PHI LI PPI NES ECONOM C W\RAP- UP
MARCH 03-09, 2001

The performances of the Philippine peso and stock market
were unremarkable this week, but interest rates did see
sone declines (helped along by the central bank). The
central bank also closed its first sovereign | oan under
the new adnministration; the $740 million syndicated | oan
for carries a rate of 310 basis points over LIBOR
February inflation slowed to 6.7% nostly on declines in
food prices. The governnment gave teeth to calls for
fiscal austerity as it issued two adm nistrative orders
freezing hiring and rationalizing the governnents notor
fl eet (anobng other steps). The Securities and Exchange
Comm ssi on has expanded its accusations of wongdoing in
t he BW Resources scandal to 139 respondents; to date, the
Phi |'i ppi ne Departnment of Justice has filed charges

agai nst only three people. Investnent plans approved by
the Board of Investnents and the Philippine Export Zone
Aut hority have rebounded sharply in the first weeks of
2001 (over the | ow base of 2000 figures). Finally, we
note that a 17-year old graft case against a formner

conmmi ssioner of the Bureau of Internal Revenue has
resulted in a conviction; however, the decision is |likely
to be appeal ed.

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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February Year-On-Year Inflation Slows To 6. 7%



Adm ni stration Orders Fiscal Austerity

BW Resour ces Stock Manipul ati on Case

I nvestors Regain Interest In The Phili ppi nes
Former Tax Chief Convicted O Gaft

Wil e news that Supreme Court had unani nously reaffirnmed
the legitimacy of the Macapagal - Arroyo presidency cheered
i nvestors, the value of the Philippine peso was

si mul taneously battered by weakness in regional
currencies. Many traders predict the peso wll continue
to trade against the US dollar in a narrow band around
P48/ US$ for the near future. The peso ended the week by
closing at P48.065/US$ on March 9; its close on March 2
was P48. 34/ USS$.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
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
FEB 26 48. 094 48. 230 125.0
27 48. 263 48. 265 129.5
28 48. 286 48. 280 93.7
MAR 01 48. 374 48. 470 100.1
02 48. 490 48. 340 125.5
MAR 05 47.812 47.670 114.5
06 47. 666 47. 660 121.1
07 47.799 47. 905 140.5
08 48. 002 47.910 163.0
09 47.982 48. 065 164.5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

On the back of favorable February inflation figures (see
bel ow), and anticipating (accurately) cuts in central
bank overnight rates, traders bid down interest rates at
the weekly T-Bill auction on Monday. The interest rate
on the 91-day bill fell 12.8 basis points to 10.328% and
the interest rate on the heavily bid 182-day bill shed
22.3 basis points to 11.560% The interest rate on the
364-day day bill shed a nore nodest 4.4 basis points to
12.453% More that P10 billion worth of bids were
submtted for the P4 billion worth of bills offered (P1
billion of 91-day; and P1.5 billion of both 182- and 364-
day bills). The regular Tuesday auction of T-bonds has
been suspended; at the over-the-counter sale of 2- and 5-
year bonds held on March 6, heavy demand of over P10
billion pulled dowm rates for the P2 billion worth of
each tenor offered. The rates for the 5-year paper shed
as much as 70 basis points with the Treasury accepting
rates between 13.8% and 13.985% for the bonds (I ast
auctioned in January). The rates for the 2-year paper



fell between 12 and 25 basis points to between 13.375%
and 13.5%

As noted above, the policy-making Mnetary Board of the
Bangko Sentral ng Pilipinas (BSP, the central bank)
announced on Thursday, March 8 that it would cut

overni ght | ending and borrowi ng rates by 50 basis points
(to 12. 75% and 10.5% respectively). Wile traders had
expected a cut, the timng and size of the reduction was
surprising. Most expected the BSP to hold off until the
U S. Federal Reserve nade a simlar nove. BSP CGovernor
Raf ael Buenaventura, however, said the nove and its
timng was justified not only by stability in the foreign
exchange markets and in price levels, but also by the
need for sonme nonetary easing in light of "external
weakness posed by the sl ow ng down of the U S. econony
and other nmajor economes...". Traders said they expect
the BSP to again cut rates if the Fed nmakes a sim|lar
nmove in the near future.

Auction Date 91 days 182 days 364 days
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
FEB 26 10. 456 11. 783 12. 497
MAR 05 10. 328 11. 560 12. 453

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

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

MAR 01 14. 5759 12.25 - 19.00



MAR 08 14. 3913 12.00 - 19.00

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Tradi ng vol unes on the Philippine Stock Exchange (PSE)
neared all time lows; the trading volune of P223 mllion
on March 8 was the second lowest in the history of the
Exchange. Two issues seemto be hurting investor
interest; one is the continued poor outl ook for corporate
profits, which is also draggi ng down share prices. The
other is uncertainty as to how markets will be affected
by restructuring of the PSE board. The Revised
Securities Code strictly separates broker and deal er
accounts, which had dried up market liquidity
considerably. The market did get a slight boost over the
weekend by the unani nous decision of the Philippine
Suprene Court reaffirmng the legitimcy of the

presi dency of d oria Macapagal -Arroyo. The 33-share

Phi l'i ppine Stock Index (PHI SIX) clinbed back over the
1600 level early in the week (fromits March 2 cl ose of
1596.97), but later slid to close at 1588.39 on March 9.

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

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
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
FEB 24 1636. 04 498
25 1632. 30 344
26 1613. 49 995
MAR 01 1570. 20 735
02 1596. 97 499
MAR 05 1616. 54 614
06 1611. 47 328
07 1612. 81 312
08 1589. 57 223
09 1588. 39 613

Source: Philippine Stock Exchange

$740 M LLI ON SYNDI CATED LOAN CLOSED

The Bangko Sentral ng Pilipinas (BSP, the central bank)
announced the securing of a US$740 million syndicated

|l oan this week. The three year |oan, to be signed on
March 15, carries an interest rate of 270 basis points
over LIBOR (plus a 40 point spread for bank fees). BSP
Governor Rafael Buenaventura, noting that this is the
first sovereign | oan concl uded under the new

adm ni stration of President Macapagal -Arroyo, said the
proceeds will be used to finance sonme $870 million in
mat uring debt. The BSP originally had | ooked to borrow
about $400 million, but response to the issue (booked by
HSBC) was quite strong with the oversubscription rate
reaching 1.85 tines. The BSP CGovernor and | ocal bankers
have said the oversubscription rate represents renewed

i nvestor confidence in Philippine debt. The 19 banks



participating in the |loan include G tibank, Chase
Manhat t an, Equit abl e- PCI bank, Metrobank and Bank of the
Phi |'i ppi ne I sl ands, anong ot hers.

FEBRUARY YEAR- ON- YEAR | NFLATI ON SLOAS TO 6. 7%

The governnment's National Statistics Ofice (NSO
reported that February 2001's consuner price index (CPl)
i ncreased by 0.2% nont h-on-nonth, slowi ng from January's
0.8% increase. That deceleration reflected a 0.5%
decline in the heavily-wei ghted food i ndex which,
constituting nore than half of the CPl basket, partially
of fset larger price hikes registered by non-food indices.
The NSO reported that crop and fish harvests benefited
from favorabl e weather conditions, with a sl owdown in
post - hol i day demand for neat products al so contributing.

Except for clothing, all other non-food indices posted

hi gher nonth-on-nonth inflation rates than in January:
fuel, light, and water (1.7%from0.4%; services (0.9%
fromO.4%, housing and repairs (1.2%from0.8%; and

m scel | aneous itens (0.5%from0.4% . Manufacturers had
i ndi cated over the past several nonths that they were
finding it increasingly difficult to hold off nore
significant price adjustnments, especially on newer
inventories, due to cost-push pressures (i.e., from

hi gher wages, financing costs, transport and utility
rates, and a weaker peso). Governnent officials
attributed the relatively pronounced nont h-on-nonth
acceleration in the utilities index to upward adjustnents
in the price of liquefied petroleumgas (LPG used for
cooking in nost Philippine househol ds) and hi gher
purchased power and currency exchange rate adjustnents in
electricity bills.

In year-on-year termnms, consuner price inflation
decelerated from6.9% in January to 6.7% in February.
Except for the food i ndex (which decelerated from5.2%to
4.3%, all other nmajor indices posted higher year-on-year
inflation rates during the nonth: clothing (3.8%from
3.7%; housing and repairs (6.4%from5.6%; fuel, |ight,
and water (13.7%from 12.5%; services (14.1% from
13.6% ; and m scell aneous itens (7.1%from6.8% . Year-
on-year inflation averaged 6.8% during the first two
nmont hs of 2001. The governnent's goal for the full-year



is for average year-on-year inflation in the 6%to 7%
range.

PHI LI PPI NE CONSUMER PRI CE | NFLATI ON
(IN9%

Year - on- Year Mont h- on- Mont h

Jan 2000 2.6 0.5
Feb 3.0 0.4
Mar 3.4 0.1
Apri | 3.7 0.2
May 4.2 0.4
Jun 3.9 0.7
Jul 4.3 0.5
Aug 4.6 0.7
Sep 4.6 0.5
Cct 4.9 0.7
Nov 6.0 1.2
Dec 6.6 0.7
Aver age

Jan- Feb 2.8

Jan- Dec 2000 4.4
Jan 2001 6.9 0.8
Feb 6.7 0.2
Aver age

Jan- Feb 6.8

Sour ce: Nati onal Statistics Ofice

ADM NI STRATI ON ORDERS FI SCAL AUSTERI TY

This week, the governnent issued two adm nistrative

orders estimated to generate about P7 billion in
"savings". The orders were issued to give teeth to the
Macapagal - Arroyo adm nistration's urgent call for fiscal
austerity -- reflecting the national governnent's goal to

contain its 2001 fiscal deficit to P145 billion

Adm nistrative Oder (AO 4 directs governnent agencies
(1 ncludi ng governnent-controlled corporations and



government financial institutions) to submt a
conprehensi ve inventory of their vehicles to the

Depart ment of Budget and Managenent (DBM by March 15.
Based on the subm ssions, the order instructs the
Executive Secretary and DBMto prepare a "vehicle
rationalization progrant within 30 days. Through this
nmove, the governnent hopes to save on vehicle acquisition
costs by transferring vehicles fromone agency to anot her
and to generate revenues by selling redundant and
unnecessary vehicles inits fleet.

AO 5 directs governnent agencies and gover nnent -
controll ed corporations and financial institutions to
generate at |east 10% i n savings on non-personnel

expendi tures based on their respective 2000 re-enacted
(or corporate operating) budgets. A smaller 5% cut
applies to agencies delivering social or tourism
services. AO 5 specifically prohibits certain activities
during the budget year, anong them new buil ding or

of fice construction; the creation of new agenci es,

of fices, and positions; and personnel hiring, except for
key positions (division chiefs and above) and positions
in the education, health, information technol ogy, and
defense sectors. AO S5 also directs the National Econom c
and Devel opnent Authority (NEDA) to work wi th governnent
agenci es and departnents in assessing and prioritizing
gover nnment prograns and projects.

BW RESOURCES STOCK NMANI PULATI ON CASE

In | ate February, the Securities and Exchange Conm ssion
(SEC) filed a report with the Departnent of Justice (DQJ)
accusi ng 139 respondents of various acts of stock
mani pul ation i nvolving gamng firm Best Wrld (BW
Resources. The report expands on two ot her SEC reports
filed before the DQJ | ast year which listed 50
respondents. Last Decenber, the DOJ — citing | ack of
evidence — had filed charges in court against only three
of the 50. The charges filed by the DQJ were al so nore
limted in scope and severity than the SEC had proposed.
Wth its latest report, the SEC hopes to "revive" and

bol ster evidence for the charges which the DQJ di sm ssed.
The | atest SEC report al so expands the list of alleged



wrongdoers to include not only heads of brokerage houses,
but also traders and enpl oyees who handl ed BW st ocks.

The BW Resources scandal (which involves charges of stock
mani pul ati on agai nst former President Estrada and many of
his close associates) is the nost significant in

Phi |l i ppi ne stock market history. It was big enough to
have triggered the | ong-del ayed passage by the Philippine
Congress of a stronger securities |aw last year. This
week, a DQJ prosecutor was quoted in the press as saying
that the DQJ could not clearly determ ne "which
respondents are charged with what conpl ai nts" based on
the SEC s latest affidavit and 80-page report. DQJ
officials also indicated that the DQJ probe coul d take
sonme time because of the sheer nunmber of respondents
entitled to due process. For now, it remains to be seen
how the SEC s |atest report will fare before DQJ's
prosecutors, and how far and quickly the cases wll
progress in the Philippine court system A conviction
for stock fraud or mani pul ati on woul d be considered a

"l andmar k", and will be key to restoring donestic and

i nternational confidence in Philippine equities markets.

| NVESTORS REGAI N | NTEREST I N THE PHI LI PPl NES

BO Approvals Up 50% To P3.73 Billion I n One Month Under
President d oria Macapagal Arroyo -- The Board of

| nvestnments (BA ), during the first nonth of President

d oria Macapagal -Arroyo (GvA) has approved applications
for 20 projects valued at P3.73 billion (about $78
mllion). This was 50% hi gher than the year-ago | evel of
P2.48 billion, Trade and Industry (DTl) secretary Mar
Roxas told reporters. O the total new approvals,
foreign equity investnents accounted for only 16% or P600
mllion ($12.5 mllion), of which 75% (P448 million)
originated nostly fromJapan. O the 20 applications,
seven are plans to establish regional headquarters and
nine are in various IT activities, a growh area being
pushed by the present adm nistration. Proposed pioneer IT
activities include: providing Internet services,

el ectronic tradi ng, software devel opnent, data and cal
centers, and content devel opnent. It should be noted
that BO approvals only represent an agreenent that the
terms of investnent are acceptable to the governnent;



sone BO approved investnents may be del ayed for years or
never take place at all.

Leadi ng the pack of new IT investors is Philippine

Phi | Web. Com which plans to invest P2.3 billion in
various I T services such as web devel opnent and hosti ng,
on-line hotel reservation services and on-line college
enrol ment services. Attributing the marked increase in
BA investnents to confidence in the new adm nistration,
DTl secretary Roxas sees nore foreign investnments com ng
in. M. Roxas projects the BO could easily exceed the
2000 investnent target of P40-P45 billion (the lowest in
12 years) set by the previous Estrada adm ni stration.

M. Roxas declined to set new investnent targets.

PEZA Approval s Quadrupled To P10.9 Billion Through Feb 15
-- Aside from BO approvals, the Philippine Econom c Zone
Aut hority (PEZA) has al so approved invest nent
applications of P10.92 billion ($227 mllion) during the
first 45 days of 2001. This value is nearly four tines
the P2.8 billion investnents PEZA regi stered for the sane
period |ast year. A new P5.4 billion project by Japan's
Epson Precision (Phils.), Inc., wll manufacture quartz-
based oscillators, chips and surface nmounting devices for
export to Japan. The Korean firm Phili ppine Sansung

El ectronics will spend P1.9 billion to expand its design
and manufacture of electronic optical disk device
products, their conponents and parts for sale to U S.,
Europe and Asia. Another Japanese investor, N dec
Precision Philippines, will invest P923 mllion to expand
manuf acture of fluid dynam c pressure bearings for snal
precision nmotors. Mst of these will also be exported to
Asia, while sonme will be sold to other PEZA-adm ni stered
enterprises. Secretary Roxas is optimstic that these
and other new and larger investnments wll not only bring
in capital but also provide |ong-term enpl oynent.

FORMER TAX CHI EF CONVI CTED OF GRAFT

The anti-graft and corruption court (Sandi ganbayan)
convicted fornmer Bureau of Internal Revenue (BIR)
Comm ssi oner Bi envenido Tan Jr. of illegally entering
into a conprom se agreenent with the San M guel
Corporation (SMC) to settle a P303 mllion tax liability



case. The court ruled that the agreenent offered
"unwar r ant ed advant age, preference and benefit to a

t axpayer" and therefore resulted in "undue injury" to the
governnment. Tan's settlenent with SMC reduced the
l[tability to PLO mllion. The agreenent was reached with
SMC in Decenber, 1988; the case against Tan was
originally filed in 1993. Tan, who is now 70 years ol d,
was the BIR conmmi ssioner during the term of forner

Presi dent Corazon Aqui no.

Fi nance Secretary Al berto Romulo told reporters that he
woul d instruct the BIR to imediately follow up on the
court's orders to collect the P293 mllion allegedly
"given away" by Tan. SMC, however, said that it had
entered into the settlenent with Tan in good faith and
that it was considering filing a notion for

reconsi deration with the Sandi ganbayan.



