PHI LI PPI NES ECONOM C WRAP- UP
FEBRUARY 17-23, 2001

Fi nanci al markets weakened slightly as the Suprene Court
del i berated the petition of former Philippine President
Joseph Estrada questioning the legitimcy of the

Presi dency of A oria Macapagal -Arroyo. The Phili ppi ne
governnment continues to develop its plans to hold the
line on its 2001 fiscal deficit through higher revenues
and spending cuts. Waker inports in 2000 hel ped the
country push its trade surplus up 56% Japan overtook the
US as the nunber one supplier of Philippine inports. W
al so report on several developnents in the banking

i ndustry, including the slight fall in non-performng

| oan ratios in Decenber; the efforts of Equitable-PCl
bank to find a new investor; and the failed sale of U ban
Bank to Bank of Conmmerce.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our February 2001 Econom c CQutl ook, which is now

avail abl e on our web site.
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FOREX REPORT

The Philippine peso softened steadily this week agai nst
the dollar. Wth the Philippine Supreme Court taking a
del i berate pace in considering the petition of fornmer
Presi dent Estrada (questioning the legitimcy of the

i naugur ati on of President Macapagal - Arroyo), sone
investors are gravitating to the dollar as a safehaven,
fearing renewed political instability. The peso al so
took hits froma statenent by President Macapagal - Arroyo
hinting that she preferred a weaker peso (to support

Phi |'i ppi ne exports), and declining Philippine interest
rates. The peso ended the week at P48. 16/ USS$,
representing a 1.3% depreciation fromits February 16
cl ose of P47.55/ USS$.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
JAN 15 51.978 52. 400 134. 1
16 52. 649 52. 780 158.0
17 54. 808 54. 625 70.0
18 55. 013 54. 790 118.5
19 53. 357 47. 500 101.6
JAN 22 48. 207 49. 300 188. 3
23 49. 750 49. 200 122.2
24 48. 473 48. 350 150.0
25 48. 638 48. 840 116.0
26 49. 321 49. 720 124. 3
JAN 29 49. 676 49. 480 126.0
30 49. 412 49. 600 110.6
31 49. 221 48. 975 99.4
FEB 01 49. 150 49. 160 168. 0
02 49. 215 49.120 118.0
FEB 05 49. 161 49. 110 62.5
06 48. 857 48. 610 161.0

07 48. 706 48. 580 139.1



08 48. 284 48. 250 187.5
09 48. 052 48. 200 120. 6
FEB 12 48. 140 47. 820 167.5
13 47.674 47. 630 131.1
14 47.583 47. 955 131.0
15 47. 889 47. 490 267.5
16 47.550 47.550 125.6
FEB 19 47.672 47. 850 90. 4
20 47. 801 47. 630 153.1
21 47.925 48. 120 138.0
22 48. 234 48. 350 222.1
23 48. 323 48. 160 170.5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

At the February 19 auction of T-Bills, rates continued to
ease. The interest rate on the 91-day T-bill gave up 8.2
basis points to end at 10.525% and the 182-day bill rate
was down only 1.3 basis points to 11.9% The interest
rate on the 364-day bill fell 13.2 basis points to 12.5%
Over P9 billion worth of bids were submitted for the
bonds on offer; full awards of P1 billion for 91-day and
P1.5 billion of 364-day bills were nade. Only P1.09
billion worth of 182-day bills were awarded (of the P1.5
billion on offer); new Philippine Treasurer Sergi o Edeza
told reporters that bids for the 182-day bills were not
priced inline wwth the yield curve. The spread between
91-day and 364-day bills has increased from 137.6 basis
poi nts on January 22 to 197.5 basis points at the
February 19 aucti on.

Strong liquidity in the banking sector was credited with
causing a 50 basis point drop in the interest rate on 5-
year T-bonds at the T-Bond auction on February 20.
P4.285 billion worth of bids were chasing the P3 billion
wort h of bonds offered.



Nat i onal Treasurer Edeza al so reported that the Treasury
Bureau was reviewi ng the weekly borrowi ng schene and the
schedule for the sale of T-bonds. One report suggested
that the Bureau woul d suspend the sale of 7-year and 10-
year T-bonds, focusing instead on nore short-term
borrow ngs.

Auction Date 91 days 182 days 364 days
JAN 15 12. 365 13. 657 14. 237
JAN 22 11. 760 12. 556 13. 136
JAN 29 11. 165 12. 181 12. 699
FEB 05 10. 863 12. 174 12. 694
FEB 12 10. 607 11.913 12. 632
FEB 19 10. 525 11.900 12. 500

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

JAN 17 17.1154 14.50 - 21.00
JAN 25 16. 8757 13.50 — 20.00
FEB 01 16. 4046 12.75 — 20.00
FEB 08 15. 8376 12.50 - 19.00
FEB 15 15. 2550 12. 25 - 19. 00
FEB 21 14. 9393 12.25 - 19.00

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Several factors conbined this week to weaken investor
appetites for Philippine equities. News on the corporate
earnings front continues to be discouragi ng. Perhaps
nore significantly, the Philippine Suprenme Court



statenent that it would require 30 days to rule on a
petition by former President Estrada questioning the

| egitimacy of the inauguration of doria Macapagal - Arroyo
as President, caused sone renewed worries over political
stability in the country. Fromits February 16 cl ose of
1689. 91, the 33-share Philippine Stock Index (PHI SIX)
shed 2.54%to close on February 23 at 1647. 00.

Phi |'i ppi ne Stock Exchange I ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
JAN 15 1567. 93 1910
16 1551. 79 1359
17 1458. 63 1876
18 1438. 21 1114
19 1452. 93 1204
JAN 22 1708. 06 7161
23 1662. 30 2724
24 1665. 43 1153
25 1639. 18 877
26 1708. 18 6074
JAN 29 1686. 28 1319
30 1668. 43 728
31 1687. 00 1159
FEB 01 1669. 13 601
02 1669. 58 616
FEB 05 1652. 08 352
06 1664. 23 652
07 1659. 25 441
08 1683. 44 764
09 1695. 59 995
FEB 12 1712. 06 734
13 1692. 27 556
14 1687. 74 622
15 1688. 05 534

16 1689. 91 950



FEB 19 1673. 96 444

20 1659. 08 369
21 1654. 86 378
22 1641. 05 485
23 1647. 00 595

Source: Philippine Stock Exchange

THE FI SCAL Tl GHTROPE

According to Finance Departnent officials, the national
government’ s revenue target has been set at P568.2
billion for 2001 -- 12.4% (P62.5 billion) higher in

nom nal terns than actual year 2000 inflows. Al of that
expansion is expected to cone froma 15% (P67.7 billion)
increase in tax collections (to offset a P5.2 billion
reduction in non-tax receipts). Philippine Treasury
officials told the Enbassy that they expected | ower
earnings this year frominvestnents and deposits (partly
reflecting expectations of |ower interest rates).
Expected proceeds from privatization -— which the Estrada
adm ni stration had earlier targeted at P19 billion for
2001 — have been slashed to P7 billion (nostly
“carryovers” fromfailed or delayed efforts in 2000 —-

i ncluding the sale of governnment shares in electricity
conpany Meral co, tollway operator Philippine National
Construction Corporation, and sone real estate
properties).

Overall, between 65-70% of the targeted year-on-year
expansion in tax revenues is tied to a 10% nom nal
increase in Philippine Goss Donestic Product (which
assunmes 3.8%real GDP growth and 6% average inflation
both at the I ower end of current targets). The rest of

t he expansi on hinges on inproving tax collection
efficiency, especially at the Bureau of Internal Revenue
(BIR). After factoring out GDP growth, roughly 30-35% of
the 15.3% envisioned hike in total BIR tax collections

wi |l depend on inproving the agency’s tax-to-GDP ratio
from10.7%in 2000 to 11.2%this year. Finance
Department officials told the Enbassy that the BIR has
been directed to aggressively pursue previous initiatives



to inprove tax adm nistration. These include increasing
tax audits; strengthening the | arge taxpayers’ unit;
expandi ng the use of el ectronic machines to inprove

coll ection of docunentary stanp taxes; and nonitoring the
pronpt remttance of revenues collected to the national
treasury.

To keep the fiscal deficit within the P145 billion
ceiling envisioned for the year, the governnent will need

to keep cash di sbursenments at P713.2 billion. The
envi si oned di sbursenent |evel represents an 11. 1% (P71.4
billion) nom nal expansion over 2000, equivalent to

between 4-5% growth in real terns based on the
government’s 6-7%inflation target. Budget departnent
officials told the Enbassy that keepi ng di sbursenents
within the targeted level will involve fiscal juggling.
They estimate that nore than half of the nom nal increase
will be eaten up by higher interest outlays, and anot her
si zeabl e chunk by the settlenent of accounts payabl e
inherited fromthe previous adm nistration. Budget
officials told the Enbassy that cuts to the re-enacted
2000 obligation budget would, in fact, be necessary to
keep cash disbursenents in check. They said that there
woul d be an adm nistrative order to that effect
(reportedly mandating 5% in savings for social service,
tourism and agrarian reform agencies; and 10% for other
agenci es) .

An | MF teamwas in the country recently to call on

Presi dent Macapagal - Arroyo and to di scuss a post-
nmonitoring programw th governnment officials. The

m ssi on encouraged the governnment to |lower its fiscal
deficit from2000's P136.1 billion level. Fisca

pl anners told the Enbassy that the governnment was

mai ntai ning the P145 billion deficit target based on what
it deenmed as a realistic assessnent of revenues and
expenditures. The officials also noted that the deficit
target -- while larger than the 2000 | evel in nom na
terms -- represented 4% of GDP, about the sanme as 2000’ s
4. 1% ratio. They said that the governnent would try to
exert further efforts to |lower the fiscal deficit to a
“fighting target” of P130 billion, but did not sound
optimstic. A supplenental budget to inplenent new,
priority expenditure itens (including foreign-assisted
projects with conmmtted funding) could further conplicate
the fiscal picture.



2000 TRADE SURPLUS SURGES 56% ON WEAK | MPORTS

The Phili ppines’ nerchandi se trade surplus in 2000 surged
56% year-on-year to $6.7 billion (fromthe previous
year’'s $4.3 billion), largely due to weak inports.
Exports grew 8. 7% to $38.1 billion while inports went up
by only 2.1%to $31.4 billion. The conparable figures
for 1999 were 18.8% export growth and 3.6% i nport grow h.
The inport decline is starting to show up in export
figures. Industry analysts have said manufacturers
bought fewer raw materials as the uncertainty caused by
the political crisis pronpted conpanies to del ay

i nvestnments. Sonme bank economi sts attribute weak exports
to a slowdown in demand fromkey markets |ike the U S.,
which is seeing its econony sl ow.

Raw material inmports fell 4.3%to $12.1 billion, with the
exception of chem cals, which posted 4.5%growh to $2.6
billion. Posting a |larger decline of 10.6% (or $500
mllion) were material inputs for |ocal manufacture of
the country’s top export, electronics. Also posting an
overall 4.5%decline were consuner goods, despite demand
growh for dairy products and autonotive parts averaging
two-digit levels. |In nodest contrast, capital goods
purchases were 2.8% higher at $12.2 billion, am d rising
| ocal demand for nobile phones, Internet services, and
personal conputers. |In the case of mneral fuels, the
60% surge in oil bill was due mainly to an average 80%
annual increase in crude prices, partly offset by a 7%
drop in inport vol une.

Tabl e |
PHI LI PPI NE FOREI GN TRADE PERFORNMANCE
January - Decenber 2000
(FOB Value in MIlion %)

Exports | nports BOT
Jan 1999 2,581 2,400 181
Feb 2,569 2,257 312
Mar 2,702 2, 656 46
Apr 2,346 2,599 (253)

May 2,747 2,533 214



Jun 2, 857 2,671 186

Jul 2, 851 2,792 59
Aug 3,212 2,661 551
Sept 3, 693 2, 555 1,138
Oct 3, 460 2,613 847
Nov 3, 075 2, 352 723
Dec 2, 944 2,653 291
Jan- Dec 35, 037 30, 742 4,295
Jan 2000 2,717 2, 651 65
Feb 2,902 2,483 419
Mar 2,988 2,742 247
Apr 2,668 2,528 140
May 2,931 2,437 494
Jun 3, 410 2, 495 915
Jul 3, 219 2,676 543
Aug 3, 529 2, 643 886
Sept 3, 502 2,972 530
Oct 3, 398 2, 854 544
Nov 3, 317 2, 669 648
Dec 3, 495 2,237 1, 258
Jan- Dec 38, 077 31, 387 6, 690

Source: National Statistics Ofice

Table I1
Phi li ppine I nports by Mijor G oups
January -Decenber 2000
(FOB Value in MIlion %)

Jan- Dec Pct G owh

1999 2000 (YY)

TOTAL 30, 742 31, 387 2.1

Capi tal Goods 11, 829 12,161 2.8

Tel ecom Eqpnt . and

El ect. Machi nery 6, 891 6, 975 1.2
Power Generators and

Speci al i zed Mach. 2,396 2,469 3.0

O fice & EDP nmachi nes 1,483 1,535 3.5

O her capital goods 1, 059 1,182 11.6

Raw Mat eri al s and



| nt er medi at e Goods 12, 595 12, 055 (4.3)

MVat/ Acc for Maftr

of Electronic eqpnt. 4,706 4,205 (10.6)

Chem cal s 2,504 2,617 4.5

Texti | es/ enbroi deri es 1,177 1,115 (5.3)

O her material inputs 4,208 4,118 (2.1)

M neral Fuel 2,420 3,876 60. 2

Pet r ol eum crude 1, 998 3, 050 52.6

O her products 422 826 95.7

Consuner Goods 2, 644 2,525 (4.5)

Dai ry products 309 390 26. 2
Passenger Cars and

Mot ori zed cycl es 305 370 21.3

Ri ce 218 123 (43.6)

O her Consuner Goods 1,812 1, 642 (9.4

O her Transactions 1, 238 769 (37.9)

Source: National Statistics Ofice

TRADE SURPLUS WTH U. S. JUWMPS 48% TO $6 BI LLI ON

Sl owed domestic demand in 2000 is reflected in falling
purchases fromthe country’s major suppliers. Inports
fromthe US declined by 16%to $5.3 billion (from $6. 4
billion in 1999), while inports fromJapan fell 2%to $6
billion in 2000. Both countries are |eading sources of
raw materials and accessories for el ectronic manufacture,
al t hough Japan remains the major source of autonotive
parts. The U S. remains the Philippines |argest export
mar ket, accounting for a sonmewhat stable 30% share of
annual export receipts. But the U S. share of Philippine
i mports has dropped from21% ($6.4 billion) in 1999 to
17% ($5.3 billion) last year. That nade Japan the top
supplier to the Philippines after selling $6 billion
(1999 worth of nmerchandise |ast year. As a result, the
Phili ppines’ trade surplus with the U S. junped 48%
(relative to 15%in 1999) to $6 billion, largely due to
growi ng exports and falling inports. Sonme industry



anal ysts see slowed trade as a signal of an economc

sl owdown. Industrialist Raul Concepcion has expressed
optimsmthat the new business confidence brought about
by the change in admnistration will inspire the

manuf acturing sector to resunme normal operations. |In
particul ar, the Federation of Philippine Industries,

whi ch Concepci on heads, has positively responded to the
busi ness sector |eaders’ call to help in the econony’s
“heal i ng process.”

Table 111
Phi |i ppi ne Trade Bal ance with Major Trade Partners
January -Decenber 2000
(FOB Value in MIlion %)

Exports | nports BOT
Tot al 38, 077 31, 387 6, 690
United States 11, 358 5,320 6, 038
Japan 5, 607 6, 027 (420)
Si ngapor e 3,122 2,114 1, 008
Tai wan 2,861 1, 945 916
Kor ea 1,174 2, 350 1,176
O her 13, 955 13, 631 324

Source: National Statistics Ofice

BANK NOTES

End- 2000 Non- Perform ng Loans: The ratio of the
commer ci al banking systemi s non-performng |oans to total
| oans (inclusive of inter-bank credits) declined froma
post-Asian Crisis peak of 16.3% in Novenber 2000 to 15.1%
in Decenber. The lower NPL ratio reflected a 2.5% (P40. 4

billion) nonth-on-nonth expansion in commercial bank’s
total |loan portfolio, which conbined with a 4.8% (12.4
billion) contraction in the aggregate NPL | evel. Net of

inter-bank credits, the NPL ratio declined to 16.9% from
nearly 18% i n Novenber. Year-on-year, outstanding |oans
of the commercial banking system inclusive of inter-bank
credits, grew by 2.9% fromthe end-1999 | evel; excluding
i nter-bank credits, outstanding | oans grew by 6.8%
Bankers have expressed optim sm over inproved econonic
and busi ness prospects under the Macapagal - Arroyo



adm ni stration but, although hopeful, think it may be
premature to conclude that NPL ratios have peaked.

Hi gher | oan restructurings and forecl osures during the
month contributed heavily to the | ower nom nal |evel of

non-performng |l oans. |In Decenber, restructured | oans
expanded by 9.6% (P8.7 billion) nonth-on-nmonth and
forecl osed assets by 6.3% (7.6 billion). The ratio of

non-perform ng assets (the sumof NPLs and forecl osed
assets) to total assets inproved sonewhat from 12. 9% as
of Novenber to 12.5% as of end-2000. The ratio of |oan
| oss reserves to non-performng loans (i.e., “coverage
rati o”) inproved from41% in Novenber to 43.6%in
Decenber, l|argely because of the nonth-on-nonth decline
i n banks’ aggregate NPL | evel.

Dec. Nov. Dec
2000 2000 199

Total Loan Portfolio (TLP) a/ 1,628.3 1,587.9 1, 582.
Non- Per form ng Loans (NPL) 245. 8 258. 2 195.
Loan Loss Reserves (LLR) 107. 2 105. 8 91.
Restructured Loans (RL) 99. 2 90.5 74.
For ecl osed Assets (FA) 128. 2 120. 6 98.
Non- Perform ng Assets (NPA) 274.0 378. 8 293.
Total Assets (TA) 2,996.5 2,935.2 2, 757.
Ratios (In %

NPL/ TLP (NPL Rati o) 15. 10 16. 26 12.

RL/ TLP 6. 09 5.70 4.

LLR/ NPL 43. 61 40. 98 46

LLR/ TLP 6. 58 6. 66 5.

FA/ TA 4.28 4.11 3.

NPA/ TA 12. 48 12.91 10.

a/ Includes interbank | oans

Source: Bangko Sentral ng Pilipinas
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Takers for Equitable-PCl?: In an official statenment m d-
week, Equitabl e-PCl Bank announced that its board of
directors “has set in notion its intention to pursue
strategic initiatives to further strenghten the bank’s
third rank position in the industry.” The statenent said
that its investnent advisers (JP Mdrgan and | NG Bari ngs)
had short-listed 7 potential strategic investors in the
bank. The board has appointed a commttee (headed by
Equi tabl e-PCl ' s president and CEO George Go) to eval uate
the proposals in detail. Besides saying that the |ist
was conposed nostly of foreign institutions and one | ocal
commerci al bank, the statenent said that Equitable-PC
could not as yet disclose the identities of the potenti al
i nvestors because of confidentiality agreenents.

I ndustry sources said the |ist included R zal Comrerci al
Banki ng Corp. (RCBC, currently the eighth |argest
commercial bank in the Philippines by assets), the

Tai wanese Fubon Group, and U.S.-based venture capital
firm Newbridge Capital.

Seni or Equitable-PCl Bank officials indicated that the
concept being studied is for the wnning strategic
investor to invest in a 20-35% bl ock of the bank’s total
equity. Depending on the nutual preferences of the

i nvestor and the bank, that block could be acquired by,
anong ot hers, purchasing shares from existing

shar ehol ders or through the issuance of new shares.

News that Equitable-PCl Bank was urgently on the | ookout
for a merger deal or strategic partner surfaced early
this year. The bank suffered from heavy w t hdrawal s
after becomng enbroiled in fornmer President Estrada’s

i npeachnent trial as an all eged depository of "ill-gotten
weal th' and illegal ganbling payoffs. Senior bank
officials say that depositor confidence is returning
under the Macapagal -Arroyo adm nistration and that the
bank has not needed assistance fromthe Bangko Sentral ng
Pilipinas (BSP, the central bank), a fact BSP officials
confirm. The bank’s major shareholders are the Go
famly (309 and the two governnment-run social security
agencies (the Social Security Systemor SSS - 27% and
Government Service Insurance Systemor GSIS — 119%.

BoC Backs Qut of Merger/Rehab Deal: The Bank of Comrerce
(BoC) formally announced on February 22 that the bank had
decided to “step aside” fromits nerger and




rehabilitation deal with Urban Bank (a nmedi umsized
commerci al bank which closed in April 2000). BoC cited
the conplicated | egal issues on the closure of Urban Bank
and its investnent house subsidiary. Urban Bank issued
the statenment shortly after a neeting called by the

Phi |'i ppi ne Deposit | nsurance Corporation (PDIC) with BoC
and the receivers and creditors of the bank and its

i nvest ment house subsidiary.

On top of the escalating | egal tussle between the Bangko
Sentral and former Urban Bank officers, allegations over
the last few weeks |inked U ban Bank to Estrada accounts.
BSP Governor Rafael Buenaventura was al so drawn into the
fray for having allegedly used his advance know edge of
Urban Bank’s closure for the unfair advantage of certain
parties (including Estrada and the BSP Provi dent Fund).

Before this devel opnent, BSP, PDI C, and BoC officials had
expected U ban Bank (under BoC managenent) to reopen
within the quarter, after having obtained the approval of
the rehab plan fromnore than 90% of Urban Bank’s
creditors and depositors. PDI C President Norberto
Nazareno stated that one option was to convert

depositors’ and creditors’ clainms into equity for a joint
rehabilitation. An easier option would be for a “white
knight” to step into the shoes of BoC and foll ow the
rehabilitation proposal already crafted. In the Thursday
nmeeting, U ban Bank’s nmajor depositors — |large
corporations which, under the BoC rehabilitation schene,
basically had agreed to convert their deposits into
equity -— reportedly expressed their commtnent to Urban
Bank’s rehabilitation.



