once
‘one source “drieé up makes it a‘_very  Speciai' financial

institution.

:To_ recapitqlate,' DBP's résbu:ces were . donsiderably
large and growiné at a.rate faster than tnat of an average
financial institﬁtion.' Since 'it_ did  very littie
.intermeuiation,' QBP 'had‘to rtely méze on buﬁgétary SUpport;
Central “Bank sﬁpport_anu foreign bo:rowings. These were

 _mainly responsible for the ragid grthn of DLP's resources,
S5ince a restr;cﬁion on foreign and-Central Fank Dborrowings
is  currently  ;ﬁp6se& in vieﬁ of the financial crisis,
budgatary' suppp#t' is expected to become a major scurce of

funés for DBP in the next few vears,  Eut then this would

7 - |
Although  actual total net ~lending by the  National
Government was 33 percent nhigher thapn the programmed amount in
1283, the increase went down to 7.94 percent compareda to  an
average increase of 168,56 percent during the preceding period
'1977-8¢ (see Section IV of the study: "A Review and Apgraisal of
the Government ﬂesponco to the 1983- -84 BOP Crisis," = PIDS
[forthcoming)}. _ oo : _ : :
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put more pressure on government budget deficits which the
governaent is also trying to reduce, unless it can
substantially cut expenditures in other areas. It seeas
therefore that DBP would have a Very 1imited set of choices
for raising more funds. One possible alternétive is to
'alldw- DBP to issue more securities, but this might be
Unacceptable because it would just aggravate the crowding
out problem currently felt by the matket with the presence
of bhigh yieluing Central pank bills and treasury bills,
Another possible choice iz to let DBP raise funds internally
by dmproeving loarn collections and gelling 'unprofitable
assets. Eut even this alternative is not very promising,

Tnis issue is Gealt witn in the next section.

B. Dses of Funds

[

Table 4 presents the assets of DEP, Loans outstanding
comprised a little over oneg-half of its total assets, while
investments, aoout one~fifth. The shates of these two asset
itemé were relatively constant during the period 1980-83,

"Although accuired assets constituted a relatively small
proportion of total assets, the rise in their share was
conspicuous in 1982 when DBP'engaged itself most extensively

in foreclosing baa accounts,

A shift in the composition of the loan portfolio of DBP
is noticeable. Cutstanding industrial loans jumped to pilip -

in 1563 from Pil2b in the previous year, whereas cutstanding



Téble 4§

ASSETS, DBP

/12

1983 1982 1981 1980

TOTAL ASSETS (¥B) 54,5 44,0 34.7 27.1

Investivents (%) 20.4 22.9 22.8 21.1

Loans (%) 56.3 - 52.0 53.3 53.7

Accuired Assets (%) 6.1 6.1 2.9 3.6

Other Kesources (%) 17.2 15,6 21.u 21.6
SOURCES : DEP Annual Reports, 198u-83.




13

agricultural loans sligntly declined to P3B from P3.2B (see
Table 5). Also, the average amcunt of loans approved by DBP
for the agricultural sector slightly decreased to P¢.641M in
1983 from PU.047h in 1%62, while that for the industrial
sector markedly increased to P6.6M in 1983 from @2M in 1982,
The perceptible shift in the composition of DBP's loan
poertfolio occurred at the time when a lot of big industrial
firms, some of which Qere_financially supported by DBP, were
facing acute economic difficulties. It seems highly
probable, therefore, that a great proportion of the
additional industrial loans went to financially-strapped
firms at the expense of the agricultural sector. Although
bBP is given the mandate to extend loans for the
-:ehabilitatibn of ailing firms, such mandate could have been
used more selectively rather than automatically whenever

firms show some signs of financial cGifficulties.

An examination of the composition of DBP's investment
portfolio can further helg in uncerstanding its direction.
DEP 1s given the powers to invest in marketable securities
and provide equity funas to private development banks and
key industrial firms. Investments in marketable securities
comprised 45 percent of total investments in 1986 (see

3/
Table 6j}. But over the years, their share had been

— _ .

Marketable securities are composed of treasury capital
bonds, treasury bonds, CBCIs and other government securities.



Table S
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LOAN PORTFOLIO, DBP
(In FM)
1983 1982 1981 1988

Agricultural Loans 2,563.2 3,145.8 3,883.2 2,766.9
Industrial Loans 21,618.0 12,008.1 16,438.8 7,768.2
Advances on Guaranteed Loans 1,472.7 1,674.4 425.1- 204.7
Real Estate Loans 4,413.4 4,541.3 3,.,896.2 3,246.7
Government Loans 383.7 365.6 313.1 306.6
Advances -~ Private ' o .

’Develqpmentvaanks 473.5 443,9 - -349.0 ..-252.8
 Other Loans - 523.2 864.6 68,3  59.7 |
 Less: .Reéerve.fétf : A o ‘ L o

Possible Losses 24G.¢ - 168.2. - 57.2 58.7
Net Loans 36,919.7  22,875.4  18,516.5  14,546.8

'SOURCES : . DEBP Annual Reports, 1980-83,
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Table 6
INVESTMENTS, DBP
1983 1982 1981 1984¢
Investments in Marketable
Securities {(PM) 2,612.26 2,108.59 2,415,064 2,573.52
{17.9) {21.5) (38.5) (45.6)
Eguirty Investments (FM) v 9,212,086 7,923,760 5,496.77 3,14%,85
(832.1}) {78.5) (69.5} {(55.¢)
Private Corporations? 87.9 83.4 76.9% B2.6
Commercial Banks* 6.8 1.7 15,2 4.5
Government Owned/ ‘
Contreolled Corporations* _ 4.9 4.6 6.4 16.9
Private Developiwent Banks* 1.3 1.3 1.5 2.0
T O T A L {FM) 11,225,.46 16,692.70 '?,BlL.Bl 5,714.37

*percent of total equity investments,

SOURCES PDBP Annual Reports, 198E-83.
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consistently declining. In 1983, investments in marketable
securities constituted only 17.9 percent of total
investments, In contrast, the share of eguity investments
has been consistently increasing from 55 percent of total
investments in 198y to. €7.9 percent in  1983. This
Gevelopment raises the guestion of whether DBP prﬁvided more
eguity funds to new promising firms or to ailing firms., --A
look at the partial list of companies with DbP equity shown
in Annex A seems to inuicate that a significant proportion
of the increase in ecuity investments went to ailing
corpanies. For some firms, like commercial banks, not
wreviously financially supported by DBP, new equity funds
were infused. but for other firms, like hotels and mining,
previously availing of DBP loan facility, maturing loans
were converted intc ecuity in orcer to obtain additional
loans from DBP, It should be noted that it was DBP in the
first plaée,- who encouraged these seemingly viable firms
with externalities by providing cheap capital. Thus, -by
extencding more financial nelp to these firms, DEP hopes to
recoup some of its losses. BPut so far, all indications

woint otherwise.

kEguity 1investwents that went to private corporations
hacd been 1increasing at the expense of coamsercial banks,
government owned/contrellea corporations and private
development banks., Interestingly, the share of commercial

banks in DEP's total ecuity investments was guite
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significaﬁt, even g¢reater than that of private development
banks. In Annex A, seven private commercial banks are shown
to ‘have DEF eqguity. Since the explicic‘mandate of DBP is
"to promote the establishment of private development banks,”
its ecuity investments in commercial banks must have been
designed to easé the financial difficulties encounterea by
these banks. |

Equity contributions by DBP to commercial banks were in
large lots (see Table 7). In 1583, twe commercial banks
received ecuity contributions of F267li, whereas four private
cevelopment banks and ten rural banks received only Fl2.9M
and p5.0n, respectively.i/ what is worth noting is that
after DgP provided adcitional capital to ailing commercial
banks, it turned to the Central bank fox rediscounting. As
DEP'S e uity exposures to ailing commercial banks got
1a;ger, its outstanding advances from the Central Bank for
commercial panks capitalization also grew bigger as may oe

gathered from the following figures: 183 ~ Pl.oB; 1982 -
3/

P6.98; 1981 - Pu.70L; and 1960 - P6.25. Sc, in the final
analysis, it was the Central pBank which helped financially

strapped commercial banks, using D3P as a conauit. Indeead,

47 ‘
It is to be noted that aside frow eguity investments,
private development banks anu rural baniks also receive advances
fron DbP. Approved advances in 1%&3 awounted to P158M.

5/
Tne figure for 1983 includes regular reuiscounting whici
unfortunately cannot be separated from reciscounting for
commercial banks capitalization.
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Table 7

EQUITY INVESTMENTS APPROVED, DBP
(Amount = PM)

1983 1982 1981 1980
NO. Aamount NC . Amount No., Amount NO ., Amount

Banking
kural EBanks 19 5.6 iz i1.4 24 8.6 4% 1,9
' ]
Private Development ' _ ‘
Banks 4 12.5 3 16.6 11 32.8 16 20.1
|
Commercial Banks 2 - 267.6 2 153.8 4 57¢.0 1 16.3 |
Industrial/Real Estate
Firms ' 60 649.6 114 2,649.4 46 2,128.3 3@ 1,121.8
NOTE : In addition to equity investments, DBP also provided the following

advances to private development and rural banks: 1983 - P158.6M;
1982 - P22G.2M; 1981 - Pls4.3M; 1989 - PLS1.1M.

SOURCES :  DBP Annual Reports, 1986-83.
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this has far reaching implications on the workings of the
financial system. First, inefficient commercial banks
facing financial aifficulties are rewarded by obtaining
equity contributions from DEP. This form of subsidy
compares well with directly cbtaining emergency loans from
the Central Bank, which sometimes charges the market rate of
interest.g/ Hofeover, eguity investments do not have
maturity while loans from the Central Bank have. Clearly,
the inefficient baﬁks helped by DBP were able to escape'from
paying the onerous penalty. Second, DEP's participation in
rehabilitating ailing commercial banks undermines the
current policy of the Central RBank to consolidate banks
through mergers. inefficient banks are not aﬁymore
motivated to mérge with more efficient banks since they
alreaay got support from DBP at a much lower cost. To the
extent that the Central Eank allows advances to DBP for
comnercial banks capitalization, it too is an accomplice in
undermining its very own policy. Actually, DBP had the
opportunity of helping the Central Pank pursue its policy
haa it wusedu its exposures.to the seven ailing commercial
banks as a iever to pull them together to forge a merger .
Finally, DBE'S access to the Central Eank's rediscopnting
facility at liberal discount rates exerts more pressure on

o/
DEP pays the Central Eank only 4 to 9.5 percent annually
for aavances from Central Bank for commercial banks
capitalization. ‘
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2/
money supply. This problem could have been accentuated
when the funds borrowed from the Central bank were used to
support inefficient comrercial banks. In view of DEP's
preoccupation with other major loan accounts, the task -of
: reﬁabilitating coowwercial banks could perhags be done better
by the Central Pank. After all, it is the lender of last
resort. Allowihg. DBP to renabilitéte _ailing banks ‘is
desirable oﬁly if it uses its own excess funds so that no

new money will be created by the Central Bank,

hnother aspect of DEP's operation is that of providing
guarantees to cohpanies which otherwise cannot obtain loans
either from the domestic or foreign market. As of Dgcember
19b3, total outstanding loan guarantees (both foreign
currency and reso qominated) amounted to PF1l5B, 94.3 percent
of which were foreign currency denominated (see Table §).
Sinca_ frivate firms given guarantees coulu not repay their
maturing obligations, DEP had to bear the burden of paying
these obligations. Thus, in\1982 when a lot of firms failed
to éay their maturing obligations, advances ¢on guaranteed
" loans jumped four-fold to Pl.7i and remaineG high at Pl.5E
in 1583 (see Table 5). This inevitably added more pressute
on the country's external debts since almost all .of the

guaranteed loans were foreign currency denoxinated.

—7 _ _
This 1lssue is related to the one discussed¢ in Section IV

of the stuay: "A Review and Aggpraisal of the Government Response

to the 1S&3-54 Balance-of-Payments Crisis," PIDS {(forthcoming).
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Table 8

GUARANTEES OUTSTANDING, DBP

1983 1982 1981 1986

TOTAL  (PM) 15,976 8,045 - 5,210 3,685

Foreign Guarantees (USSM) 1,676 847 629 467

Domestic Guarantees (¥FM) S04 27% 56 55
NOTE : Exchange rate used are: 1983 - Pl4.¢02 to $1.06¢; 1982 -
F9.171 to S1.86; 1981 - F8,20 to $1.6@; and 1988 - F7.60

to Si.te.

SOUKCES : DBP Annual Reports, 1986-83.
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As DBF was draggead deeper into the thicket of non-
viable anu inefficient firans, it too encounterea its own
financial uifficulties, Its loans anc guarantee repayments
were slow and hard to come by. In fact, they wé;e,getting
worse over tne.years. In 1886, the ratio of loan and
guarantee repaymwents to the total loans outstanding already
stoou at a low lévél of 16.94 percent. It went down further
to 12.45 percent in 19%9&€l, then 11.15 percent in 1982, and
finally to only .67 percent in 1%s3. Clearly, DEP was
harely able to generate funds internally <ue to the bad
cuality of its loan portfolio. Perhaps, the availability of
budgetary  supuport, Central Eank suuport and foreign
borrowinds mate DEP less serious in generating funds
internally. ~ith the cag on Central Bank and foreign
borrowings, - anu with the desire of the governmeni to curhb
its busget weficits, DEP eventually must leaxn how to
generate funus internally rather than depend on eXxternal
sources. Since loan an¢ guarantee repayments come in
trickles, perhaps they can be used to finance swmall and
iediur scale projects with shorter gestation period so that
greater turnover of limited funds can be assured. This, of

course, re.uires a radical shift in DEP's lending policy.



I11. Concluding Remarks

The study: "A Review and Appraisal of Government Response
to the 1583-%4 ECP Crisis" (forthcoming) reviews the performance
of the economy for the past few years. It is observed that the
sévings—investmént gap ana budget deficits have been increaéingm
DBF's contribution to these problems is quite discernible, as it
di¢ very little intermediation and instead, relied heavily on
external borrowings, Central Bank support and budgetary sugport.
Although, DEP's giving of ecuity contribution anu granting of
loans and loan guarantees at very generous rates to certain firms
beliéved to have some exterpalities had contributed to the
acceleration of investment in the country, this did neot
necessarily contribute positively to the developient process.
Experience shows that a significant number of DegP-supported firms

run into financial trouble.

The attendant ecconomic crisis which in a way DBP nelped
create has auversely affected DEP in four ways. First, it gives
DBF wore difficulty in raising funcds internally.  Its loans and
guarantee repaynments are at their lowest levels because theix
clients are facing acute econoxic problems. roreover accuired
assets cannot be disgoseu of as fast as DBF wants to becauwse of
the general slowdown of the ecornoay. but even without <the
gresent economic ¢risis, there were alreacy strong ingications
that the quality of UipP's 1loan portfolio woulc deteriorate

congiuering the kinds of project it supported even before tne
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onset of the crisis. Seconc¢, DiP's access to the external
souzces‘ cf funds is greatly impaired because of the current
restriction on foreign borrowings. Third, Central Bank's suppert
cannot be expected énymaré since the growth Qf reserve money 1s
curbed. And finally, bucgetary sopport will be difficult o
obtain 1in the future since government aims tc drastically reduce

the budget geficit, utiess 1t gives top priocrity to DHP.

- The cuestion now is: shere would LBP ¢o frow here? Theis
are at least toree alternatives frowm whicn DLP can chouse.
Firgst, 1t can adopt a wait-anu-see attitude urtil the eéonomic
coﬁaitians turn better, Preriiaos, 2 certain srogran that does not
necessarily reluire a restrucinring of its oolicy of lending and
raising funds can be ignplesentes wbile the econcay is  still  in
bau shace. The rehabilitation glan of DLP &ffected last Janzary
144 wnich stipulates that the “funding responsibilities
COXrresgoncing to the non-perforcing accounts, as well as accounis
which DEP fundso at the penest of Governdent ane  its | agenvies,
will be assumea by tne patiopal Loveranment, ...7 is in line with
tiiis posture. This, of course, is rremised on the belief tnat
the crisis causec DLP's financial difficulties, Eut as peointed
out earlier, the gresernt economic crisis merely exposes. DEP's
weaknesses., Hencs, a raturn toO normal economic conaition will
not guarantee an automatic improvesent of DGP's fihancial status

uhlsss the weaknesses are first corzectec.
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The second alternative is. perhaps more compelling. Tt
 suggest going directly to the heart df DEP's weaknesses. Aé
discussed above, ifs”weaknesses 1ie-in the poor cuality of its
loén gortfalio anu the manner by which it séurces funcs., It is,
.therefoxe,. necessary to . look into thevcfitefia usea by DBP _in
agproving loans to finﬂ sut possiule areas of imgroﬁemen;. For a
-$UﬂCE$$fdl lending prgram; aumuate informatior is ﬁecesSary'sd
as to.ﬂistinguish viable prejects with exterpalities. This in a
way will ceter goﬁexnmant from fxéssufing D3P -te support 'favored.
projects of geubtial viapility. noreover, DL?'s wandate to
zﬁnabiiitat&. ailing firas, especiaiiy'if it re. vires additiOnai

puagetary ane {(enttel  Jank susport should  be  exerciseu  more

-,

gniectively ragner tham auvtdtatical

e

y whenever certain firas show
some  signs of financiai'dlffxcultiés. The ultimate aim is  for
DEE to, iamprove the (uality of its l#an coryfelio thét would
1assure- it of a continuous inficw of fﬁhﬁs generateu internaliy.
vigorous efferes hﬁst »be’ exerred AtQA sgll acguired assets.
Acgulirec assets__mgst bé splu to the- private sector, not Lo
-anothex govermnent cofporatibn, like 1'BC, anc the sale must be
generated hars cash for DL¥, nob long~term LIOGissory note.
_DﬁP's: saie of Inﬁerbanh to wihC with the latter issuing long-teum
promissory note as péyment is_certainly not in line with this
view. Iﬁéteau, it cefeats tha purcose of selling acquired'assets
~to  raise funds. horeoVe:, 1y does not free tne government of

upwvanted assets. wi1th revars toc borrowinus, the use of budgetary

suppozt .ay be minisizeu so 25 not to compromise its operaticn
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'with the w;shes of the party in power. :In addition, raxslng
funds through savxngs mobilization rather than through Central
‘Bank and foreign borrowlngs snould be cons;derea seriously. ..Allu
these, of course, te\uire a racxcal restzurtutxng of DEP's policy

of lencxng and raiszng funﬁs. 

The . tnied aitéfﬁative is thgt of ‘clééing DBF. This
possibility deserves a serious Lock. It has been nbted that
.DBP‘s tRason fcr'existence is mede unclear with the absence of
adecunate 1nfozmatinﬁ' abmui viable projécts with externalities.
Moreover , the financial uiffl.a& ty which it is experiencing now
ang  the ptemﬁcament of sgveral biy, DeEP-sugported firms are
indications thaﬁ';t has not been successful in carrying out its
ohjectives déﬁpite massive Central bank and government Support.
;ndeéd; its fsilure has a profound effect «n the entire economy.
ﬁy-gzanting.guarantées.énu i0an$»at very gengrous ratss to a lot

£ big nen-viable fiéﬁs, and by extandiag financial help te a
number - of inefficient firms, DEP  has created wmore market

distortions instead of correcti ng ex istxng ones.

The 1last élternative must . nowever, be examined more
caréfully; The groblem df phaéing ocut Dpe may be more complek_
than what it appeacxs to.bé. Also, iﬁs =ffacts on the different
sectors of the economy, especiaily the financial system, neec to
. be wuantified., Perhags, future xésearch stucy can deal with this

issue more extensively,



AnnexﬁA

PARTIAL LIST OF COMPANIES WITH'DBP EQUITY .

[P ——

' - _ Exposure
Firms Amount (FM) % of Total
—_— ' : — — Equity
A. Financial Institutions
l, Assaciated Bank = 212.6 39.06
2. International'cofporate Bank N * 80.0
5.- Mercnantcs investment Corp. 40.8 35.4@
4. PCIR | S - * 30.0
5.'-pilipinss Bank _ | 289.6 6.9
G, EESG Develcopment Hank . 5.0 *
7. FProeducers Bank : 16,8 7.6
£,  Republic Planters Bank 36,8 3.2
7. TraGers Roysl Bank | o *
1¢. Urban Development Bank s %
B. ‘Hostelxy
1i, Herel Hiradbr : '  *. - 49,9
12“ Manila Mandazin_hdte;, Inc, ' i _ 49,9
15, Manila Peainsula istel 1633 68.4
14, taranaw Hotels ana kesort . .
Corp. . _ 113,88 54.2
13. fFhilippine Rotelisrs, Iunc. - ius. . 67.8
16. Resor: Hotels Cozg‘ B 54.0
17. Silahis Internationsal _
sotel, Inc. 1¢1.4 42,8
i8. Manila Mandarzin Heorel 56,9 *

19, Century Park Sheraton 180.6 *




/27

' ' __. . Exposure
Firms ' Amount (PM) -of Total

— T < 4 AV v\ ng *n—.v :

C. Textile Manufacturing

29;_ Alfa Integrated Textile Mills A»241‘e
: 21f Continentai Manufacturing Corp.»'109;ﬁ
22, Lakeview Iﬁdustrial Corp. -k
23. 'Redson Textile and ,
Manufacturing Corp. , *
24. Ssolid nills, Inc. : o 66.0
. 25. Synthetic Textile o
tManufacturing Corp. *
26 LIrhy Textile:mtdis 213.¢
.27, Riverside mills Corp. ~ 213.0
28. Textfiber Corp. 2608.0

D. Paper apd Pulp Manufagturing

2%, 1Isarog Pulp and Paper Cco. ' *
3@; Faper Industries-Corycranion ' -
of the Philiopines - - 388.4
31;. Paragon Pager.Ihéustzies, incvv 408, 6
"E.' Mining
32. Batong Buhay Mining {orp. A
33, ﬁarinduque “ining and A B
Industrial Corp. 1,698.0
34u'.éabena Mining Corp. ’ o
35; Western Minolco ' o+

F. Cenent

3o, midisna Uraenr LUV, .o

190 .0

16.83

102.¢

24.8

19.9438

17.6

AW W




_ - Exposure
Firms Amount (PFM) % of Total
_ _ _ - Equity |
37. ﬁacific Cement Co.,wIngaj x 32;2
_G.-'Q;hegs
38, coce | 744,94 13.0
.39; DBP Management Co, _  .; ' 2.5 106.0
s, bLoT S s 22,0
41. Philippine Blooming Mills 1,166.6 o
42, _DB?_Data Center 1.25 } llﬂﬁ.é
43, Hotel Development COI?,._ 2.0 _. 180.92

*Data axe not available,

Manasan, Public Enterprise. in the Phiiippines in

SOURCE : G. ¢ s
16 2 A Definitional and Taxonomical Exercise, PIDS

aff Paper Series Jdo. 84~22.
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