PHI L1 PPI NES ECONOM C WRAP- UP
JANUARY 20- 26, 2001

Wth doria Macapagal - Arroyo being sworn in as President
on January 20, financial markets reacted swiftly and
strongly to the ending of the political turnoil that had
gri pped the Philippines for nonths. However, the new
president will still have to grapple with the significant
probl em of a massive fiscal inbalance. W report on the
status of the debate over the 2001 budget, noves for a
merger or sale of Equitable-PC Bank, and on business
reactions to the new adm ni stration.

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 Cctober Economic Qutl ook, which is also avail able
on our web site. The next edition of the Qutlook is

qui ckly being revised to reflect recent political

devel opnents and shoul d be avail abl e by m d-February.
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In the aftermath of the end of the Estrada governnent and
the installation of new President 3 oria Macapagal -
Arroyo, foreign exchange markets exulted. Froma record
| ow daily wei ghted average of P54.808/ US$ on January 17,
t he exchange rate rocketed to close at P47.50/ US$ on
January 19. In noderate trading volunes this week (well
over $100 million/day) sone of that volatility was taken
out of the market as focus began shifting back to (sone
not very pretty) econom c fundanentals. W do expect
political devel opnments to continue to play a role in
forex rates for the foreseeable future. The peso traded
in a band between P46. 00/ USD and P50. 10/ USD bef ore
closing the week at P49.72/USD on January 26.

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

DEC 18 50. 072 50. 120 48. 8
19 50. 140 50. 075 123.5
20 50. 075 50. 058 108.9
21 50. 077 50. 045 88.5
22 50. 024 49. 900 75.9
DEC 25 Mar ket s C osed

26 49. 443 49. 420 134.5
27 49. 372 49. 910 88.0
28 49. 998 49. 870 154. 6
29 49. 986 50. 010 65. 5
JAN 01 Mar ket s C osed

02 51. 294 51. 000 84.0
03 51. 025 51. 040 128.5
04 50. 953 50. 970 126. 2
05 51.092 51. 000 145.5
JAN 08 50. 939 50. 940 93.0
09 50. 902 50. 935 77.0
10 51. 064 51. 150 112.0
11 51. 325 51. 325 149.5
12 51. 460 51. 590 99. 6



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

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

T-Bills: The T-Bill auction on Monday reacted just as
favorably as other markets to the new President; for the
P4 billion worth of bills offered over P28 billion in

bi ds were received at the Treasury Bureau. Rates on the
91-day bills fell 60.5 basis points to 11.76% i nterest
rates on the 182-day and 364-day bills both fell 110.1
basis points to 12.256% and 12. 136% respectively. One
deal er suggested that the nobve was an overcorrection and
that rates may cone back up slightly next week.

T-Bonds: The results of the Monday T-Bill auction
extended to the auction of 2-year T-Bonds on January 23;
interest rates on the 2-year bonds recorded their biggest
ever drop, falling 187.5 basis points to 14.125% on heavy
demand. After the auction, Treasury officials told
reporters that borrow ng plans for 2001 woul d be the

subj ect of a broad review by incomng Secretary of

Fi nance Al berto Ronul o.

Overnight rates: Governor Rafael Buenaventura and the

pol i cy- maki ng Monetary Board of the Bangko Sentral ng
Pilipinas (BSP, the central bank) were cheered enough
about the inproving situation to cute overnight rates on
January 25 by 50 basis points (the rates now stand at 12%
for borrow ng and 14.25% for lending). |n announcing the
cut, the BSP noted that not only did this reflect the



removal of the "political risk" premum but also better
inflationary prospects (based on |ower oil prices and
expectations of better weather for 2001). Buenaventura
noted that the inproving conditions may provide further
flexibility in nonetary policy, particularly if the U S
Federal Reserve noves to cut its rates.

Auction Date 91 days 182 days 364 days
DEC 11 13. 702 15. 277 15. 579
DEC 18 12. 931 14. 724 15. 067
JAN 02 12. 883 rejected rejected
JAN 08 12.598 13. 657 14. 240
JAN 15 12. 365 13. 657 14. 237
JAN 22 11. 760 12. 556 13. 136

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

DEC 13 17. 2705 14.50 — 20. 097
DEC 21 17. 4326 14.50 - 20.00
JAN 04 17. 3220 14.50 — 20.00
JAN 11 17. 1677 14. 50 — 20. 00
JAN 17 17.1154 14.50 - 21.00
JAN 25 16. 8757 13.50 — 20.00

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Also reacting to the installation of new Presi dent
Macapagal - Arroyo, the Philippine stock market recorded
its biggest one day gain ever on January 22, surging
ahead 17.56% (255.13 points). In intraday trading at one
poi nt on Monday, the 33-share Philippine Stock |Index



(PHI SI X was actually up over 500 points (34.36% before

t he exuberance faded. But the gains have held for the
nost part, with the market trading well above the 1600

| evel for the week in mxed trading. Fromits close of
1452. 93 on January 19, the PHI SI X ended the week up 17.6%
at 1708. 18.

Phi |'i ppi ne St ock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)

DEC 18 1408. 19 398
19 1413. 99 2697
20 1447. 65 2900
21 1426. 05 954
22 1429. 17 1175
DEC 25 Mar ket s C osed

26 1467. 82 607
27 1464. 21 1781
28 1486. 46 677
29 1494. 50 5400
JAN 01 Mar ket s C osed

02 1448. 49 379
03 1450. 96 216
04 1475. 11 366
05 1469. 08 302
JAN 08 1494. 38 522
09 1531. 82 682
10 1534. 15 962
11 1515. 89 609
12 1541. 65 798
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

Source: Philippine Stock Exchange

UPDATE ON 2001 BUDGET

Wth barely two weeks left to debate and pass a 2001
budget before adjourning on February 8, senators

rai sed the possibility that the 2000 budget (technically
already in force because of the absence of a new
congressional | y-approved budget plan) may have to be
“carried over”. In press interviews, Senate finance
comm ttee chairman John Gsnena said he had consulted
Senate President Aquilino Pinmentel and conferred with
Macapagal - Arroyo adm nistration officials on the matter,
who reportedly were anmenable. According to Senators
Gsnena and Pinentel, the deferred enactnent of a new
budget woul d al so gi ve the Macapagal - Arroyo

adm ni stration the opportunity to review the governnment’s
fiscal situation and to make inputs to the 2001 budget
proposal (originally prepared by the Estrada

adm nistration) until a new Congress convenes in July.
The senators said they would consult the | eadership of
the Lower House. The latter had already passed a P715
billion budget for 2001 (P10 billion | ower than requested
by former President Estrada) before the Christmas
hol i days.

Wth prospects possibly headed towards a possible re-
enact nent of the 2000 budget plan, Senator John Gsnena
noved for approval of a separate bill providing the
Comm ssion on Election (Conelec) a P2.4 billion budget
for May’s congressional and local polls. Before
Christmas, the Lower House had al ready passed a bill
(separate fromthe 2001 budget bill) appropriating funds
for the May elections. Staff fromthe Lower House’'s

pl anni ng and budget office told the Enbassy that the bil
had been initiated and passed to avoid jeopardizing the
upcom ng elections in the event the Philippine Congress
failed to pass a final 2001 budget authori zati on.



Comrenting on the 2001 budget proposed by forner

Presi dent Estrada, new Fi nance Secretary Al berto Ronulo
told reporters on January 25 that the revised deficit
target contained in the proposal was P121 billion. But
he then clainmed that the Estrada adm nistration had |eft
behind P70 billion in unpaid obligations, thereby already
bl oating the deficit to P191 billion. Ronmulo said that

it wuld be a goal of the admnistration to bal ance the
budget by 2004, but did not suggest that this was |ikely.
Both he and President Macapagal - Arroyo suggested that the
government wll have to live on an "austere" budget until
then. One of Romulo's earliest cooments upon his

appoi ntment was that he would focus on increasing revenue
col l ections; he expanded those coments to say on January
25 that he would specifically ask the Custons Bureau to
raise its revenue targets and stop snuggling. The
government has indicated it also plans to nove forward
with stalled and del ayed privatizations of several assets
with the goal of raising some P10 billion

EQUI TABLE- PCI BANK: TO SELL OR NOT' TO SELL?

Senior officials of Equitable-PCl Bank told reporters
this week that pressure to nmake way for a strategic
investor or to nerge with another banking institution in
a bid to restore depositor confidence has eased. Before
“EDSA Peopl e Power 2" toppled Joseph Estrada fromthe

Phi | i ppi ne presidency over the weekend, Equitable-PC
(the country’ s third | argest commerci al bank by assets)
had been suffering froma rash of wthdrawal s since
Novenber after becom ng nore deeply enbroiled in the

i npeachnment drama during the |ast few nonths of 2000.
Initially hounded by bad publicity as a depository of
Estrada’s alleged ill-gotten wealth and illegal ganbling
payof fs, Equitabl e-PC subsequently produced the trial’s
“star” prosecution witness. However, fear of retaliation
by the Estrada adm nistration and |ingering issues
surroundi ng bank secrecy |aws reportedly continued to
keep depositors at bay. The previous week, in response
to the Philippine Stock Exchange’s queries on a nunber of
press reports, the publicly-listed bank disclosed that it
was in prelimnary talks with a nunber of potential |ocal
and foreign investors.



Fol |l owi ng the unexpected and rapid turn of events over

t he January 20-21 weekend, senior Equitabl e-PC Bank
officials coomented that the situation appeared to be
stabilizing and that deposits had begun to return. The
bank’ s shares cl osed at P58.50/share on January 26, up

8. 3% week- on-week. The bank has al so enbarked on an
aggressive canpaign to help stemdeposit w thdrawals.
Thi s week, nmajor newspapers carried a full-page appeal by
Equi t abl e- PCl SVP (and prosecution witness) C arissa
Ccanpo for the public to support the bank for its active
cooperation in the inpeachnent trial. Interviewed early
this week, Chairman Ricardo Rormul o sai d devel opnents over
t he next few weeks would be a crucial indicator of

whet her depositors’ confidence was back and hinted of a
change-of -heart in the bank’s search for a strategic

part ner.

Al t hough maintaining that the bank remains |liquid and
fundanmental | y sound and has not required BSP assi stance,

t he BSP had urged Equitabl e-PCl managenent to concl ude a
buy-in and/or nmerger deal within the nonth in the wake of
the heavy withdrawals. Senior BSP officials told the
Enbassy that the nonetary authority continues to urge
Equi t abl e- PCI Bank’ s nanagenent to pursue the buy-
in/fmerger route despite the optimsm generated by recent
political events. BSP officials said that, as of Tuesday
(January 23), Equitable-PCl officials had indicated that
t he bank had not junked buy-in/merger options, but wanted
to be able to bide its tinme to obtain a better price.

The bank had recently engaged the services of | NG Barings
as financial advisor to evaluate acquisition/ nmerger
proposals. Late this week, however, press reports
suggested that the Go famly (which holds a 30% stake) no
| onger seened inclined to let go of their shares. |In
addition to the Go famly, Equitable-PCl's majority
owners are the two state pension funds (i.e., the Soci al
Security System and Governnent Service |nsurance System
-- wWith conbi ned hol di ngs of over 35%.

BUSI NESS GROUPS PROM SE NO LAYCFFS, PLEDGE SUPPORT

In the euphoria imediately foll ow ng President
Macapagal - Arroyo' s oat h-taki ng, | ocal businesses
(adversely affected by the recent political crisis)
rushed to assert that the ascendancy of M. Macapagal -



Arroyo as President ended the “leadership crisis.”

Refl ecting the optimsmthat has surged through the

busi ness community, el even business organizations |ed by
t he Phili ppi ne Chanber of Commerce and Industry (PCCl),

t he Federation of Philippine Industries (FPl), the Makati
Busi ness Club (MBC) and the Enpl oyers Confederation of
the Philippines (ECOP), pledged their support for the new
adm nistration, particularly in its canpai gn agai nst

poverty. "The |east the nenber corporations could do
initially is hold layoffs at least in the first quarter
of this year,"” industrialist and FPI president Rau

Concepci on has said. FPI’'s Concepcion sees a brighter
econom ¢ outl ook for the first quarter of the year, and
MBC s Quillermo "Bill" Luz expects | oan denand to inprove
over the next six nonths. M. Luz has comented that the
government is way behind in instituting reforns for

gl obal conpetitiveness, and called on the new | eader to
exerci se transparency and accountability in the

gover nnent .

In a separate devel opnent, however, Luz and ot hers who
had aired these original optimstic pronouncenents aired
concerns later in the week over cabinet and ot her

appoi ntnents, saying: "W believe that the choi ces have
nostly been political concessions and not based on the
prospects capability to handle their posts.” The

presi dent has yet to finalize the full cabinet; the posts
of Secretary of Trade and Industry and Secretary of

Ener gy, anong others, remain open.



