PHI LI PPI NES ECONOM C WRAP- UP
FEBRUARY 24 — MARCH 2, 2001

A del egation of thirty conpani es sponsored by the US-
ASEAN Busi ness Council visited Manila February 25-28,
meeting with top officials and di scussing many issues of
interest to the business community. Action on Philippine
financial markets was relatively nmuted this week; both
the peso and the stock narket were slightly weaker as
interest rates eased nodestly. The Treasury Bureau has
suspended auctions of |ong-term bonds in favor of short-
termborrowing for at |least the near term The

Phi li ppi ne Stock Exchange, accepting the inevitable, is
in the throes of preparing itself for denutualization and
a possible future public stock offering. |n banking
news, we report on a reprise of a joint sale of PNB
shares held by Lucio Tan and the Philippine governnent;
the gromng interest in "e-banking"; and the |atest news
on Equitable-PCl bank. W also report the weak state of
new car sales in January 2001 and on | ocal opposition to
SKP inports in the context of the Philippine Mtor
Vehi cl e Devel opnent Program Finally we note that the
government, digging around for revenues (and relieved
that international oil prices have eased sonewhat) has
re-inmposed a 3%tariff rate on petrol eum and petrol eum
product s.

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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The Phili ppine peso continued to see its value vis-a-vis
the U S. dollar erode this week, as much on regional
political uncertainties as on donestic ones. Concerns
over a weaker Indonesian rupiah reinforced pressures on
the peso caused by continuing deliberations by the
Suprenme Court of a constitutional challenge to the

i naugur ati on of President Macapagal - Arroyo by forner
President Estrada. Overall the peso depreciated froma
cl ose of P48.16/ US$ on February 23 to P 48. 34/ US$ on
March 2.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
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
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

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

At the February 26 auction of T-Bills, rates on the
gover nnment papers eased only slightly, as traders await
further cuts in overnight rates fromthe central bank.
Wth full awards nmade for each tenor, the interest rate
on the 91-day bill eased only 6.9 basis points to

10. 456% Rates on the 182-day bill saw the biggest
decline (11.7 basis points to 11.783%; and the rate on
the 364-day bill sank only 0.3 basis points to 12.497%

In line with the Treasury Bureau review of governnent
borrowi ng patterns, no auction for 5-year bonds was held
this week. In fact, no bond auctions will be held at al
in March, and 2-year and 5-year bonds will only be sold
"over-the-counter” (OTC). This neans that they are
consi dered extensions of the |ast successful auctions of



these instrunments (on February 13 and 20, respectively)
and will mature on the sane dates as those sold at the
auctions (so bids are evaluated according to the "yield-
to-maturity" formula). P5 billion worth of 2-year bonds
were offered OTC this week, and P3 billion worth of bids
were accepted. The Treasury Bureau tells us that P2
billion worth of the 5-year bonds will be offered OTC
next week. For 7- and 10-year bonds, weekly auctions are
i ndefinitely suspended, nor wll they be sold OIC

Auction Date 91 days 182 days 364 days
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
FEB 26 10. 456 11. 783 12. 497

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmercial Banks

Dat e of Survey Aver age Range

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
MAR 01 14. 5759 12.25 - 19.00

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The 33-share Philippine Stock Index (PH SIX) continued to
decline this week as the political euphoria that saw the



i ndex surge over 250 points on January 22 (the first
trading day after the inauguration of President
Magapagal - Arroyo) continues to give way to economnic
realities such as weak corporate earnings reports. O
particul ar concern this week was news t hat

t el ecommuni cations gi ant Philippine Long D stance

Tel ephone (PLDT) saw its 2000 earnings hal ved from 1999
|l evels. Overall, the PH SI X dropped 3.04% fromits
February 23 close of 1647.00 to end the week at 1596. 97.

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 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

FEB 24 1636. 04 498
25 1632. 30 344
26 1613. 49 995
MAR 01 1570. 20 735
02 1596. 97 499

Source: Philippine Stock Exchange

US- ASEAN BUSI NESS COUNCI L DELEGATION VISIT

A del egation representing thirty United States conpanies
visited Manila February 25-28, sponsored by the US- ASEAN
Busi ness Council. Billed as the |argest U S. business
del egation ever to visit the Philippines, the del egation
received top | evel access fromthe new governnent here,
meeting with President d oria Macapagal Arroyo, Vice
Presi dent/ Forei gn Secretary Teofisto Gui ngona, Senate
President Aquilino Pinental, and Cabinet Secretaries
Manuel Roxas (Trade and Industry), Dante Canl as (Nati onal
Econom ¢ and Devel opnment Authority), Al berto Romulo
(Finance) and Leonardo Montenmayor (Agriculture), as well
as Central Bank Governor Rafael Buenaventura. Delegation
menbers also met with National Power Conpany President
Jesus Al cordo, Custonms Comm ssioner Titus Villanueva,

Tel ecommuni cati ons and Communi cations Under Secretaries
Augustin Bengson and Art Val dez, and Special Envoys
Roberto Romul o, Roy Navarro, and Paul Dom nguez.

During the visit, Admnistration officials stressed their
commtnment to transparency in governance and reliance on
mar ket forces, and said they wel coned increased foreign

i nvestnment. Anong nmany issues raised during the

di scussions, the officials stressed their commtnent to
pass a Power Bill (the bill to restructure and privatize
the power industry) in the near future, prior to the
begi nni ng of the next Congress in July, and acknow edged
the need to enforce nore vigorously | aws already on the
books.

PSE GEARI NG UP FOR DEMUJTUALI ZATI ON



The Philippine Stock Exchange (PSE) is working to
"denutual i ze" (i.e., convert itself froma non-stock
entity to a stock corporation) as stipulated in the
Securities Regulation Code of 2000 (SRC). The SRC gave

t he exchange one year -- until August 8, 2001 -- to
convert to a stock enterprise. PSE officials told the
Enbassy that the bourse's internal goal was to convert to
a stock corporation ahead of the August 8 deadline (they
hi nted, possibly in the next nonth or two). However, it
remains to be seen how soon the exchange (currently

dom nated by nmenber brokers) will be able to conply with
an SRC provision limting any one industry or business
group (such as brokers) from owning nore than 20% of the
bourse's voting rights. PSE officials told the Enbassy
that conpliance with that stipulation would depend on the
ability to attract prospective investors (whether through
private placenents or a public listing) despite previous
scandal s and the absence of a track record as a profit-
oriented stock entity.

The PSE is working to dermutualize and restructure with
techni cal assistance fromthe Australian governnent. PSE
officials clarified that the SRC did not require a public
offering of the bourse's shares. Neverthel ess, the PSE
plans a public listing, at a still indeterm nate tine.
Some PSE officials indicated that it could take another
year or two after denutualization to publicly list the
corporation's shares to ensure that key structures,
systens, and profit centers for a viable exchange (and
successful public offering) were in place. Anong the
proposal s being considered prior to listing -- patterned
after the successful Australian nodel -- is one for the
exchange to acquire existing securities clearing and
depository agencies as nmmjor revenue generators. The PSE
currently owns 51% of the Securities and O earing Corp.

of the Philippines (SCCP) and 32% of the Phili ppine
Central Depository (PCD).

BANKI NG NOTES

Joint Sale of PNB in the Wrks?: Reports indicate that
t he governnent and Lucio Tan nmay again attenpt a joint-
sale of their shares in Philippine National Bank (PNB)
An earlier effort in June 2000 ended in a failed bidding



because only one party tendered an offer. In July, the
government put up its shares under two options: an

P85/ share cash price or P100/share two-year install nent
price. Tan offered to purchase the governnent shares on
install ment, but subsequently refused to put up the
required collateral. Tan then eventually managed to
increase his stake in PNB (from 46%to about 70% through
a P60/share stock rights offering in Septenber (in which
his group enmerged as the major subscriber). A nunber of
anal ysts commented that Tan (a cl ose associate of forner
President Estrada) is probably looking to liquidate his
PNB hol di ngs -- perhaps even at a loss -- rather than
having to try to rehabilitate the troubl ed bank under a
new government that may be | ess synpathetic to his
interests. A nunber of BSP officials also comrented that
PNB' s rehabilitati on woul d probably proceed nore snoothly
under a new majority owner. PNB shares are currently
tradi ng at about P40/share at the Phili ppine Stock
Exchange. The commerci al bank, while the sixth | argest
in the country by assets, is saddled by a heavy non-
performng loan (NPL) ratio -- reported at 39% as of
Decenber 2000 (versus the 15.1% i ndustry average).

El ectroni ¢ Banki ng Catches On: N neteen banks have

al ready obtai ned the approval of the Bangko Sentral ng
Pilipinas (BSP, the central bank) to engage in electronic
banki ng ("e-banking") activities. O the 19, 11 are
commerci al banks (a quarter of the commercial banks
operating in the country). Another ten or so
applications are pending the approval of the BSP. A
circular issued in May 2000 (and anended in Decenber)
requi res banks to seek the BSP's approval before
provi di ng e-banki ng services. Anong the approval
criteria are the bank's financial capability to support
e- banking activities; conpliance wth BSP prudenti al
regul ations; and the adequacy of systens, policies, and
procedures to manage attendant risks and to address
security issues (including the authentication of
transacting parties and confidentiality of information).

Equi tabl e PCl Bank: During the week, business dailies
reported that Equitable-PCl Bank (the country's third

| argest conmmerci al bank by assets) had received up to P30
billion in BSP assi stance between Decenber and January.
The reports noted that the anobunt was even | arger than
the P25 billion assistance provided to Philippine



Nat i onal Bank (PNB) by the BSP and Phili ppi ne Deposit

| nsurance Corporation (PDIC) |last October. Although sone
deposits reportedly have begun to return over the past
nmont h, Equitabl e-PCl had suffered from heavy w thdrawal s
after becom ng deeply enbroiled in former President
Estrada' s i npeachnent tri al

Senior BSP officials maintain that, unlike PNB (which was
also hit by heavy withdrawal s | ast year) Equitabl e-PCl
Bank has not required any energency assi stance or
advances fromthe BSP. They clarified that the bank had
tapped "nornmal”™ BSP liquidity facilities available to al
banks -- mainly the repurchase and redi scounti ng w ndows.

VEHI CLE SALES DOMWN 17. 4% | N JANUARY

The autonotive assenbly industry's recovery pace, which
averaged 20 percent nonthly through Septenber 2000, went
steadily downhill through January 2001. Danpened
interest in the purchase of new cars and comerci al
vehicles is reflected in the overall 17.4%fall in

i ndustry sales, from6,948 units in January 2000 to 5,736
units in January this year, the Chanber of Autonotive
Manuf acturers of the Philippines, Inc. (CAVPl) reported.
Har dest hit was the passenger car segnment whose sal es
dropped 32%to 1,613 units in January from2,366 units a
year ago. Comrerci al vehicle sales, which used to nake
up for previous poor sales performance by passenger cars,
al so slipped by 10%to 4,123 units in the first nonth of
the year from4,582 units a year ago. \Wile CAWMPI
executives attribute the sales slowdown to the
uncertainty brought about by the recent political crisis,
sone industry players admt that due to the economc

sl owdown, many car buyers have tenporarily shifted
preferences, fromrelatively expensive new |ocally

manuf actured cars to |l ess costly inported used units.

LOCAL ASSEMBLERS OPPCSE SKD | MPORTS

Al t hough CAMPI officials expect business prospects to
turn brighter under the new adm ni stration, autonotive
assenblers wait to see how an econom st President would
"plug | oopholes” in the current inplenentation of the
Mot or Vehi cl e Devel opnent Program (MWDP). MWDP



participants used to be able to inport 500 "sem -knocked-
down" (SKD) vehicles every 18 nonths at a preferenti al
tariff of 10% the sane rate as "conpl etely knocked- down"
(CKD) inports. However, in April 1998, the BO

di scontinued granting SKD i nport |icenses because sone
assenblers failed to nove to CKD assenbly after selling
all their assenbled SKDs. Since then, only an
endorsement fromthe O fice of the President (Ml acanang)
woul d allow the BO to issue a certificate of authority
to inmport SKDs. W thout Mal acanang approval, SKDs woul d
be levied the current MFN tariff of 30% the sane rate as
i nported new cars

In an open public letter to Mal acanang, Phili ppine
Autonotive Federation Inc. president Vicente MIls, Jr.
said vehicle assenblers were alarnmed by, and concerned
over the license granted by former Executive Secretary
Ronal do Zanora to Daim erChrysler and | ocal partner

Nor ki s Aut onotive Resources Corp., to inport 1,000 SKD
units of Chrysler sport utility vehicles and pickups this
year, with an option to bring in another 2,500 units in
2002 and 3,500 units in 2003. MIlls also questioned the
18-nmont h extensi on of Daim erChrysler-Norkis' original
SKD license to inport 500 units, of which only 271 units
have been brought in since 1998. MI|s added that under
MVDP rules, SKD inports could only be made for a maxi num
of 18 nonths. Aside from being unlawful, MIIls argued
that an SKD inport |icense would be detrinental to the
governnent's programto devel op the | ocal autonotive
parts manufacturing industry, because SKDs need only
tires and batteries. MIlls also cited in the letter that
t he governnent would | ose a substantial anount of revenue
because of the 20% tariff discount (30% | ess 10% enjoyed
by licensed SKD i nporters. The President's office has
yet to respond to MIIls' protest.

PHI LI PPI NES RESTORES 3% O L | MPORT DUTI ES

Despite appeals by industry representatives, the
Governnent had restored the 3%tariff on inported crude
and refined petrol eum products on February 8, as provided
in Executive Order 314 of Novenber 2000. A separate
proposal by the previous adm nistration to cut applied
exci se taxes on petrol eum products (10% on notor gasoline
and fuel oil, and a higher 20% on kerosene and di esel)



was not workabl e according to the Finance Departnent, and
hence was never passed. The uniform 3% i nport duty,
specified in the Philippine Tariff and Custons Code, has
been restored on the foll ow ng petrol eum products:
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Gas oils including diesel,
kerosene, jet fuel, notor
gasol ine and ot her heavy oils 0%

Li quefi ed propane 0%
Li quefi ed but ane 0%
M xture of |iquefied propane

and but ane 0%

Sour ce:

Tariff and Custons Code of the Phili ppines



