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The Governor’'s Foreword

Despite price shocks that led to elevated inflation levels and moderating external
demand resulting from the global economic slowdown, the economy posted a
respectable growth in 2008. While major economies, reeling from the effects of the
global financial turmoil, went into recession, Philippine GDP grew by 4.6 percent.
This was lower than the record expansion of 7.2 percent in 2007, but well within the
Government's forecast growth of 4.1 — 4.8 percent. The economic expansion
continued to be led by services, with industry and agriculture also contributing to
growth. On the demand side, personal consumption expenditure (PCE) and
government consumption were the main drivers of growth, aided by capital formation.

Inflation followed an upward trajectory up to August, but slowed down in the last four
months of 2008 following the subsequent downtrend in global commodity prices. The
BSP accommodated the first-round effects of higher global oil and food prices up to
May but tightened the policy stance from June to August when second-round effects
from the price shocks, including wage pressures and rising inflation expectations,
became evident. Policy rates were increased three times during this period by a total
of 100 basis points. After maintaining the policy rates for two policy meetings, the
Monetary Board reduced them by 50 basis points in December, given the improving
inflation outlook, due partly to the sharp fall in inflation, which came in November,
earlier than anticipated. Global fuel and food prices fell markedly with the sharp
slowdown in demand and supply responses to the price incentive, in the case of
food. Meanwhile, to address any possible tightness in financial markets resulting
from the global financial turmoil, the BSP implemented preemptive measures aimed
at providing adequate market liquidity and ensuring the orderly functioning of the
financial system. These measures took the form of: opening a US dollar repurchase
facility, doubling the rediscounting budget, and reducing the reserve requirement
ratio by two percentage points.

The country’s external position continued to post a surplus in 2008, allowing the
country to build a healthy level of international reserves. The overall BOP position
recorded a surplus of $89 million in 2008 as the current account registered net
inflows during the period despite the stresses in the global financial markets and the
economic downturn. On the back of strong inflows from the BSP’s foreign exchange
operations, as well as the National Government's deposit of proceeds from its
issuance of global bonds and other foreign borrowings during the year, the country’s
gross international reserves (GIR) increased to US$37.6 billion in 2008, adequate to
cover about 5.7 months’ worth of imports of goods and payment of services and
income. This GIR level was also equivalent to 4.5 times the country’s short-term debt
based on original maturity and 2.9 times based on residual maturity. Meanwhile, the
peso depreciated by 12.8 percent on a year-to-date basis with the continued rise in
risk aversion against emerging market assets. Against this backdrop, the BSP
remains committed to pursue its policy of a market-determined exchange rate.

The risk aversion against emerging market assets also adversely affected our stock
exchange, with its composite index dropping by 24.8 percent in 2008.

The Philippine banking system remained resilient, with key performance indicators
reflecting the system’s overall soundness. Bank lending continued to expand, while
asset quality improved further with the decline in the non-performing loans ratio.
Moreover, banks’ capital adequacy ratio remained above the statutory level set by
the BSP and the international (Bank for International Settlements) standard. The




BSP reaffirmed its commitment to establish a strong and vibrant financial system that
would contribute to a more balanced and sustainable economic growth. Reforms
were implemented in the areas of regulatory and prudential standards, risk
management, corporate governance, and capital market development. In the second
half of the year, reforms were implemented to shield the financial system against the
adverse impact of the ensuing global financial turmoil.

The BSP also continued to ensure the safe and timely completion of financial
transactions by minimizing systemic risks and enhancing the integrity of financial
processes through progressive policies on e-commerce and innovations in the
payments system.

The BSP continued to pursue its major advocacies in the areas of microfinance,
small and medium enterprises, financial learning and other information campaigns,
and export promotion. Special programs were also undertaken to sustain initiatives
that improve the overseas Filipinos’ (OF) remittance environment, in recognition of
the significant contribution of OFs to the economy. These initiatives were geared
toward fostering competition to lower remittance charges, and increasing financial
awareness among OFs and their beneficiaries on how to channel remittances to
more productive financial investments.

The year ahead poses major challenges for the country. The recession in major
economies is expected to slow down exports, remittances, and capital inflows, which,
in turn, could put pressure on the balance of payments and the exchange rate.
Domestic economic activity could also weaken as households and firms respond in a
cautious manner by holding back consumption and investment. Firms’ profit margins
could shrink and lead to difficulties in debt servicing, prompting banks to tighten
access to financing. Such developments could affect economic activity and add to
financial system stress, resulting in a negative feedback loop that could intensify the
impact of the global economic slowdown.

These challenges, both in the external and domestic fronts, call for prompt and
decisive actions. The BSP is well-equipped to meet these challenges, guided by its
three-pronged thrust of promoting price stability, a sound banking system, and an
efficient payments and settlements system. The BSP’s inflation targeting framework
is disciplined by the inflation outlook but is flexible enough to allow support to growth.
The favorable inflation outlook gives the BSP room to maneuver in supporting growth
and promoting financial sector stability. Monetary stimulus measures undertaken
during the vyear, particularly the two-percentage-point reduction in reserve
requirements and the increase in the rediscounting budget, together with the
reduction in policy rates, should help ensure the orderly functioning of the financial
system and support economic activity in the coming year.

Going forward, the BSP will use the full array of its policy instruments to maintain
monetary and financial stability that will reinforce confidence in the economy. The
BSP’s collaboration with fiscal authorities and other regulatory agencies, as well as
with its foreign/regional counterparts, will help put the country in a stronger position
to weather the ongoing global financial storm.

AMANDO M. TETANGCO, JR

_____March 2009



INTRODUCTION

ABOUT THE BSP

“The Congress shall establish an independent central monetary
authority... (which) shall provide policy direction in the areas of
money, banking and credit. It shall have supervision over the
operations of banks and exercise such regulatory powers as may be
provided by law over the operations of finance companies and other
institutions performing similar functions.”

Section 20, Article XlI, 1987 Philippine Constitution

“The State shall maintain a central monetary authority that shall
function and operate as an independent and accountable body
corporate in the discharge of its mandated responsibilities concerning
money, banking and credit. In line with this policy, and considering its
unique functions and responsibilities, the central monetary authority
established under this Act, while being a government-owned
corporation, shall enjoy fiscal and administrative autonomy.

Section 1, Article 1, Chapter 1
Republic Act No. 7653 (The New Central Bank Act)




The BSP’'s Legal Mandate

The BSP is the central bank of the Republic of the Philippines. It was
established on 3 July 1993 as the country’s independent central monetary authority,
pursuant to the Constitution and the New Central Bank Act. The BSP replaced the
old Central Bank of the Philippines, which was established on 3 January 1949, as the
country’s central monetary authority.

A government corporation with fiscal and administrative autonomy, the BSP
is responsible, among other things, for:

e Maintaining price stability conducive to a balanced and sustainable growth of
the economy;

e Formulating and implementing policy in the areas of money, banking and
credit; and

e Supervising and regulating banks and quasi-banks, including their
subsidiaries and affiliates engaged in allied activities.

Powers and Functions

The BSP’s Charter also provides that, as the country’s central monetary
authority, the BSP performs the following functions:

e Liquidity management. The BSP formulates and implements monetary
policy aimed at influencing money supply consistent with its primary
objective of maintaining price stability.

e Currency issue. The BSP has the exclusive power to issue the national
currency. All notes and coins issued by the BSP are fully guaranteed by the
Government and are considered legal tender for all private and public
debts.

e Lender of last resort. The BSP extends discounts, loans and advances to
banking institutions for liquidity purposes.

e Financial supervision. The BSP supervises banks and exercises regulatory
powers over non-bank institutions performing quasi-banking functions.

¢ Management of foreign currency reserves. The BSP seeks to maintain
sufficient international reserves to meet any foreseeable net demands for
foreign currencies in order to preserve the international stability and
convertibility of the Philippine peso.

e Determination of exchange rate policy. The BSP determines the exchange
rate policy of the Philippines. Currently, it adheres to a market-oriented
foreign exchange rate policy such that its role is principally to ensure orderly
conditions in the market.

vi



Other activities. The BSP functions as the banker, financial advisor and
official depository of the Government, its political subdivisions and
instrumentalities, and Government owned and controlled corporations.

The New Central Bank Act imposes limitations and other conditions on the
exercise of such powers by the BSP. Among others, the Charter limits the
circumstances under which the BSP may extend credit to the Government and
prohibits it from engaging in development banking or financing.

Vii



Our Vision

The BSP aims to be a world-class
monetary authority and a catalyst for
a globally competitive economy and
financial system that delivers a high

guality of life for all Filipinos.

Our Mission

The BSP is committed to promote
and maintain price stability and
provide pro-active leadership in
bringing about a strong financial
system conducive to a balanced and
sustainable growth of the economy.
Towards this end, it shall conduct
sound monetary policy and effective
supervision over financial

institutions under its jurisdiction.

viii
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PART ONE: THE PHILIPPINE ECONOMY

Domestic Economy

The domestic
economy continues to
grow.

The growth of the domestic economy was sustained
despite the difficult external environment in 2008.
Economic expansion continued to be led by the services
sector supported by the industry and agriculture sectors.
On the demand side, personal consumption expenditure
(PCE) and government consumption were the main
drivers of growth, aided by capital formation. Real gross
domestic product (GDP) expanded by 4.6 percent in
2008, lower than the 30-year high of 7.2 percent in 2007,
but within the Government’'s forecast of 4.1-4.8 percent
for 2008. Real gross national product (GNP) likewise
continued to grow at 6.1 percent in 2008, lower than the
8.0 percent posted in 2007 (Table 1).

Real Gross Domestic Product and
Real Gross National Product

Annual growth in percent

2002 2003 2004 2005 2006 2007 2008

Aggregate Output and Demand

The services sector
continues to drive
output growth.

All the key sectors of the economy contributed to the
expansion of the Philippine economy in 2008. The
services sector, which constituted nearly half of total
GDP, grew by 4.9 percent in 2008. This translated to a
2.3 percentage-point contribution to the 4.6 percent GDP
growth in 2008. Real estate led the growth in the services
sector, owing to strong demand from business
outsourcing firms and overseas Filipinos (OFs). Notable
expansions were also recorded in trade, private service
and government services. Finance exhibited a substantial
decline on investors’ concerns about the lingering effects
of the global economic downturn.




Consumption leads
demand-side growth.

Real GDP, By Industry
Annual growth in percent

[ Agriculture, Fishery andForestry
W industry
DServices

The industry sector, which accounted for about a third
(32.6 percent) of total GDP, grew by 5.0 percent in 2008
compared to 7.1 percent in 2007. This sector contributed
1.5 percentage points to the 4.6 percent 2008 GDP
growth rate (Table 1a). The growth of the industry sector
was driven by construction, and electricity, gas and water.
Manufacturing growth accelerated in 2008 due to the
strong performances of food manufactures and
beverages. Meanwhile, the growth in construction was
traced to the aggressive push in public construction as
well as the sustained demand for real properties by OFs
and outsourcing firms while the expansion of mining and
quarrying was propelled by high commodity prices in the
world market, especially during the first three quarters of
2008.

The agriculture, fishery and forestry (AFF) sector
registered a 3.2 percent growth in 2008, lower than the
4.9 percent growth recorded a year ago. The AFF, which
accounted for about a fifth (18.1 percent) of overall GDP
contributed 0.8 percentage point to the 4.6 percent GDP
growth in 2008. The growth in AFF was due, in large
part, to favorable weather conditions and timely
government intervention to mitigate the impact of higher
input costs. However, palay and corn production
contracted during the year due to damage caused by
typhoons in some parts of the country and the high cost of
fertilizer.

On the demand side, growth was led by the 4.5 percent
increase in PCE in 2008. The growth in PCE was due to
strong spending, particularly on food, transportation and
communication, and miscellaneous expenses.
Government consumption also grew by 4.3 percent, albeit
lower than its 2007 expansion of 8.3 percent. Capital
formation registered a 4.2 percent increase, but this was
lower than the 2007 growth of 11.2 percent, on account of



the decline in investments in durable equipment and
decrease in stock. The export sector’'s growth stagnated
in 2008 as exports of finished electrical machinery
products, semiconductors and electronic microcircuits, as
well as garments slowed down, as demand from major
trading partners led by the US contracted significantly,
particularly in the latter part of the year.

Labor, Employment and Wages

Employment growth
continues.

Employment conditions in 2008 was tempered by the
global economic and financial difficulties towards the
fourth quarter of 2008. Based on the average data of the
four rounds of the Labor Force Survey of the National
Statistics Office (NSO) in 2008, the unemployment rate
was broadly steady, increasing by 0.1 percentage point
to 7.4 percent in 2008 from the previous year. This
figure could have been higher if not for the decline in the
labor force participation rate (LFPR) to 63.6 percent in
2008 from 64.0 percent a year ago. The level of
unemployed persons rose by an average of 63,000 to
reach 2.7 million in 2008 (Table 2). During the year, the
lowest unemployment rate at 6.8 percent was posted in
the fourth quarter of 2008, while the highest
unemployment rate was recorded at 8.0 percent in the
second quarter of 2008.

Meanwhile, employment growth in 2008 in the four
survey rounds was placed at an average of 1.6 percent,
equivalent to the generation of 530,000 jobs, to reach
34.1 million in 2008 from 33.6 milion a year-ago.
Employment growth was recorded in the services sector
(2.2 percent) and the AFF sector (2.1 percent). By
contrast, employment in the industry sector contracted
by 1.5 percent led by the weak performance of the
manufacturingsub-sector, as well as the electricity, gas
and water sub-sector. The decline in manufacturing was
dampened by the high oil prices and the slowdown in
exports. These offset employment gains in the
construction, and mining and quarrying sub-sectors.

The underemployment rate continued to decline to 19.3
percent in 2008 from 20.1 percent in 2007. The total
number of overseas Filipino workers rose by 27.8
percent to 1,376,823 workers in 2008 from 1,077,623
workers last year.




Prices

Inflation accelerates
but slows down

beginning September.

Both food and non-
food inflation rise.

Core inflation also
increases.

Inflation averaged 9.3 percent in 2008, higher than the
3.0-5.0 percent target range for the year and the 2.8
percent average in the previous year (Table 3). Inflation
pressures stemmed mainly from the surge in the
international prices of oil and food commodities. While
inflation followed an upward trajectory up to August, the
subsequent collapse of global commodity prices,
reflecting the downturn in global economic activity,
complemented by supply and production responses and
timely monetary actions brought down inflation in the last
four months of 2008.

The average inflation for food, beverage, and tobacco
(FBT) reached double-digit figures at 12.9 percent in
2008, from the previous year’s 3.3 percent. Food prices
followed a continuous uptrend since November 2007 up
to July 2008 due to the surge in the prices of some
agricultural commodities in international markets, caused
by a combination of supply and demand factors.
However, food inflation started going down in August as
price declines were observed in virtually all food groups,
particularly that of rice, as well as fruits and vegetables.
The lower prices partly reflected the decline in global food
prices, which fell markedly since their peak in July 2008.

Non-food inflation likewise went up in 2008 and almost
tripled to 6.0 percent from 2.3 percent in 2007. Items
under the non-food index posted higher inflation, with fuel,
light, and water (FLW) and services shooting up to 6.5
percent and 8.6 percent, respectively. However, similar to
food inflation, non-food inflation started to decline in
September, due mainly to the collapse of international oil
prices.

On a geographical basis, headline inflation in both the
National Capital Region (NCR) and in areas outside the
NCR (AONCR) went up to 6.9 percent and 10.4 percent,
respectively. These were significantly higher than the
average inflation of 2.6 percent in the NCR and 2.8
percent in AONCR recorded in the previous year.

Core inflation, an indicator of the long-term trend of
inflation, also traced an upward path, averaging 6.2
percent during the year compared to 2.8 percent in the
previous year. Alternative measures of core inflation
estimated by the BSP also went up during the year.



Core Inflation Measures Year-on-Year Change
2000=100
2007 2008
Official Measure® 2.8 6.2
Trimmed Mean? 2.6 7.6
Weighted Median® 2.3 7.3
Net of Volatile Items” 2.7 7.8

T The official definition excludes 18.4 percent of the CPI basket as follows:
rice, corn, fruits and vegetables, and fuel items (gas, LPG, kerosene, gasoline
and diesel).

2 The trimmed mean represents the average inflation rate of the (weighted)
middle 70 percent in a lowest-to-highest ranking of year-on-year inflation rates
for all CPI components.

3 The weighted median represents the middle inflation rate (corresponding to
a cumulative CP1 weight of 50 percent) in a lowest-to-highest ranking of year-
on-year inflation rates.

* The net of volatile items method excludes the following items: educational
services, fruits and vegetables, personal services, rentals, recreational
services, rice, and corn. These items represent 37.59 percent of the total
items in the CPlbasket. The series has been recomputed using a new
methodology that is aligned with NSO's method of computing the official core
inflation, which re-weights remaining items to comprise 100 percent of the
core basket after excluding non-core items. The previous methodology
retained the weights of volatile items in the CPI basket while keeping their
indices constant at 100.0 from month to month.

Sources of Basic Data: NSO, BSP-DER

Operations of the National Government

NG’s operations yield a
larger deficit.

The National Government's (NG) deficit rose to R68.1
billion in 2008 from a shortfall of only R12.4 billion in
2007. This deficit was lower by R6.9 billion than the
programmed deficit of R75 billion for the year. The NG
deficit was equivalent to 0.9 percent of GDP. Revenues
grew by 5.8 percent to R1,202.9 billion but fell short of the
target by 1.8 percent. Expenditures likewise increased to
R1,271.0 bilion during the year but fell below the

programmed level by 2.2 percent (Table 4).

National Government:
Cash Operations

In billion pesos

= Expenditures 8 Surplus/Deficit) |
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The tax collections of the Bureau of Internal Revenue
(BIR), Bureau of Customs (BOC) and other offices,
increased by 12.5 percent to reach 21,049.2 billion during
the period January-December 2008. The tax revenues
achieved during the review period constituted 96 percent
of the programmed level of R1,093.4 billion for 2008.
However, non-tax revenues notably of the Bureau of the
Treasury (BTr) fell by 6.3 percent to 263.7 billion during
the same period. Non-tax revenues exceeded the
programmed level by 16.7 percent to reach R153.7 billion
for 2008.

Total NG expenditures increased by 10.6 percent,
although this was lower than the programmed level of
PR1,300.2 billion. Allotments to the Local Government
Units (LGUs) exceeded both the programmed and the
year-ago levels because of the monetization of Internal
Revenue Allotments (IRAs) which were withheld in prior
years. Meanwhile, interest payments increased by 1.6
percent to P272.2 bilion during the review period, and
accounted for 93.8 percent of the programmed level of
R290.1 billion for 2008.

The deficit was financed mainly from domestic sources,
which covered 82 percent of the total financing
requirement of the NG. The share of domestic borrowings
was higher than the targeted 76 percent of the financing
mix. Net repayments on foreign borrowings amounted to
9.2 billion for 2008.

Monetary and Financial Conditions

Monetary Conditions

Monetary Aggregates

Domestic liquidity
growth accelerates.

After posting single-digit growth rates for the first eight
months, domestic liquidity or M3 recorded double-digit
growth rates starting September 2008, to post a year-on-
year expansion of 15.6 percent in December.



Domestic Liquidity (Depository Corporations

Survey * Concept)

In billion pesos annual growth rate (%)
4000 25

* Depository Corporations Survey (DCS) is a consolidation of the balance
sheets of the deposit-generating financial institutions namely the Monetary
Authorities (MA) or the BSP and the Other Depository Corporations (ODCs)
composed of banks.

The sustained expansion in domestic liquidity was due to
the strong growth in both net domestic assets (NDA)
and net foreign assets (NFA). NDA expanded by 13.1
percent in December, a reversal of the 1.0 percent
decline recorded in the same month a year ago. This was
due mainly to the growth in credit extended to the private
sector at 16.8 percent, an acceleration from the 8.5
percent growth posted in December 2007. Credit
extended to the public sector also grew by 16.7 percent, a
turnaround from the 1.2 percent decline in the same
month a year ago, on the back of a 16.2 percent growth in
lending to the NG. The growth of credit granted to local
government units and other public entities accelerated at
18.2 percent from a 6.0 percent decline in the same
period in the previous yeatr.

Monetary System (DCS Concept):
Net Domestic Credits

Annual growth in percent

Private Sector
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Interest Rates

Interest rates
on government
securities rise.

NFA grew by 16.4 percent, slower than the year-ago
growth of 19.5 percent. The sustained expansion in NFA
was due largely to the continued increase in the BSP’s
foreign assets at 28.0 percent from 23.8 percent in the
previous year. Meanwhile, banks’ NFA continued to
contract, although at a much slower pace, by 16.8 percent
in December from 41.9 percent in November, as their
investments in foreign securities plummeted (Table 5).

Domestic interest rates on government securities in the
primary and secondary markets rose across all tenors in
2008, due mainly to heightened risk aversion resulting
from the global financial turmoil and concerns over the
elevated inflation readings for the most part of the year
(Table 6).

Domestic Interest Rates

91-day T-bill rate
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Secondary Market Yield Curve

End-of-period, in percent




Nominal lending and
deposit rates increase
but real rates decrease.

Key policy rates are 25
basis points higher
than year-ago levels.

Mirroring the rise in the interest rates on government
securities, bank lending rates and time and savings
deposit rates also increased. However, the interbank call
loan and Manila reference rates declined. In real terms,
the borrowing and lending rates decreased relative to the
levels posted a year ago due to higher inflation. In
particular, the Philippines’ real lending rates moved to
fourth lowest from being the third highest a year ago in a
sample of ten countries surveyed.

Real Lending Rates: Philippines
Average bank lending rate less CPI Inflation, in percent

Average Real Lending Rates: Asian Countries
end-December 2008, in percent
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The BSP's policy rates settled at 5.5 percent for the
overnight borrowing or reverse repurchase (RRP) facility
and 7.5 percent for the overnight lending or repurchase
(RP) facility at the end of 2008, following a series of
adjustments during the year.

The Monetary Board (MB) reduced policy rates in January
by 25 basis points and kept these unchanged at 5 percent
and 7 percent respectively, for the overnight RRP and RP
facilities until June 2008. However, given the rapid
acceleration of inflation starting in June, the negative real
interest rates, and the early evidence of second-round
effects, the MB gradually raised policy rates starting in




Interest rate
differentials between
domestic and foreign
rates turn positive.

June to reach a total of 100 basis points by August. In its
October and November policy meetings, the MB opted to
keep policy rates unchanged as the retreat in food and
energy prices reduced the risks of additional second-
round effects. In December, the MB decided to cut policy
rates by 50 basis points given the improved inflation
outlook, the downward shift in the balance of risks
following the easing of global commodity prices, the
moderation in inflation expectations, and the expected
slowdown in economic activity resulting from the global
financial turmoil.

2008 BSP RRP | US Fed Funds Diff_eren_tial
Rate (%) Rate (%) (basis points)
Jan 5.00 3.00 200
Feb 5.00 3.00 200
Mar 5.00 2.25 275
Apr 5.00 2.00 300
May 5.00 2.00 300
Jun 5.25 2.00 325
Jul 5.75 2.00 375
Aug 6.00 2.00 400
Sep 6.00 2.00 400
Oct 6.00 1.00 500
Nov 6.00 1.00 500
Dec 5.50 0.25 525

The differential between the BSP’s overnight borrowing
rate and the US federal funds target rate widened
significantly in 2008, potentially encouraging inflows, as
the BSP’s key policy rate was raised by a net amount of
50 basis points while the US federal funds target rate was
reduced by a total of 275 basis points compared to their
year-ago levels. Both before- and after-tax differentials
between the 91-day RP T-bill rate and US interest rates
entered into positive territory due to the significant decline
in the latter.

BSP Policy Rate vs.
US Federal Funds Target Rate
2008 , in percent
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Exchange Rates

The peso
appreciates in
terms of yearly
averages, but
depreciates in
terms of end-of-
period levels.

Domestic and Foreign Interest Rate Spreads
2008, in basis points
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In terms of yearly averages, the peso averaged
R44.47/US$1 for the period 2 January - 24 December
2008, appreciating by 3.8 percent from the
P46.15/US$1 2007 average, buoyed up by strong
dollar inflows from OF remittances and export earnings
in goods and services (Table 7).1 However, in terms of
end-of-period levels, the peso averaged R47.49/US$1
for end-December 2008, depreciating by 12.8 percent
from the P41.40/US$1 end-December 2007 level. The
volatility in oil prices, the continued risk aversion
against emerging market economies, and the impact of
the global financial turmoil contributed to the peso’s
depreciation in the latter part of 2008.

Average Peso Dollar Rate
2007-2008

o PYUSSL

JFMAMUJ J A SONDUJF MAMUJI J ASOND
2007 2008

1

for the percentage change.

Dollar rates or the reciprocal of the peso-dollar rates (based on reference time data) were used to compute
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The peso remained strong during the first quarter of 2008,
appreciating by 18.7 percent from its year-ago level of
P48.60/US$1 to average R40.95/US$1 on sustained
foreign exchange inflows from OF remittances. Similarly,
the peso appreciated by 5.3 percent on a quarter-on-
quarter (g-o-q) basis. This developed despite reports
pertaining to the sale of Bear Stearns to JP Morgan
Chase on 14 March 2008, the Fed'’s cut in its target rate
by 75 basis points on 18 March 2008, and fears of a
possible recession in the US.

In the second quarter, the peso appreciated by 9.1
percent year-on-year (y-0-y) to average R43.00/US$1. On
a g-0-q basis, however, the peso depreciated by 4.8
percent. Risk aversion continued in April as market
concerns shifted from economic growth to rising inflation
as a less pessimistic US economic outlook emerged.
Heightened market concerns over rising inflation
continued to drag down the peso in May and June 2008,
as increasing costs of imported oil and oil-based
products, cereals, rice and other raw materials fueled
increased demand for dollars.

In the third quarter, the peso appreciated by 0.96 percent
on a y-o0-y basis, but depreciated by 5.5 percent on a
g-0-q basis to average R45.51/US$1. Concerns of a
slowing global economy, particularly in the Euro area, as
well as the worsening financial turmoil caused by the U.S.
sub-prime crisis, had deepened. The sharp decline in
global commodity and oil prices further underpinned the
US currency’s strength as investors speculated on an
easing global inflation and a cut in non-US interest rates.

The peso further depreciated by 11.0 percent on a y-0-y
basis in the fourth quarter to average RP48.44/US$1. On a
g-0-q basis, the peso also depreciated by 6.0 percent.
This developed as the worsening global financial crisis, as
well as rising risk aversion on concerns of a slowing
global economy, influenced the movement of the peso.
The peso began to recover towards the end of October
2008 as key BSP measures helped augment dollar
liquidity in the financial system and provided relief to
banks with dollar sourcing problems. Nonetheless, the
peso reached a two-year low of R50.17/US$1 on 21
November 2008 after reports on the worsening financial
condition of Citigroup caused investors to shift away from
emerging markets’ assets. Subsequently, the US dollar
gained some strength before the end of the quarter
following the U.S. government’s decision on 19 December
2008 to cut the federal funds target rate by 75-100 basis
points and to assist U.S. imperiled automakers with a
US$17-billion emergency loan.

12



Most Asian
currencies depreciate
vis-avis the US
dollar.

Peso loses external
price
competitiveness.

Financial Conditions

Year-to-date movements saw most Asian currencies
depreciating vis-a-vis the US dollar as of 24 December
2008, led by the South Korean won (29.4 percent),
followed by the Indian rupee (19.3 percent). Meanwhile,
the Japanese yen and Chinese yuan both appreciated by
25.0 percent and 6.8 percent, respectively.

Selected Asian Currencies éo(‘)%gr\/g?gg(gs:%eo%
Japanese Yen 25.0
Chinese Yuan 6.8
Singaporean Dollar -0.6
New Taiwan Dollar -15
Malaysian Ringgit -39
Philippine Peso -12.8
Indonesian Rupiah -13.2
Thailand Baht -13.8
Indian Rupee -19.3
South Korean Won -29.4

On a real, trade-weighted basis, the peso lost some
external price competitiveness in 2008 against all baskets
of currencies. Along with the nominal appreciation of the
peso, wide inflation differentials particularly in the first
nine months translated to an increase in the real effective
exchange rate (REER) index of the peso across all
currency baskets for the year (Table 7a). The peso’s
REER index increased by 5.0 percent against the baskets
of currencies of the country’s major trading partners
(MTPs). The REER index of the peso against both the
broad and narrow basket series increased by 10.2
percent and 8.4 percent, respectively, indicating that the
peso lost external price competitiveness among the
country’s competitors.

Performance of the Banking System

Philippine banking
system continues to
be sound and
stable.

The Philippine banking system remained generally sound
and stable in 2008 despite the negative developments
emanating from the continuing global financial crisis and
episodes of rising inflation during the first eight months of
the year. The reforms implemented in the past years
strengthened the industry in terms of risk management,
corporate governance and transparency. Growth
indicators such as asset levels, loans and deposits
continued to post robust increases. The banking sector’s
asset quality also exhibited a notable improvement as
shown by the continued decline in the non-performing
loan (NPL) ratio while the capital adequacy ratio (CAR)
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Deposit Generation

Demand and time
deposits increase.

Resources

Total resources of the
banking system
increase.

remained above global standards and the BSP’s
regulatory requirement.

Selected Banking Indicators

ol Growth

2008 2007 Rate (%)
Deposits (B Billion) 3,182.4 2,781.4 14.4
Resources (R Billion) 5907.77 | 52247 12.6
Loans Outstanding (B 2181.1 1856.7 175
Billion, Gross of RRPs) T T '
Number of Banking 1 47 34
Institutions (Head offices) 818 8 3.
NPL to Total Loans (%) 4.3 5.4 -21.3
Capital Adequacy Ratio (%) | 15.3 (Jun) 18.8
Return on Assets (ROA) 1.0 (Sep) 1.3
Return on Equity (ROE) 8.7 (Sep) 11.7

p/ Preliminary

The banking system's outstanding deposits as of end-
December 2008 increased by 14.4 percent to R3.182
trillion from R22.781 trillion during the same period in 2007
(Table 8). Time deposits, which accounted for more than
a third (35.1 percent) of the deposit base, grew
significantly by 51.4 percent. Demand deposits likewise
sustained their growth at 19.1 percent. Meanwhile,
savings deposits, which continued to account for almost
half of the banks’ funding base, decreased by 5.4 percent
relative to its year-ago level.

The total resources of the banking system rose by 12.6
percent to £5.906 trillion as of end-December 2008 from
its year-ago level of £5.245 trillion (Table 9). The increase
in the system’'s resources was largely due to the
expansion in banks’ deposits with the BSP and other
banks and loans and discounts. Universal/Commercial
banks (U/KBs) continued to account for almost 90 percent
of the total resources of the banking system.
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Lending Operations

Lending growth
accelerates.

Banking System: Total Resources
In billion pesos
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Outstanding loans of U/KBs (net of RRP placements)
expanded by 20.5 percent year-on-year as of end-
December 2008 compared to the 8.3 percent recorded
during the same period last year. The faster growth in
lending indicated the corporate sector’s higher demand for
loans, particularly in the agriculture and real estate
industries, which grew year-on-year by 53.0 percent and
30.2 percent, respectively.

Loans Outstanding: Universal/Commercial

Banks
Annual growth in percent

Bank lending to most sectors of the economy registered
an uptrend except for fishing, mining and quarrying, and
financial intermediation which registered negative growth
rates. Meanwhile, other growth drivers included public
administration and defense (39.4 percent), construction
(36.8 percent) and wholesale and retail trade (27.9
percent).
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Lending to the real
estate sector
increases.

Credit card
receivables
increase.

Auto loan
receivables decline.

Loans Outstanding of UBS/KBs
December 2008

Loans Percent Annual
Growth
EB) to Total Rate (%)
Agriculture, Hunting & Forestry 309.3 17.7 53.0
Fishing 3.9 0.2 -42.9
Mining and Quarrying 6.9 0.4 -33.4
Manufacturing 392.8 225 5.3
Electricity, Gas & Water 112.6 6.4 -8.1
Construction 345 2.0 36.8
Wholesale & Retail Trade 228.7 13.1 27.9
Trans, Storage & Com. 81.0 4.6 459
Financial Intermediation 130.6 75 -14.9
Real Estate, Renting &

Business Services 282.9 16.2 30.2
Public Administration and

Defense 52.7 3.0 39.4
Education 10.3 0.6 105
Health and Social Work 8.4 05 18.1
Other Community, Social &

Personal Services 72.6 4.2 13.0
Hotels & Restaurants 21.1 1.2 4.4
TOTAL 1,748.2 100.0 18.3
Source: BSP

U/KBs' real estate loans (RELs) as of end-September
2008 increased by 15.4 percent to R215 bhillion, of which
71.0 percent went to commercial properties. Despite the
increase in RELs, U/KBs' real estate exposure to total
loans went down to 10.4 percent from 11.2 percent a year
ago, owing to the 25.0 percent increase in the total loan
portfolio (TLP). The REL/TLP ratio remained below the
BSP’s 20.0 percent prescribed ceiling on bank lending to
the real estate sector.

The combined credit card receivables (CCRs) of U/KBs
as well as thrift banks (TBs) as of end-September 2008
increased by 17.4 percent year-on-year to reach R124.4
billion, reflecting increased consumer spending and use
of credit card products. Of the total CCRs, 11.7 percent
was non-performing, a decline from the 14.3 percent
posted a year ago. As a percentage to total loan portfolio,
CCRs’ share was slightly reduced to 5.2 percent from 5.5
percent in the same period in 2007.

U/KBs’ and TBs’ combined auto loans as of end-
September 2008 dropped by 7.0 percent to R77.2 billion
from R83.0 billion a year ago. Auto loans constituted 3.2
percent of the total loan portfolio, lower than the 4.3
percent posted in the previous year. The ratio of non-
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performing auto loans to total auto loans remained steady
at 5.1 percent.

Institutional Developments

The number of banking institutions declined to 818 as of
end-December 2008 from 847 as of the same period a
year ago, reflecting continued mergers and consolidation
as well as the closure of weak banks. The total number of
banking institutions consisted of 38 U/KBs, 77 TBs and
703 RBs. Meanwhile, the operating network of the
banking system, consisting of head offices and branches,
increased to 7,848 as of end-December 2008 from 7,744
in the previous year due to the rise in the number of
branches/agencies of U/KBs, thrift banks and rural banks
(Table 9a).

Number of Financial Institutions

7950 940
@ No. of Fin'l Institutions (L HS)

7850 - Head offices(RHS)

Consolidation in the
banking industry
continues.

20
00
7750 A 80
860
80
7550 80
800

780

7350 - 760
2001 2002 2003 2004 2005 2006 2007 2008

Banks’ asset The banking system’'s asset quality showed continuous

quality improves. improvement as the non-performing loan (NPL) ratio,
which stood at 4.1 percent as of end-December 2008
from 4.9 percent a year ago, moved much closer to the
ratio during the pre-crisis period of around 4.0 percent.
The decline in the NPL ratio was brought about by the 7.4
percent reduction in NPLs and the 12.2 percent
expansion in total loan portfolio. As of December 2008,
NPLs declined to R118.2 billion from the previous year's
level of R127.7 billion, while TLP expanded by R315.9
billion to 22,905.4 billion.
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CAR remains above
statutory floor.

Banking System: Non-Performing Loans

End of period, In percent
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Moreover, the real and other properties acquired (ROPA)
of U/KBs dropped by 8.2 percent to R140.8 billion as of
December 2008 compared to the same period last year.
The lower NPLs and ROPA during the year translated to
an improvement in the non-performing assets (NPAS)
ratio, which shrank to 4.4 percent as of December 2008
from 5.2 percent a year ago.

The loan exposure of banks remained adequately
covered as the banking system's declining NPL pushed
up the NPL coverage ratio to 86.9 percent as of end-
December 2008, from 81.6 percent in the same period of
the previous year. This ratio reflected banks’ diligent
compliance with the loan-loss provisioning requirements.

Using the new risk-based framework, banks remained
adequately capitalized as of end-June 2008, with the
industry’s capital adequacy ratio (CAR) at 14.3 percent on
a solo basis and 15.2 percent on a consolidated basis.
The industry’s CAR continued to exceed the statutory
minimum set by the BSP at 10.0 percent and the Bank for
International Settlements’ (BIS) standard at 8.0 percent.
The stricter requirements of Basel 2 caused the decline in
the CARs of the banking system as compared with last
year's CARs of 17.5 percent and 18.8 percent on solo
and consolidated bases, respectively.

Banking System: Capital Adequacy Ratio

In percent

Statutory floor: 10%

BIS: 8%

Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun Sep Dec Mar Jun
2003 2004 2005 2006 2007
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The Philippine banking system’'s CAR remained
comparatively higher than those of Malaysia (12.6
percent), and South Korea (11.2 percent) but lower than
Thailand (18.4 percent) and Indonesia (17.1 percent).2

Stock Market Developments

Risk aversion
dampens trading in
the local bourse.

Concerns over the global financial turmoil and the
subsequent slowdown of the global economy saw equity
prices fall in 2008 as investors either sold shares or
stayed in the sidelines. The average Philippine composite
index fell by 24.8 percent to 2,587.4 index points from an
all-time high of 3,442.9 index points posted in 2007
(Table 10). Other stock market indicators also reflected
investors’ generally bearish stance during the vyear,
including: the 48.9 percent drop in market capitalization3
to R4,069.2 bilion; the 42.3 percent fall in market
turnover+ to R763.9 bhilion; the 85.2 percent jump in
market volatility> to 448.2 index points; the reversal of
foreign transactions to a net selling position of R22.1
billion; and the 26.4 percent decline in the P/E ratio to an
average of 11.7.

Philippine Stock Market Transactions

In billion shares/pesos Index Points
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Mounting fears that the shocks stemming from the US
subprime mortgage crisis would be more widespread than
expected, worries of a prolonged and deep US recession,
and anxiety over the surge in inflation due to the uptrend
in prices of crude oil and other commodity products, saw
equity prices decrease steadily from 3,621.6 index points
in end-December 2007 to 2,557.1 index poin01001ts in
end-July 2008.° Intermittently, during the first seven
months of the year, the stock market index was lifted by

2 Sources: Various central bank websites, Malaysia (Banking System, December 2008); Korea (KBs, June
2008); Indonesia (KBs, August 2008); and Thailand (Average Full Branch, September 2008)

® Market capitalization is the measure of the aggregate value of the issued shares of listed firms.

* Market turnover refers to the number of shares of stocks sold inthe market during a given period of time.

® Stock market volatility is measured as the standard deviation of daily stock indices.

® Domestic inflation rose sharply from 3.9 percent in December 2007 to a peak of 12.4 percent in August, before
easing slightly to 8.0 percent by December 2008.
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Stock market
volatility rises
sharply.

Foreign investors
retreat from the
equities market.

positive developments such as Moody’s Investors Service
upgrade of the country’s outlook from “stable” to “positive”
and several policy rate cuts made by the US Fed.
However, these rallies were never sustained for long
amidst fears of higher domestic inflation and slower
economic growth, dampening income and consumption.

In August, investors’ appetite received a boost from the
decline in global crude oil prices as the composite index
closed higher at 2,688.1 index points. The following four
months, however, saw share prices retreat anew despite
the fall in international oil prices and coordinated central
bank actions to ease global liquidity pressures and the
faster-than-expected 4.6 percent growth of the Philippine
economy in the third quarter of the year. The PSEi fell
sharply in the last four months of 2008 on fears over the
collapse of major financial institutions in advanced
countries.” The bourse closed 2008 lower by 48.3 percent
to 1,872.9 index points compared to year-ago levels.

Amidst investors’ increased uncertainty arising from
mounting global financial market stresses, stock market
volatility rose sharply in 2008. Specifically, the standard
deviation of daily stock indices nearly doubled to 448.2
index points during the period from last year's 242.0 index
points. Trading was also lackluster, with the average daily
value turnover dipping by 43.4 percent to 23,105.3 million
and the average daily volume turnover falling by 68.0
percent to 1,516.3 million shares. Further attesting to the
deterioration of investor confidence was the drop in the
price-earnings ratio from 15.5 in end-December 2007 to
9.4 in end-December 2008. This reflected investors’
expectation of lower earnings growth in the future
compared to the previous year's strong performance.

The net selling activity amounting to 222.2 billion in 2008
indicated investors’ shift to safer havens (such as US
Treasuries and gold).8 This was a reversal of the net
buying position of foreign investors in 2007. As a ratio to
the total value traded at the exchange, foreign

" In the second half of the year, the drying up of liquidity and the subsequent fall in investors’ confidence
resulted in the closure, rehabilitation, takeover or conversion of several large financial institutions in the US
(a) IndyMac Bancorp, one of the biggest US bank engaged in mortgage lending filed for Chapter 11 bankruptcy;
(b) Fannie Mae and Freddie Mac, the two largest government-sponsored mortgage lenders in the US, were
nationalized; (c) Lehman Brothers also filed for bankruptcy; (d) AIG, the biggest insurance company in the US,
was provided by the US Fed with an $85 billion loan in exchange for an 80 percent stake in the firm; (e) Merrill
Lynch was bought by Bank of America; and, (f) Morgan Stanley and Goldman Sachs, the last two New York-
based investment firms, converted into traditional bank holding companies.

8 On a monthly basis, January to April and August to October were net foreign selling months; the rest were net

foreign buying months.
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Market
capitalization
falls steeply.

Stock markets fall
across the globe.

transactions remained nearly unchanged at 48.7 percent
during the period in review.’

Net Foreign Transactions and Stock Market

Capitalization (n billion pesos)

In billion shares/pesos Index Points
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With both local and foreign investors either withdrawing
their funds from the market or refraining from investing in
equity shares, total market capitalization fell by nearly half
(48.9 percent) to £4,069.2 billion from year-ago levels. All
sectors posted declines from year-ago levels: the holding
firms sector by 58.9 percent; mining and oil sector by 58.6
percent; financial sector by 54.5 percent; property sector
by 50 percent; services sector by 35.7 percent; and,
industrial sector by 26.7 percent. With the bearish market,
most companies decided to defer their initial public
offerings (IPOs) in 2008, except for two IPOs issued in
the first half of the year (San Miguel Brewery, Inc. and
Pepsi Cola Products Philippines, Inc.).

The fall in equity markets was a global phenomenon as
the subprime mortgage-induced global financial crisis led
to either an economic slowdown or a full-blown recession
in some major economies. As a result, other stock
markets tracked the fall in Wall Street and performed
poorly during the year in review. The table below shows
the performance of selected stock markets in Asia and
the rest of the globe. Among selected bourses in the
region, the five indices which registered substantial
declines were the Shanghai composite (68.4 percent),
India’s SENSEX (52.4 percent), Jakarta Composite (50.6
percent), Singapore’s Strait Times (49.4 percent) and the
Philippines’ PSEi (48.3 percent).

® Foreign portfolio investments registered with the BSP also reflected higher risk aversion in 2008 as they
posted a net outflow of US$1.4 billion. This was a sharp reversal of the US$3.5 billion net inflow registered in

2007.
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Selected Stock Indices
End-of-Period

Stock Index Country End-Dec-07  End-Dec-08 Y-o-¥

Growth

Asian Stock Indices
Shanghai Composite China 5,761.6 1,820.8 -68.4
Sensex India 20,287.0 9,647.3 -52.4
Jakarta Composite Indonesia 2,7458 1,355.4 -50.6
Strait Times Singapore 3,482.3 1,761.6 -49.4
PSEi Philippines 3,621.6 1,872.9 -48.3
Hang Seng Hong Kong 27,812.7 14,387.5 -48.3
SET Index Thailand 858.1 450.0 -47.6
Nikkei 225 Japan 15,307.8 8,859.6 -42.1
KOSPI Korea 1,897.1 1,124.5 -40.7
KLSE Composite Malaysia 1,445.0 876.8 -39.3
Other Stock Indices
MerVal Venezuela 2,151.7 1,079.7 -49.8
Bovespa Brazil 63,886.0 37,550.0 -41.2
S&P 500 Index United States 1,468.4 903.3 -38.5
DJ Industrial Avg. United States 13,264.8 8,776.4 -33.8
DAX Gemany 8,667.3 4,810.2 -44.5
Swiss Market Index Switzerland 8,828.4 5,534.5 -37.3
FTSE 100 United Kingdom 6,456.9 4,434.2 -31.3

Source: Bloomberg, Bombay Stock Exchange, Philippine Stock Exchange and Stock Exchange of Thailand

Debt Securities Market Developments

Government
securities continue
to dominate the
market.

Government issuances continued to dominate the
Philippine debt market, accounting for 95.2 percent of the
total outstanding domestic debt in 2008. Outstanding
government securities (GS) amounted to R2.5 trillion,
59.1 percent of which were regular issuances (e.g.,
Treasury bills (T-bills) and Fixed-Rate Treasury bonds
(FXTBSs)). T-bills comprised the bulk of regular issuances
at R770 bilion (52.7 percent). Meanwhile, private
issuances comprised the rest of the domestic debt market
at P125.0 billion or 4.8 percent of the total, a marked
improvement from the 0.9 percent share posted in 2003.
Asset-backed securities (ABS) comprised the bulk of
private issuances at 280.3 billion, with the rest issued in
bonds, corporate notes, and commercial paper lines. *°

Domestic Debt Securities Outstanding

By Issuer
As of end-December 2008

Cor porates
4.8%

Government
95.2%

10

Data was sourced from the PhilRatings. For lack of available data, the issued amount was used instead of

the outstanding amount for private debt issuances, which were in the form of asset-backed securities (ABS),
bonds, corporate notes, as well as short- and long-term commercial paper lines. The data also exclude
unsecured subordinated notes (Tier 2) which have some characteristics of both debt and equity. Tier 2 capital
are long-term notes or debt obligations, with tenors usually 10 years and up, but are allowed to form part of the

capital of the issuer.
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Debt issuances rise
in the primary
market.

Outstanding Government Securities, By Maturity

Percent share, end-December 2008

Short-Tem
31.2%

HLong-Term
36%

In the primary market, the NG raised its programmed
borrowings in 2008 by 14.9 percent to £303.0 billion from
R263.8 hillion in 2007. The NG made partial awards and
only accepted R68.2 billion and £79.9 hillion worth of T-
bills and T-bonds, respectively. The NG also rejected fully
some bids, and even cancelled a number of scheduled
auctions for both the T-bills and T-bonds. For the entire
second quarter, the sale of the 91-day and the 182-day T-
bills was cancelled partly because the NG's cash flow
reflected a bunching of maturities for short-term
issuances. The NG likewise cancelled the last two T-bond
auctions in July to give way to the issuance of the Retall
Treasury Bonds (RTBs) on 30 July 2008. ™ The GS
market was oversubscribed, as total tenders reached
R195.4 billion and R271.9 billion for T-bills and T-bonds,
respectively. *?

The higher premiums demanded by dealers reflected
rising risk aversion amidst the global financial turmoil.
Reports of write downs and income losses by corporates
and financial institutions in advanced countries
accumulated. Expectations leaned heavily toward a
further deterioration in the asset quality of global financial
institutions as property prices continued to soften, credit
terms tightened, and the global economy weakened.

The high bid rates also reflected the cautious attitude of
investors due to the escalating inflationary pressures
particularly in the first half of the year. The sharp
movements in interest rates led to potential losses in the
fixed-income market as bond prices dropped.

™ The NG has raised a total of £70.0 billion from the sale of RTBs consisting of £29.003 billion in three-year
and 240.997 billion in five-year tenors. Of the said amount, £9.124 billion were sold to eligible dealers through a
Dutch Auction on 18 July, about R50.876 billion were subscriptions received by the selling agents during the
public offering period and £10.0 billion were sold to GOCCs and other tax-exempt institutions through the BTr's

over-the-counter window.

2 Oversubscription is the gap between the amount tendered and the amount offered for a given instrument.
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Implementation of
the 20 percent
withholding tax on
overnight RRP
renews investors’
interest in
government
securities...

... but uncertainties
in the global
financial markets
increase interest in
shorter-dated
government debt
papers.

Trading in the
secondary market
continues to
increase.

Meanwhile, the implementation of a 20 percent
withholding tax on the overnight reverse repurchase
(RRP) on 22 August 2008 renewed investors’ appetite for
GS papers in September. The tax implementation brought
down the BSP’s effective RRP rate, which, in turn, made
GS more attractive to lenders. Moreover, interest rates fell
towards the end of the month as the capital market
reacted positively to the coordinated efforts implemented
by major central banks to ease liquidity conditions and to
cushion against a potential deepening of the global
recession.

However, the positive sentiment was short-lived as bid
rates jumped from October to November, reflecting
spooked investor sentiment over growing concerns on the
possibility of emerging markets faling into fiscal
difficulties. GS dealers were seen investing in shorter-
dated government debt papers, reflecting the preference
to stay away from longer-dated bonds given the
uncertainties in the global financial markets. Nonetheless,
the deceleration in inflation rates towards the end of the
year was a source of optimism as it gave monetary
authorities flexibility to lower policy rates.

Results of GS Auctions, 2008
In billion pesos

Quarter Offering | Tenders |Accepted |Rejected
Bids Bids
T-bills 137.0 195.4 68.2 127.2]
First Quarter 45.0 46.7 13.9 32.7]
Second Quarter 36.0 50.2 17.4 32.8
Third Quarter 36.0 75.2 26.9 48.3]
Fourth Quarter 20.0 23.4 10.0 13.4
T-bonds 166.0 271.9 79.9 192.0
First Quarter 45.0 74.3 21.7 52.5
Second Quarter 42.0 57.7 18.5 39.2
Third Quarter 49.0 94.8 27.5 67.3
Fourth Quarter 30.0 45.2 12.2 33.1
TOTAL 303.0 467.3 148.1 319.2

Source: Bureau of the Treasury

Meanwhile, trading of government debt papers at the
Fixed Income Exchange (FIE) increased despite the
actual decline in GS issuances. Total transactions at the
FIE reached R1,935 hillion, 23.7 percent higher than the
P1,564.0 hilion posted a year ago. The average daily
volume of around R7.9 bilion was 21.5 percent higher
than the R6.5 billion daily average in 2007. This reflected
continued market confidence in the FIE as a trading
platform of fixed-income instruments and as a channel for
maintaining adequate liquidity to support the strong
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Credit Risk Assessment

Credit ratings on
Philippine sovereign
debt remain stable,
supported by
favorable fiscal
performance.

Concerns over the US
credit crisis, rising
inflationary pressures
and slowing world
economy weigh down
on emerging market
assets.

uptrend in transactions despite the global credit crunch.
Fixed Rate Treasury Notes (FXTNs) were the most traded
instruments, accounting for 87.5 percent of all
transactions at the FIE during the year.

Notwithstanding increasing concerns on the global market
slowdown, international rating agencies maintained their
ratings on Philippine sovereign debt in 2008 except for
Moody’s which upgraded its outlook from stable to
positive. Ratings were kept on the back of a strong
external position and significant improvements in general
government and public sector financial performance
against continued, albeit easing, risks to revenue and
deficit targets. Compared with the long-term foreign
currency sovereign ratings of its neighboring countries in
Asia, the Philippines’ ratings ranked close to Vietnam and
Indonesia.

Philippine Sovereign Credit Ratings on Local and Foreign Currency Debt
As of December 2008
Date of Date of Local Foreign
Rating Latest Latest Currency Outlook Outlook
Agency Rating Rating LTIST LT/ST
Action Assessment
S&P 9-Feb-06 14-Apr-08 BB+/B BB-/B Stable
Moody's 16-Feb-05 25-Jan-08 B1/n.a. B1/n.a. Positive
Fitch 13-Feb-06 27-Jun-08 BB+/n.a. BB/B Stable
Source: S&P, Moody's and Fitch Ratings

Despite the unchanged credit ratings on Philippine
sovereign debt, deepening concerns over the impact of
the US credit crisis, rising inflationary pressures, and a
slowdown in global economic growth continued to weigh
down on demand for high-yielding emerging market (EM)
assets.”

During the first quarter of the year, EMBI+ Global and
EMBI+ Philippines widened to reach an average of
280 bps and 259 basis points (bps), respectively, from
end-2007 levels of 239 bps and 206 bps. The rise in
spreads was due to reports of huge losses of financial
institutions and worsening conditions in the US housing
sector, which contributed to intensified risk aversion and
investors’ shift to risk-free US Treasuries from assets of
emerging markets (EMs).

13 Credit default swap (CDS) is the cost of protecting Philippine government bonds from default.
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Sentiments for
emerging market
debt improve
following interest
rate cuts and fiscal
stimulus packages.

External Sector

Balance of Payments

Full-year 2008 BOP
yields a surplus.

Current account
registers lower
surplus.

Emerging Markets Bond Index Spread
January 2007-December 2008
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Sovereign spreads expanded further in the third and
fourth quarters, peaking on 24 October with the
EMBI+Global spread increasing to 865 bps, the widest
since October 2002 following the downfall of large
financial institutions in the US and Europe. Similarly, the
EMBI+ Philippine spread expanded to 796 bps, its peak
level since August 1998, and CDS swelled to 825 bps.

Towards the end of the year, the sentiments for emerging
market debt improved. The successive interest rate cuts
and fiscal stimulus packages in developed and
developing countries buoyed the performance of
emerging risk assets, which also benefited from sharply
declining US Treasury vyields. These positive
developments reduced the EMBI+Global spreads to 690
bps, the EMBI+ Philippines to 541 bps and the CDS
spreads to 386 bps at the end of 2008 from their peak
levels.

Notwithstanding the deficit posted in Q4 2008 amidst the
challenges posed by the stresses in the global financial
markets and the economic downturn, the country’s
external payments position yielded a surplus of US$89
million for the full year 2008. This level, however, was
markedly lower compared to the US$8.6 billion surplus in
the same period in 2007. This developed as both the
current account and the capital and financial account
posted weaker performances, reflecting the strains in the
external environment (Table 11).

The current account remained in surplus at US$4.2 billion
(equivalent to 2.5 percent of GDP), albeit lower by 40.6
percent from the previous year's surplus of US$7.1 billion
(4.9 percent of GDP). The sustained surplus in the current
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account can be traced to the expansion in net current
transfers receipts particularly due to robust remittances
and the surplus of net income flows. These positive
developments were, however, dampened by lower net
services inflows and the higher trade-in-goods deficit.

Net current transfers receipts grew year-on-year by 7.6
percent to US$15.2 hillion, as a result mainly of the 9.7
percent rise in remittances of non-resident OFs
amounting to US$14.5 billion in 2008. Other transfers,
mostly gifts and donations, also contributed to the
performance of the current transfers account during the
year.

The income account reverted to a surplus of US$146
million from a deficit of US$892 million, due mainly to
higher gross earnings of resident OFWs which rose by
35.0 percent to reach US$4.1 billion in 2008.

Services posted a net inflow of US$1.4 billion. This was,
however, 36.1 percent lower than the US$2.2 billion
surplus in 2007. Lending support to the surplus in the
services account in 2008 were the net receipts from
computer & information services and other business
services largely on account of increased earnings from
business process outsourcing (BPO) related-activities,
notably contact centers, software development, medical
transcriptions and animation. These gains were,
however, moderated by higher net outflows in
transportation, insurance, royalties and license fees, and
government services as well as lower net receipts from
travel, communication, and construction services.

The Philippines continued to attract high-value
outsourcing  operations  (voice and  non-voice)
notwithstanding the global economic slump. This could be
traced to the following factors: a) large pool of qualified
workers with English and information technology (IT)
proficiency; b) strong telecommunication infrastructures -
with the private sector taking the lead in investments in
local and international broadband connectivity; and
c) relatively low wages.

A report of the Business Processing Association of the
Philippines (BPA/P) indicated that the BPO industry
achieved a revenue growth of 26 percent (US$6.1 hillion)
in 2008. While this was 13 percentage points below the
industry’s revenue growth target of 39 percent, the
industry expects to sustain its growth momentum in 2009
with huge growth potentials seen in all non-voice services
particularly  back-office  (corporate) services, IT
outsourcing and engineering/design process delivery,
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Capital and financial
account reverses to a
net outflow in 2008.

following the excellent performance and higher value
yields from these sectors.

On the other hand, the trade-in-goods deficit widened by
49.9 percent in 2008 to reach US$12.6 billion from last
year's deficit of US$8.4 billion due to the combined effects
of a contraction in exports (by 2.6 percent) and expansion
in imports (by 5.0 percent). The decline in merchandise
exports following the slowdown in external demand was in
stark contrast to the 6.4 percent export growth in 2007.
The expansion in merchandise imports, on the other
hand, was driven mainly by major import commodity
groups particularly mineral fuels & lubricants (28.5
percent) and consumer goods (41.0 percent), reflecting in
part the higher prices of these goods in the middle part of
the year.

The capital and financial account in 2008 reversed to a
net outflow of US$1.9 billion, a turnaround from the net
inflow of US$3.5 billion in 2007, pulled down by cautious
investors’ sentiment in the last quarter of 2008 in the
wake of the global economic crisis. Both portfolio and
other investments posted net outflows which more than
offset the net inflow in direct investments.

The portfolio investment account reversed to a net outflow
of US$2.6 bhillion, from a net inflow of US$4.6 billion in
2007. Contributing to this development were the following:

a) net bond repayments by the NG (US$831 million),
corporates (US$1.6 hilion), the BSP (US$43
million), and banks (US$224 million); and

b) net withdrawal by non-residents of their equity
securities holdings in banks and private
companies (US$1.3 billion).

The other investment account recorded a net outflow of
US$522 million in 2008, more than twice the net outflow
in 2007. A number of factors explained this development:

a) net loan repayments by local banks (US$487
million), and some private corporates (US$2.5
billion); and

b) non-residents’ net withdrawal of currency and
deposit with local banks (US$204 million).

The direct investment account in 2008 reversed to a net
inflow of US$1.3 billion from a net outflow of US$620
million in the previous year. This developed as residents
deleveraged from their investments abroad resulting into
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International Reserves

GIR continues to
increase.

significantly lower net equity capital investments abroad
by residents to US$237 million (from US$3.5 billion in
2007).

Meanwhile, foreign direct investments posted net inflows
in 2008 of US$1.5 hillion, lower than the US$2.9 billion
net inflows in 2007 following the declines recorded in the
major FDI accounts.

a) Net equity capital flows in 2008 amounted to
US$1.4 hillion, or 30.7 percent lower than the
year-ago level. The U.S., Japan, Singapore,
South Korea, Germany, Malaysia, Taiwan, Hong
Kong, United Kingdom, and the Netherlands
were the major sources of equity capital flows.
The bulk of these inflows were channeled to the
following sectors: manufacturing
(shipbuilding/repair, auto electronics parts/
components, paper/cigarette/tobacco products),
services (recreational/cultural), mining,
construction (hotel/resort/water spa
development, power plant facility, global gateway
and logistics hub), utilities, real estate,
trade/commerce, and financial institutions.

b) The other capital account, also recorded net
inflows amounting to US$261 million. The level,
however, slipped by almost 25 percent compared
to that recorded in the previous year, attributed
mainly to the lower loan availments by Philippine
subsidiaries from their mother companies as
global economies continue to feel the financial
squeeze and the slowdown in economic activity.

¢) Reinvested earnings, meanwhile, reversed to a
net outflow of US$91 million due to losses
realized by some foreign direct investment
enterprises in the country in 2008.

The gross international reserves (GIR) of the BSP,
including the reserve position in the International
Monetary Fund (IMF), reached US$37.55 bilion as of
end-December 2008 (Table 12). This was 11.3 percent
higher than the previous year’s level of US$33.75 billion.
At this level, the reserves could cover 6.0 months’ worth
of imports of goods and payments of services and
income. Alternatively, this level was equivalent to 4.2
times the country’s short-term external debt based on
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original maturity and 2.7 times based on residual
maturity.**

The increase in reserves could be traced to inflows from
the BSP’s net foreign exchange (FX) operations and
income from its investments abroad, as well as the NG’s
deposit of program loan proceeds from multilateral
financial institutions. Reserve accumulation remained
strong, even with the payments made by the BSP for
maturing foreign exchange obligations, as well as the
NG’s prepayment of the remaining Brady Bonds which
are maturing in 2018.

Composition of Reserves

Percent share, end-December 2008

8.4%

Gross International Reserves
In billion US dollars

2002 2003 2004 2005 2006 2007 2008

The bulk of the reserves was held in the form of foreign
investments (85.4 percent), with the remainder in gold
(11.6 percent), foreign exchange (2.6 percent), and
combined Special Drawing Rights and reserve position in
the IMF (0.3 percent).

1 Residual maturity refers to outstanding short-term debt based on original maturity plus principal payments on

medium- and long-term loans of the public and private sectors falling due in the next 12 months.
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External Debt

External debt
declines.

The Government
prepays some of
its external debt.

The net international reserves (NIR) level, including
revaluation of reserve assets and reserve-related
liabilities, likewise rose to US$36.0 billion from the end-
2007 level of US$33.74 bilion. The NIR refers to the
difference between the BSP's GIR and total short-term
liabilities.

The country’s outstanding external debt reached US$53.5
bilion as of end-September 2008, down by US$945
million or 1.7 percent from its year-ago level of US$54.4
billion (Table 13). Compared to the end-December 2007
level of US$54.9 billion, the end-September 2008 level
was likewise lower by US$1.46 billion or 2.7 percent.

External Debt
By maturity
In billion US dollars
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70
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537.
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Year-on-year, the decline in the debt stock was principally
a result of net principal repayments which reached
US$3.3 billion. These were partially offset by: (a) upward
foreign exchange revaluation adjustments (US$1.5
billion), mainly reflecting the increase in the U.S. dollar
equivalent of loans denominated in Japanese yen, which
strengthened vis-a-vis the U.S. dollar; (b) increased
holdings of Philippine debt papers by non-residents

(US$442 million); and (c) upward audit adjustments
(US$404 million).

Prepayments on external debt accounts during the 12-
month period ending September 2008 totaled US$1.8
billion. Major portions of these prepayments were made
by the NPC, private commercial banks for their Tier-2
capital issuances and other major private borrowers
across various sectors.

Medium and long-term (MLT) foreign loans decreased by
US$2.3 billion to US$45.2 billion during the period under
review from the previous year's US$47.5 billion. Based on
original maturity, these loans had a weighted average
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Public sector debt
rises.

maturity of 19.8 years, longer than the September 2007
average maturity of 18.7 years. Meanwhile, the share of
MLT loans to total external debt fell to 84.5 percent from
87.3 percent in September 2007. By contrast, short-term
(ST) obligations rose by US$1.4 billion or 19.8 percent to
US$8.3 hillion. Subsequently, the share of ST obligations
to total debt stock climbed to 15.5 percent as of end-
September 2008 from 12.7 percent as of end-September
2007.

Medium and Long-Term External Debt*
By maturity profile
As of end-September 2008

No. of Years
Total MLT Debt 19.8
Public Sector 21.6
Private Sector 11.7

*Based on Original Maturity

Public sector debt rose by US$1.1 billion to US$38.3
billion during the third quarter of 2008. Similarly, the share
of public sector borrowings to the total climbed to 71.7
percent as of end-September 2008 from 68.4 percent a
year ago. By contrast, private sector debt dropped by
US$2.1 billion to US$15.1 billion from US$17.2 billion in
September 2007. Likewise, the share to total borrowings
of debt owed by the private sector declined to 28.3
percent from 31.6 percent in September 2007.

By creditor profile, official lenders (multilateral institutions
and bilateral creditors) accounted for 42.0 percent of the
total debt, followed by foreign holders of bonds and notes
(33.4 percent) and foreign banks as well as other financial
institutions (16.5 percent). The rest of the creditors (8.1
percent) were mostly foreign suppliers.

More than US$28 bhillion (53.0 percent) of the total debt
stock were denominated in US dollars while US$14.3
billion (26.8 percent) were in Japanese yen. US dollar-
denominated multi-currency loans from international
financial institutions comprised 9.3 percent of the total
external debt stock while the remaining 10.9 percent
came from 18 other currencies, led by the euro.
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External debt
indicators continue
to improve.

External Debt
By currency, percent share, end-September 2008

Others23.3%

Japanes yen
25.0% US dollar 51.7%

The country’s major external debt indicators as a ratio to
GNP and GDP continued to improve. The ratio of
outstanding external debt to GNP fell markedly to 28.9
percent as of end-September 2008 from 36.8 percent in
the same period in 2007. Similarly, the ratio of external
debt to GDP dropped to 31.8 percent during the period
under review from 40.2 percent in September 2007. The
ratio has been moving further below the Early Warning
System (EWS) threshold for assessing debt sustainability
of 72.5 percent.

For the period January-September 2008, the country’s
debt service burden (DSB) amounted to US$6.0 billion
(i.e., principal amortizations plus interest payments) as
against US$6.0 billion for the same period in 2007 (Table
14). The debt service ratio (DSR), computed as the
percentage of the DSB to the country’s total exports of
goods and receipts from services and income (XGSI)
reached 10.0 percent compared to 10.8 percent in the
comparable period in 2007. The current DSR is below the
20-25 percent international benchmark and the EWS
threshold of 25.045 percent.

Selected External Debt Indicators
2007-September 2008, in percent

Jan-Sep

2007
2007¥ | 2008™

External debt to GNP | 35.0 36.8 | 28.9%

External debt to GDP | 38.1 | 40.2% | 31.8%

DSB to XGSI 10.1 10.8 10.0
DSB to CAR 9.7 10.3 9.6
DSB to GNP 4.9 54 4.4

Source: International Department

P preliminary

¥ For comparability with annual figures, GNP and GDP numbers
used are based onthe sum of Q1 to Q3 data of the current year
and Q4 data of the preceding year.
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PART TWO: THE OPERATIONS AND POLICIES OF THE

BSP

Monetary Stability

Inflation
accelerates,
reaching its peak
in August.

The BSP
accommodates
first-round effects;
keeps policy rates
steady in early
part of 2008.

With second-round
effects evident, the
BSP hikes policy
rates from June to
August.

The Philippine inflation environment in 2008 turned out to
be more challenging compared to the BSP’s assessment
two years earlier. Price pressures in the first half of the
year had intensified more than initially anticipated,
principally due to the surge in the international prices of
oil and food. Thus, instead of the expected steady decline
towards the target range, inflation climbed sharply from
4.9 percent in January to peak at 12.4 percent in August.
Subsequently, as international commodity price pressures
receded, inflation fell quickly, consistent with the
temporary nature of commodity shocks. Inflation stood at
8 percent by December, bringing the full year average to
9.3 percent.

The surge in oil and food prices was a global
phenomenon and affected not only the Philippines but
also most countries worldwide. In fact, because of the
magnitude and the unexpected nature of the global
shocks, inflation targeting central banks breached their
respective 2008 inflation targets.

In this situation, the BSP was aware that the initial rise in
prices was primarily supply-side in origin and that
commodity shocks are transitory in nature. Therefore,
following an approach consistent with the widely-accepted
principle that supply-side developments are best
addressed by non-monetary measures, the BSP kept its
policy rates steady. The BSP considered the rise in prices
during the first half of the year as a shift in relative prices
and accommodated such first-round effects, allowing
them to “pass through” in the form of higher prices.

However, supply shocks from rising food and energy
prices continued over a longer period, contributing to
second-round effects, and affecting the wage- and price-
setting behavior of businesses and households by the
end of the second quarter. A rise in inflation expectations
was also evident from surveys and financial market data,
while the BSP’s forecasts showed the risk of inflation
exceeding targets for 2008 and 2009. The BSP
responded to these second-round effects with decisive
action and strong anti-inflation pronouncements. In
particular, the BSP raised key policy rates by a total of
100 basis points from June to August while strengthening
its anti-inflation commentary.
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The BSP adopts a
neutral stance from
September to
November with
improving inflation
outlook...

... implements
preemptive
measures to
support the
orderly
functioning of the
financial system

...and provides
ample liquidity to
the system.

The inflation outlook started to improve in September,
with the decline in international commodity prices.
Monetary authorities, however, took the view that with the
domestic elevated core inflation readings still rising, there
were still price pressures in the pipeline. The weaker peso
also posed an upside inflation risk. Hence, the Monetary
Board, during its October and November policy meetings
opted to keep policy rates steady to ensure that inflation
and inflation expectations were kept at bay. Meanwhile, to
address any possible tightness in financial markets as a
result of the global financial turmoil, monetary authorities
implemented preemptive measures aimed at providing
adequate market liquidity and ensuring the orderly
functioning of the financial system.

Introduction of a US dollar Repurchase Agreement
(Repo) facility

The BSP approved on 17 October the opening of a US
dollar repurchase agreement (repo) facility to support the
orderly functioning of the financial system as the main
conduit for the implementation of monetary policy. The
US dollar repo facility is expected to augment dollar
liquidity in the market that would help address any
temporary market tightness. In turn, this will help ensure
the ready availability of credit for imports and other
qualified funding requirements. For this facility, the use of
foreign-denominated sovereign debt securities (ROP) as
collateral for loans availed was allowed.

In addition, the BSP expanded the eligible collateral for
the BSP’s standing peso repo facility to include ROPs.
The valuation for such collateral under both the peso and
dollar repo facilities is governed by a revised scheme that
is relatively more relaxed.

This facility complements the existing BSP standing
facilites such as the overnight and term RRP/RP
facilities, the emergency loan window and the peso
rediscounting facility.

Reduction of the reserve requirement ratio and
increase on the rediscount budget

Similarly, effective 14 November 2008, the regular
reserve requirement on peso demand, “NOW?”, savings
and time deposit liabilities and deposit substitutes of
banks was reduced by two percentage points.

This move was accompanied by the increase in the BSP

budget for the peso rediscounting facility from B20 billion
to R40 billion effective immediately.
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The BSP cuts
policy rates in
December as the
inflation outlook

improves further.

These two measures were aimed at preemptively
ensuring the proper functioning of the interbank market
and guarding against a possible liquidity or credit
tightness arising from the global rise in risk aversion.

In December, the inflation outlook further improved,
showing a decelerating path over the policy horizon, with
the average inflation falling within the target range in
2010. This outlook reflected the significant fall in the
November inflation and the sharper-than-expected
slowdown in global economic growth. Given the downside
risks associated with the declines in commodity prices,
the fall in inflation expectations, and the slowdown in
economic activity, the Monetary Board decided to reduce
key policy rates by 50 basis points during its 18
December policy meeting.
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BSP KEY POLICY RATES, 2008

EFFECTIVITY DATE

Monetary Policy Decision

2008 31-Jan-08

13-Mar-08

24-Apr-08

05-Jun-08

17-Jul-08

28-Aug-08

06-Oct-08

20-Nov-08

18-Dec-08

LEVELS
RRP RP
OVERNIGHT OVERNIGHT
5.00 7.00
5.00 7.00
5.00 7.00
5.25 7.25
5.75 7.75
6.00 8.00
6.00 8.00
6.00 8.00
5.50 7.50

The Monetary Board decided to reduce by 25 basis points the BSP's key
policy interest rates to 5 percent for the ovemight borrowing or reverse
repurchase (RRP) facilty and 7 percent for the ovemight lending or
repurchase (RP) facility. The interest rates on term RRPs, RPs, and
special deposit accounts were also reduced accordingly. In its assessment
of macroeconomic conditions, the Monetary Board noted that the latest
inflation forecasts indicated that inflation would fall within the 4.0 percent +
1 percentage point target range in 2008 and the 3.5 + 1 percentage point
target range in 2009.

The Monetary Board decided to keep the BSP’s key policy interest rates at
5 percent for the overnight borrowing or reverse repurchase (RRP) facility
and 7 percent for the ovemight lending or repurchase (RP) facility. The
interest rates on term RRPs and RPs were also left unchanged.The
Monetary Board also decided to implement immediately the following
refinements in the Special Deposit Account (SDA) facility: (1) the closure of
existing windows for the two-, three-, and six-month tenors; and (2) the
reduction of the interest rates on the remaining tenors.

The Monetary Board decided to keep the BSP’s key policy interest rates at
5 percent for the overnight borrowing or reverse repurchase (RRP) facility
and 7 percent for the ovemight lending or repurchase (RP) facility. The
interest rates on term RRPs and RPs were also left unchanged

The Monetary Board decided to increase by 25 basis points the BSP’s key
policy interest rates to 5.25 percent for the overnight borrowing or reverse
repurchase (RRP) facility and 7.25 percent for the overnight lending or
repurchase (RP) facility. The interest rates on term RRPs, RPs, and SDAs
were also increased accordingly. In its assessment, the Monetary Board
noted that emerging baseline forecasts, which reflected more recent data
on inflation and output, indicated a likely breach of the inflation target for
2008.

The Monetary Board decided to increase by 50 basis points the BSP’s key
policy interest rates to 5.75 percent for the overnight borrowing or reverse
repurchase (RRP) facility and 7.75 percent for the overnight lending or
repurchase (RP) facility. The interest rates on term RRPs, RPs, and SDAs
were also increased accordingly. The BSP's baseline forecasts showed
the risk of inflation exceeding the inflation targets for 2008 and 2009, and
for this reason, authorities believed that more decisive monetary action
was necessary.

The Monetary Board increased by 25 basis points the BSP’s key policy
interest rates to 6.0 percent for the overnight borrowing or reverse
repurchase (RRP) facility and 8.0 percent for the ovemight lending or
repurchase (RP) facility. The interest rates on term RRPs, RPs, and SDAs
were also increased accordingly. The Monetary Board noted that the
impetus to tighten the monetary policy stance remained present as latest
forecasts continued to show above-target inflation for 2009 as well as
2008.

The Monetary Board keptthe BSP's key policy interest rates at 6.0 percent
for the ovemight borrowing or reverse repurchase (RRP) facility and 8.0
percent for the ovemight lending or repurchase (RP) facility. The interest
rates on term RRPs and RPs were also left unchanged. The Monetary
Board approved on 17 October the opening of a US dollar repurchase
agreement facility to augment dollar liquidity in the market and ensure
availability of credit for imports and other qualified funding needs. The
measure complemented existing BSP standing faciliies such as the
repurchase (RP) facility, the rediscounting window, and the emergency
loan facility.

The Monetary Board keptthe BSP’s key policy interest rates at 6.0 percent
for the ovemight borrowing or reverse repurchase (RRP) facility and 8.0
percent for the ovemight lending or repurchase (RP) facility. The interest
rates on term RRPs and RPs were also left unchanged. The Monetary
Board approved on 6 November the reduction of the regular reserve
requirement on bank deposits and deposit substitutes by two percentage
points effective 14 November. The Board also increased the BSP budget
for the peso rediscounting facility from R20 billion to R40 hillion effective
immediately. The two measures were aimed at preemptively ensuring the
proper functioning of the interbank market and guarding against a possible
liquidity or credit tightness arising from the global rise in risk aversion.

The Monetary Board reduced the BSP’s key policy interest rates to 5.5
percent for the overnight borrowing or reverse repurchase (RRP) facility
and 7.5 percent for the ovemight lending or repurchase (RP) facility. The
Monetary Board based its decision on the latest baseline forecasts which
reflected a decelerating inflation path over the policy horizon, supported by
the downward shift in the balance of risks, following the easing of
commodity prices, the moderation in inflation expectations, and the
expected slowdown in economic activity.
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Financial Stability

The BSP continues
reforms to build a
strong and resilient
financial system.

The BSP introduces
new guidelines on
UITFs...

The BSP reaffirms its commitment to establish a
vibrant financial system

The BSP reaffirmed its commitment to establish a strong
and vibrant financial system that would lead to a more
balanced and sustainable economic growth path. During
the year, a package of reforms was implemented in the
areas of regulatory and prudential standards, risk
management, corporate governance, and capital market
development. Towards the second half of the vyear,
reforms were implemented to shield the financial system
against the adverse impact of the US financial market
meltdown and the ensuing global financial and economic
turmoil.

Strengthening regulatory and prudential standards

The BSP continued to strengthen its regulatory and
prudential standards in line with international norms.
These initiatives are aimed at promoting market
discipline, greater transparency and reducing moral
hazard.

During the year, new guidelines were put in place to
govern the operation of unit investment trust funds
(UITFs). Among others, the new guidelines required all
UITF trustees to provide a list of prospective and
outstanding investment outlets available for the review of
all UITF clients as part of the minimum disclosure
requirements in the trust agreements drawn by trustees
for each UITF. The changes were intended to ensure that
the investing public is well-informed of the returns and the
general as well as specific risks associated with each type
of fund product offered. (Circular No. 593 dated 8 January
2008)

As a complementary move, penalties were likewise
amended to encourage banks/non-bank financial
institutions (NBFIs) with authority to engage in trust
and/or investment management activities and/or officers
to comply with the basic security deposit for the faithful
performance of trust, investment management and other
fiduciary duties. (Circular No. 617 dated 30 July 2008)

In addition, the BSP imposed a single 20 percent overall
limit on the exposure of universal and commercial banks
(U/KBs) to the real estate industry. The new limit, which
primarily serves as a prudential safeguard against the
overconcentration of credits of U/KBs to commercial
lending, is expected to provide greater flexibility in

38



... relaxes rules on
DOSRI and loans-to-
deposits ratio

... amends rules
and regulations
on derivatives
activities to
safeguard the
interest of the
investing public

... issues
guidelines on
notes to fund
recapitalization
of banks

... amends
guidelines on
identifying and
monitoring
problem loans
and other risk
assets

... requires banks
to appoint a full-

time compliance

officer

delivering credit to high priority areas, such as
infrastructure development and the construction of
residential properties. (Circular No. 600 dated 4 February
2008)

Meanwhile, the rules on DOSRI and the loans-to-deposits
ratio (LDR) of banks were relaxed while reportorial
requirements on bank branches were further streamlined
during the year. These regulatory changes were adopted
to grant banks greater flexibility in their regional lending
and deposit operations as well as to reduce the reportorial
requirements. (Circular No. 613 dated 18 June 2008 and
Circular No. 616 dated 30 July 2008)

Strengthening Risk Management

The rules and regulations governing the derivatives
activiies of banks and trust entities were likewise
amended in 2008. The revised regulations expanded the
range of available derivatives products for banks and their
clients and, at the same time, strengthened the
supervisory and risk management frameworks for
derivatives activities. Safeguards were also put in place to
protect the investing public by providing sales and
marketing  guidelines, including client suitability
procedures and risk disclosure requirements for banks
offering derivatives products to clients. (Circular No. 594
dated 8 January 2008)

To facilitate the recapitalization of banks undergoing
rehabilitation, the BSP issued guidelines on the issuance
of capital notes that will qualify as interim Tier 1 capital.
Central to the qualifying guidelines is that the Philippine
Deposit Insurance Corporation (PDIC) shall be the holder
of the said capital notes and that any transfer from PDIC
of said capital notes shall require prior BSP approval.
(Circular No. 595 dated 11 January 2008)

The BSP likewise amended the guidelines in identifying
and monitoring problem loans and other risk assets and
setting up allowance for probable losses. The amended
regulation excluded from adverse qualitative classification
of loans of Philippine branches of foreign banks to
subsidiaries and affiliates in the Philippines of
multinational companies. (Circular No. 603 dated 5 March
2008)

Strengthening Corporate Governance
To enhance the compliance system of banks, the BSP

amended the Manual of Regulations for Banks and all
Quasi-banks by requiring all UBs/KBs, TBs and
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... authorizes
custodian banks to
issue registration
documents

... expands the type
of valid identification
cards for financial
transactions

RBs/Coop Banks and all quasi-banks with total resources
of 500 million and above, to appoint an independent full-
time compliance officer, who shall have the rank of at
least a vice president or its equivalent. Meanwhile, an
incumbent senior officer may be designated concurrently
as the bank's compliance officer for banks and quasi-
banks with total resources below R500 million. (Circular
No. 598 dated 11 January 2008)

The BSP continued its policy drive to relax the rules on
outsourcing of certain banking functions to enable banks
to focus more on their core business activities and
strategies. During the year, the BSP, through a series of
circulars, included loan processing, credit administration
and documentation services, production of credit cards,
preparation of statement of accounts, telemarketing of
insurance products as among the services/functions that
banks may render through subsidiaries, affiliates and
companies related to them by at least 5 percent common
ownership. (Circular No. 596 and 597 dated 11 January
2008, Circular No. 604 dated 3 March 2008, and Circular
No. 610, dated 26 May 2008)

Promoting the development of the domestic capital
market

The BSP authorized custodian banks to issue special
Bangko Sentral Registration Documents (BSRDs) to
cover the PSE-listed shares of stock borrowed by foreign
entities from local investors/lenders. Moreover, the said
foreign borrowers are allowed to purchase foreign
exchange from the banking system for remittance abroad
using the peso sales proceeds of the borrowed shares,
including the related income from Securities Borrowing
and Lending (SBL) transactions, i.e., rebate or share in
the income earned on the reinvestment of the cash
collateral, interest and dividends earned on the peso-
denominated government securities and PSE-listed
shares used as collaterals subject to certain conditions.
(Circular No. 611 dated 30 May 2008)

Strengthening efforts to address money laundering

The BSP amended the rules governing the acceptance of
valid identification cards for all types of financial
transactions by banks and non-bank financial institutions
under BSP supervision, including those involving
overseas Filipinos. The amendment expanded the type
of valid identification cards used in any financial
transactions to include the Integrated Bar of the
Philippines ID and company IDs issued by private entities
and institutions registered with or supervised or regulated
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... extends deadline
for submission of
covered transaction
reports

... revises rules on
bank protection to
ensure safety against
crime

... increases the
rediscounting
budget, reduces the
reserve requirement
ratio

... adjusts guidelines
in the computation of
asset cover

by the BSP, Securities and Exchange Commission or
Insurance Commission. (Circular No. 608 dated 20 May
2008)

The BSP extended the deadline to ten working days (from
five (5) days), for the submission to the Anti-Money
Laundering Council (AMCL) of covered transaction
reports (CTRs) and suspicious transaction reports (STRs)
by all banks and non-bank financial institutions under the
supervision and regulation of the BSP. (Circular No. 612
dated 13 June 2008)

Tightening Bank Security

The BSP revised the rules on bank protection to ensure
public safety against crime. This entails the
implementation of a security program that is acceptable to
the BSP such as the installation of prescribed minimum
security devices, the continued conduct of security
awareness program to all bank personnel, the
establishment of an effective working relationship
involving the BSP, Philippine National Police (PNP), and
other law enforcement agencies, and the continued
conduct of research and studies on new techniques,
methods and equipment to enhance bank protection
measures. (Circular No. 620 dated 3 September 2008)

Banking reforms to safeguard the banking system
against the global financial crisis

In November, the Monetary Board approved the reduction
of the regular reserve requirement on bank deposits and
deposit substitutes by two percentage points effective 14
November 2008. At the same time, the BSP increased its
budget for the peso rediscounting facility from 220 billion
to P40 billion effective 6 November 2008. The two
measures are aimed at preemptively ensuring the proper
functioning of the interbank market and guarding against
a possible liquidity or credit tightness arising from the
global rise in risk aversion. (Circular No. 632 dated 13
November 2008 and Circular 630 dated 11 November
2008)

The BSP likewise approved an adjustment in the items
eligible as asset cover for the purpose of the calculation
of the 100 percent asset cover requirement. Under the
revised guidelines, net unrealized losses arising from the
marking-to-market of financial assets/liabilities and the
revaluation of third currencies under the Foreign Currency
Deposit Unit (FCDU)/Expanded Foreign Currency Deposit
Unit (EFCDU) book will not be deducted from the asset
cover for a limited period until 31 March 2009. The new
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... approves
guidelines on the
reclassification of
financial assets

...and introduces the
US dollar repurchase
facility to mitigate the
impact of global
credit strains.

measure is expected to diminish the pressure on foreign
exchange as banks would no longer need to keep buying
dollars to comply with the 100-percent cover requirement,
since the decline in asset values would not be deducted
from their books. (Circular No. 629 dated 31 October
2008)

The BSP approved the guidelines allowing financial
institutions to reclassify financial assets from categories
measured at fair value to those measured at amortized
cost. Financial institutions may now reclassify their
investments in debt and equity securities from the Held
for Trading (HFT) or Available for Sale (AFS) categories
to the Held to Maturity (HTM) or the Unquoted Debt
Securities Classified as Loans (UDSCL) until 31
December 2008. This is consistent with the October 2008
amendments of the International Accounting Standards
(IAS) 39 and the International Financial Reporting
Standards (IFRS) 7 issued by the International
Accounting Standards Board (IASB), in light of the extra
ordinary circumstances in the world's financial market.
(Circular No. 626 dated 23 October 2008 and Circular 628
dated 31 October 2008)

The US dollar repurchase agreement facility (with foreign-
denominated sovereign debt securities such as ROP
bonds as collateral) was a contingency measure to
mitigate, if not prevent, the effects of global credit strains
to the Philippine economy. (Circular No. 627 dated 23
October 2008 and Circular No. 631 dated 12 November
2008)

Payments and Settlements System

Volume and value of
transactions climb.

In 2008, both the volume and value of financial
transactions climbed by 16.8 percent and 19.0 percent,
respectively, to reach 574,022 and R222.6 trillion. This
was accounted for by the rise in new transactions coming
from the Payments and Settlements Office (PSO) and
Department of Loans and Credit (DLC), and the increase
in transactions settled via the Treasury Department (TD),
Enhancing the Electronic Fund Transfer Instruction
System (EFTIS) and interbank. Following the rise in both
the volume and value of transactions, transaction fees
collected increased markedly by 123.2 percent to R113.6
million.
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2008 2007 Annual
Change (%)

Volume 574,022 491,584 16.8
Value
(In trillion pesos) 222.6 187.1 19.0
Transaction Fees
(In million pesos) 113.6 50.9 123.2
Source: Payments and Settlements Office, BSP

The BSP rationalizes
transaction fees.

To further improve the delivery of services to PhilPaSS
participants, the BSP implemented in February a revised
pricing structure that was aimed at rationalizing
transaction fees charged to participants to make the fees
more reasonable and equitable. Related to this was the
abolition of the monthly connectivity and annual license
fees on 3 July 2008.°> The BSP also implemented
projects that enhanced the system further, including:

1) Implementation of Enhanced Delivery-versus-
Payment (e-DvP) system through the Philippine
Dealing System Settlement Highway;

2) Automation of the Supervision and Examination
Sector's collection of banks’ annual supervisory
fees;

3) Access to CD deposit transaction for the BSP
Cash Department;

4) Auto-saving of PhilPaSS transactions every 5
minutes;

5) Batch processing of DvP transaction files
transmitted by the BTr and vice-versa; and

6) Implementation of an on-line payment system for
purchases of any BSP-publications.

Key Operations of the BSP

Loans and Credit

The overall guiding principle in the grant of rediscounts,
discounts, loans and advances by the BSP is to influence
the volume of credit, consistent with the Bank’'s price
stability objective. In addition, the BSP also ensures that
the risks involved in such lending operations are
manageable.

!5 The monthly connectivity refers to the fee imposed upon third party systems providers (TPSPs) who are the
other payment system operators which eventually settle the results of their operations through PhilPass at the
end of the day. These operators include Philippine Clearing House Corporation for check and electronic peso
clearing results, the Bureau of the Treasury for the settlement of Delivery-versus-Payment (DvP) transactions,
the Megalink for the settlement of ATM transactions, the Philippine Domestic Dollar Transfer System for the
settlement of the peso leg in the Payments-versus-Payments (PvP) and the PDS Settlement Highway for the
settlement of e-DvP and PDEX interbank repo trades.
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The BSP increases
the rediscounting
budget and
liberalizes
rediscounting
guidelines...

... and undertakes
projects for the
timely and effective
delivery of credit to
productive sectors.

As of 31 December 2008, the total loan portfolio of the
BSP reached R125.8 hillion, 224.9 billion or 24.7 percent
higher than the previous year's R100.9 billion. Similarly,
the total loans outstanding under the regular
rediscounting facility amounted to £233.0 billion, also
higher than the £6.2 billion in 2007.

Total loans granted for 2008 amounted to 267.1 billion,
with R62.0 billion granted under the regular rediscounting
facility. Out of the 262.0 billion released to banks for both
peso rediscounting and EDYRF, loans granted to
commercial banks, thrift banks, and rural banks reached
R51.3 hillion, R9.2 hillion, and R1.5 billion, respectively.

Total loan collections for the year reached R42.2 billion
with the bulk or BR35.2 bilion accounted for by
rediscounting. Meanwhile, total gross income from
lending operations of the Head Office reached R3.8 hillion
in 2008.

The BSP provided additional liquidity in the market and
facilitated the flow of bank credit by increasing the
rediscounting budget to R40.0 billion from £20.0 billion on
6 November 2008. The BSP also amended the
rediscounting guidelines on 11 November 2008 to
strengthen and liberalize the BSP’s operations on
rediscounting.

Moreover, the BSP undertook special projects to enhance
the timely and effective delivery of credit to all productive
sectors of the economy, through the banking system and
PDIC, under the regular and special credit windows.
Among the projects undertaken were:

1) The development and program testing for the
“Collateral Information and Manage ment System” (CIMS),
which will complement the eRediscounting System. CIMS
enables authorized users to electronically obtain
information on the status of collateral documents,
particularly the collateral positions of borrower banks and
end-user borrowers.  This system will also further
facilitate loan processing as well as ensure the BSP’s
protection against potential credit risk.

2) Launching of the Credit Surety Fund Program (CSFP)
in Cavite. The program is a credit enhancement scheme
that allows micro, small and medium enterprises
(MSMESs) that are members of cooperatives to borrow
from banks even without collateral. Loans granted by
banks under the Program are eligible for rediscounting
with the BSP through the DLC. Preparations are
underway for the launching of the CFSP in the provinces
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Asset Management

The BSP utilizes new
approaches in asset
administration and
disposal ...

... improves
administration of
foreclosed
properties

of Batangas, Cebu, Bohol, Bulacan, Davao and Metro
Manila.

The BSP’s acquired assets are administered, preserved
and disposed off properly by the Asset Management
Department. Private banks mortgage their real properties
or assign to the BSP their receivables, including
collaterals in the form of real properties, when availing of
the loan facilities of the BSP. Upon failure of these banks
and mortgagors to pay their loans, the BSP forecloses
these real properties. Banks may also pay their loans with
properties under a dacion en pago agreement.*®

The book value of the BSP’s acquired assets as of end-
December 2008 stood at R12.4 billion, R0.9 billion or 6.8
percent lower than the previous year’s level. Similarly, the
number of real property titles acquired decreased by 0.8
percent or 272 titles to 34,101.

In 2008, the BSP disposed 1,389 acquired assets with a
total price of R593.4 million. These properties were
disposed through the following schemes:

1) Redemption or repurchase;

2) Public auction;

3) Sale of acquired assets on a negotiated basis; or
4) Sale through the Provident Fund Office.

To improve the administration of foreclosed properties,
the BSP modified the guidelines in disposing the acquired
assets to include the following:

e Reduction in the redemption period of the acquired
assets. The payment period for the redemption of the
BSP-acquired assets was reduced from 10 years to five
years, while requests for longer redemption period of up
to 10 years need to be approved by the Monetary Board
(MB);

» Approval by the MB for a single purchase offer by one
buyer for several properties;

 Preference given to government agency or
instrumentality in the disposal of the BSP-acquired
assets; and

' “Dacion en pago” refers to a payment type whereby property, whether real or personal, tangible or intangible,
is alienated in favor of the creditor, which could either be a Financial Institution (FI) or an SPV, in satisfaction of

an NPL.
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... and develops
system for the

management of
acquired assets.

¢ Adoption of the pricing policy of the National Housing
Authority (NHA) in the valuation of the properties of the
BSP relocated families at the Kasiglahan Village.

Meanwhile, the BSP started the development of the
Acquired and Other Assets Management System
(AOAMS), an integrated computer system that aims to
address the operational requirements of the BSP in the
management of acquired assets and in the monitoring of
income, expenses and receivables in the last quarter of
the year.

International Reserves Management

Gross international
reserves continue
to grow.

The country’s gross international reserves continued to
grow, allowing for adequate cushion against any
unforeseeable demand for foreign currencies. The bulk of
the increase in reserves came from inflows from the
BSP’s net foreign exchange operations and income from
its investments abroad. The BSP likewise undertook
proactive measures in reducing its risks and exposures to
global financial institutions. Funds were transferred to
major central banks while the criteria for counterparty
accreditation were made more stringent. Although the
peso depreciated in 2008, its performance was
nonetheless respectable relative to the other currencies in
Asia and other emerging market economies.

To further enhance the reserve management strategy, the
BSP adopted the following measures:

1) tranching the reserves and currency composition
in order to match the liquidity as well as the
currency mix requirements against the country’s
outstanding external liabilities;

2) redefining the benchmark from custom-based to
that which is market-determined,

3) revising the Investment Guidelines to provide,
among others, more flexibility for active
management and strong measures for risk
control; and

4) creating an Investment Management Committee
which would provide a higher level of authority
over the strategic allocation of long-term
investments of internally-managed portfolio.
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International Operations

Evaluation of foreign
borrowing proposals
continues to ensure
sustainability of
foreign debt and
orderly debt
servicing.

The BSP implements
capacity building
programs to enhance
debt management
capability.

The BSP continued to evaluate foreign borrowing
proposals from both the public and the private sectors to
help manage the level and direction of the country’s
foreign debt. The BSP’s external debt management
framework remained focused on maintaining the stock of
foreign debt at a sustainable level and to ensure that loan
proceeds are utilized for priority activities.

Moreover, as part of the BSP’s capacity building systems/
improvement programs, the BSP implemented the BSP
Debt Management and Financial Analysis System
(DMFAS) Project, which involves the acquisition of the
DMFAS of the United Nations Conference on Trade and
Development (UNCTAD), a computerized external debt
monitoring system intended to ensure that the country is
at par with international standards. The Project entered
Phase Il with the signing of the project document on
4 February 2008. The first mission from the UNCTAD-
DMFAS Programme started on 11 February 2008.
Preliminary activities included the following:
(a) conversion of the existing database to the DMFAS
format; (b) transfer of data to the DMFAS; and (c)
completion of all the required elements prior to the
implementation of the system at the BSP. The project
also included technical assistance and training programs
for BSP users and IT staff.

Meanwhile, BSP regulations required the registration of
inward foreign investments if the foreign exchange
needed to service the repatriation of capital and the
remittance of dividends, profits and earnings which
accrue thereon, shall be sourced from the domestic
banking system.

Notes and Securities Printing

Mint and Refinery

In 2008, the Banknotes and Securities Printing
Department (BSPD) delivered a total of 1,871.5 million
pieces of banknotes to the BSP’s Cash Department

A total of 2.5 million passport booklets were delivered to
the Department of Foreign Affairs (DFA).

The Mint and Refinery Operations Department (MROD)
delivered a total of 900.1 million pieces of circulation
coins to the BSP’s Cash Department.
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The BSP Mint also produced and delivered 366 sets of
various presidential medals and state decorations to the
Office of the President, Civil Service Commission,
Supreme Court of the Philippines, and the Cultural Center
of the Philippines.

The refinery produced a total of 2,853 pieces of “good
delivery” gold bars which contained 1.168 million troy
ounces of gold. Each bar had a minimum assay of 99.56
percent. In 2008, a total of 923 thousand troy ounces of
gold were purchased by the BSP gold-buying stations
from various sources, including small-scale miners, in
accordance with Section 17 of Republic Act (R.A)
No.7076, otherwise known as “People’s Small-Scale
Mining Act of 1991.” The BSP continued to maintain its
five existing buying stations located in Quezon City,
Baguio City, Davao City, Naga City and Zamboanga City.

Currency Issuance and Retirement

Currency Issuance

Currency notes
issuance increases.

Currency Retirement

The number and
amount of unfit
notes retired
through ABPMs
increase.

Total currency notes issued by the BSP amounted to
P588.0 billion (2,357.6 million pieces) as of 31 December
2008, 21.7 percent higher than the year-ago level of
R483.2 billion. Meanwhile, total coins issued stood at
R16.1 bilion (14,458.8 million pieces) reflecting an
increase of 6.6 percent from the year-ago level of R15.1
billion.

A total of R17.7 billion (368.7 million pieces) verified
cancelled unfit notes were retired off-line by Currency
Issuance and Retirement Office (CIRO) in 2008 through
the Volumatic Disintegrator. This represented a decrease
of 26.7 percent or 134.0 million pieces of notes (R15.8
billion) from 502.6 million pieces (R33.5 hillion) in 2007.
Meanwhile, a total of R84.5 billion (254.3 million pieces)
were retired on-line through the Automated Banknote
Processing Machines (ABPMs), higher by 26.9 billion or
8.9 percent compared to the previous years level of
B77.6 billion (137.0 million pieces).

Economic Research, Statistical, and Information Dissemination Activities

In 2008, the BSP strengthened further its thrust towards
more in-depth research, high quality statistics, and better
information dissemination through the various initiatives
and projects of the Department of Economic Research
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Research activities
to support monetary
policy- making
expand.

Research activities
to enhance
econometric
modeling and
forecasting
continue.

Environmental
scanning exercises
on relevant
economic
developments
continue.

(DER), the Department of Economic Statistics (DES), the
Center for Monetary and Financial Policy (CMFP), and
the Economic and Financial Learning Center (EFLC)
which was formally inaugurated on 3 October 2008.
These undertakings helped policymakers both within and
outside the BSP to make better-informed decisions,
assisted researchers and analysts to expand the scope of
their studies, improved data availability, quality and
transparency, and promoted a better understanding of the
role of the BSP in the economy.

During the year, policy papers on the monetary policy
stance were prepared for the Advisory Committee and for
the Monetary Board. These policy papers contained
analyses of the economic and financial developments and
outlook in the Philippines and abroad, an assessment of
the outlook for prices in line with the inflation targeting
framework, and discussions on selected issues which
have bearing on the conduct of monetary policy. The
policy papers were updated regularly to monitor the
trends of economic and financial indicators, to analyze
data/information trends and their policy implications, and
to evaluate various scenarios and policy options.

In line with the formulation of monetary policy, the
analysis of economic policies and the setting of
macroeconomic assumptions and targets, the BSP
continued to enhance its econometric modeling and
forecasting activities. In 2008, the BSP continued to
review and improve its existing models, developed new
ones, and conducted econometric simulations for policy
analysis. Besides starting work on the re-estimation/re-
specification of the single- and multiple-equation models,
the BSP re-estimated its Long-Term Macro-Model
(LTMM) using the 2000-based CPI indices, BPM5 format
of the BOP and the Depository Corporations Survey
(DCS), The BSP also finalized the Dynamic Stochastic
General Equilibrium (DSGE) Model Development Project.

During the Environmental Scanning Exercises (ESES)
conducted in 2008, resource persons from the banking
community, private sector and the academe participated
actively in the exchange of knowledge on timely issues
which could influence monetary policy-making. ESE
topics included: 1) increasing the absorptive capacity of
the economy through the development of financial
markets specifically, the developments in foreign
exchange inflows and the role of financial markets in
efficiently channeling these inflows to investments to
stimulate economic growth; and 2) anchoring inflation
expectations amid global shocks, covering how inflation
expectations are formed, measured and anchored, and
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The administration
of risk monitoring
methods and
activities widens.

Data collection and
information
management
improves.

The conduct of
various surveys
continues.

how they can serve collectively as a potent and effective
channel for monetary policy amidst the protracted periods
of high and volatile commodity prices, and the global
financial turmoil.

Results of the Early Warning System (EWS) on currency
crisis and the EWS on Debt Sustainability are regularly
reported to the Advisory Committee and the Monetary
Board during their meetings on the monetary policy
stance. In 2008, revisions in the thresholds of the EWS
on currency crisis were made to incorporate changes in
data definitions and indicators to be monitored. The BSP
also started work on developing a Bank Distress Index
(BDI) to identify the banking crisis episodes in the country
and to anticipate possible systemic risks from liquidity
constraints faced by a particular bank.

The BSP continued to regularly measure and monitor the
Philippine business cycle as part of its efforts to manage
the risks in the economy. The BSP used various leading
indicators of income, spending, services and production
to help track the country’s business cycle on a quarterly
basis.

The BSP also continued to conduct various surveys that
complemented regular reports and provided valuable
information to policymakers and researchers. Surveys on
the electronics sector, transactions with non-resident
banks, and the transactions of build-operate-transfer
companies were conducted on a monthly basis through
the Cross-Border Transactions Survey, while the
Business Expectations Survey (BES), Consumer
Expectations Survey (CES), and the Foreign Direct
Investment (FDI) Survey were conducted on a quarterly
basis. Meanwhile, the Coordinated Portfolio Investment
Survey (CPIS) and the Survey on IT-Enabled Services
were conducted annually.

In 2008, the coverage of the quarterly BES was expanded
to the Top 7,000 Corporations of the Philippines and
regional survey reports were published along with the
national survey report through press releases and the
BSP website.

Improvements were made to the CPIS, an annual survey
on residents’ holdings of foreign-issued equities and long-
and short-term debt securities. Information on the
currency of issue and the classification of the non-
resident issuer of the security (i.e., whether the non-
resident issuer is a bank, non-bank financial corporation,
non-financial corporation, foreign government, foreign
central bank, or international organization) were included

50



The BSP participates
in the pilot testing of
investment and
consumer finance
surveys...

...revises the
depository
corporations survey

... releases the 2006
Annual Flow of
Funds (FOF)
statistics

... strengthens ties
and partnerships with
stakeholders

in the 2007 CPIS to enhance the analytical value of the
CPIS reports.

The BSP participated in the inception plans on the
conduct of the Coordinated Direct Investment Survey
(CDIS), a new global statistical undertaking aimed at
improving the coverage and comparability of international
investment position statistics on FDI.

During the year, the BSP prepared a report on the pilot-
test results of the Consumer Finance Survey (CFS), a
household-based survey on consumer’s finances in the
Philippines to guide planners in forecasting the direction
of change of household financial and non-financial assets,
indebtedness, sources of income, expenditures, and
savings and its impact on monetary policy variables like
inflation, interest rates and exchange rates, as well as on
banking and financial stability indicators.

The BSP revised the Depository Corporations Survey
(DCS) in accordance with the recommendations of the
IMF Technical Mission. This involved a reclassification of
some accounts and enhancement of the sector of
accounts on reserve money in the compilation for the
Other Depository Corporations (ODCs) starting March
2008. The BSP also constructed the time series on
monetary statistics in accordance with the Standardized
Reporting Format (SRF) for ODCs and central banks,
augmenting the existing analytical formats. In addition to
the existing DCS, the BSP generated the Other
Depository  Corporations  Survey (ODCS), which
consolidates the balance sheets of all deposit-takers,
excluding the central bank.

The BSP developed and implemented statistical
methodologies on external sector accounts aligned with
international standards. The methodologies were also
adopted in the revised historical BOP and International
Investment Position (IIP) statistics.

In February 2008, the BSP released the 2006 Annual
Flow of Funds (FOF) statistics. Prior to this, the available
series based on the new framework was from 2000 to
2004 and 2005, which were released in December 2006
and May 2007, respectively. The BSP also pursued a
pilot test on the Semestral FOF for 2006 and 2007.

The BSP held the 2008 Stakeholders’ Awards on 11 July
2008 in the NCR and on July to August 2008 in Regions |,
[, VIl and XII to give recognition to its partners from the
business and government sectors who continued to
support the BSP’s statistical undertakings and information
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needs. The BSP awarded the best survey'’ respondents,
commercial banks which accounted for the bulk of OF
remittances, and top exporters. Awards were also given
to institutional partners that provided valuable information
support for the BSP’s conduct of monetary policy and
different advocacies.*®

The BSP also continued to conduct dialogues with
exporters to gain a broader perspective in its assessment
of the outlook for the export sector. In line with this, the
BSP hosted three Hedging Conferences for Exporters™
and five sectoral dialogues with various export sectors in

2008.%°
and strengthens The BSP strengthened its working relationship with the
working relationship academe and other organizations, with the upgrading of
with various seven CBP/BSP Professorial Chairs to BSP-UP
organizations. Centennial Professorial Chairs, as well as the hosting of

the Philippine Economic Society (PES) annual meeting
and selected events of the Philippine Statistical
Association (PSA). The BSP also provided resource
speakers to universities, colleges and other institutions
that requested briefings on the economy and the BSP’s
policy thrusts.

The BSP publishes As part of the BSP’s mandate of fostering greater
reports and studies to  transparency in its operations and enhancing public
promote transparency awareness to promote price stability, the BSP continued
and to increase public the publication of regular and special reports on the
awareness on relevant €economic and financial developments of the country. 2
issues ...
The BSP Working Paper Series was constituted to
stimulate discussion and solicit comments/suggestions
through peer review or refereeing. The two BSP working
papers in 2008 included Forecasting the Volatility of
Philippine Inflation using GARCH Models and
Adjustments in the Face of Peso Volatility: Perspective
from the Past and Policy Directions.

' These surveys include the BES, Cross Border Transactions Survey, FDI Survey, CPIS, and Survey on IT and
IT-Enabled Services.

® These advocacy programs are the following: 1) Hedging Facilities for Exporters; 2) Public Information
Campaign; and 3) Financial Learning Campaign (FLC)

' Hedging Conferences for Exporters were conducted at the following venues: Davao City in February, Cebu
City in March, and Angeles City, Pampanga in April.

2 There were also five Exporters’ Fora in April 2008 for each of the following sectors: garments, accessories,
handicrafts and decors; electronics, machinery and transport equipment; semi-processed food and agri-based
E)lroducts; BPO service providers; and mining, mineral and petroleum.

These included yearly reports such as the Annual Report, Philippine FOF, CPIS, and Survey of IT-Enabled
Services; semestral reports on the Status of the Philippine Financial System and Regional Economic
Developments in the Philippines; quarterly reports such as the BOP, BES, CES, Inflation Report, Report on
Economic and Financial Development, Letter to the President; and monthly report on Selected Philippine
Economic Indicators (SPEI).
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... participates
actively in inter-
government agency
committees...

...and international
conferences.

The BSP also contributed to international publications to
ensure the dissemination of BSP staff's research to the
public. The BSP co-authored the study on Determinants
of House Prices in Nine Asia-Pacific Economies which
was published as a BIS Working Paper in October 2008.

The BSP actively participated in inter-agency committees
such as the Development Budget Coordination
Committee (DBCC), the National Price Coordinating
Council (NPCC) and the Committee on Tariff and Related
Matters (CTRM) and the Export Development Council
(EDC).

The BSP was also involved in various committees on
statistics such as: the Technical Committee on Price
Statistics (TCPS); the Inter-Agency Committee on Trade
Statistics (IACTS); the Inter-Agency Committee on
Foreign Direct Investment Statistics (IACFDIS); the Inter-
Agency Committee on labor, income and productivity
statistics (IACLIPS) and the technical working group
(TWG) on OF statistics; and Inter-Agency Committee and
the TWG on tourism statistics. The BSP organized an
inter-agency committee that coordinated the launching of
the financial learning campaign (FLC) international road
shows, and sent representatives for the inter-agency
consultative meetings on the 2nd Global Forum on
Migration and Development.

In the international front, the BSP participated in
conferences and meetings organized by
regional/multilateral organizations to discuss economic
and financial developments and policy issues. In selected
seminars, the results of BSP research were presented.
The study on Determinants of House Prices in Nine Asia-
Pacific Economies which the BSP co-authored was
presented at the Asian Finance Association/Nippon
Finance Association International Conference in Tokyo,
Japan and the 13th Asian Real Estate Society Annual
Meeting and International Conference in Shanghai,
China, where it won the Best Paper Award. The BSP
also hosted international conferences such as the Joint
BSP-BIS High-Level Conference on Transparency and
Communication in Monetary Policy on 1 February 2008.
The BSP also provided technical support to the Philippine
delegation in various regional and multilateral meetings,
conferences, and international road shows, particularly in
the areas of monetary policy, banking and finance.
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Supervisory Policy Development and Banking Statistical Activities

The BSP continues to
align regulatory and
supervisory
frameworks with
internationally
accepted standards
and banking
practices ...

... publishes
various reports on
the banking system

The BSP continued to review existing rules and
regulations as well as banking practices to progressively
align BSP’s regulatory and supervisory frameworks with
internationally accepted standards and best practices.
Consistent with this objective, the policies implemented in
2008 were geared towards the following:

1) Continued adoption of international accounting
standards in the treatment of transactions involving
warrants paired with ROP bonds and in the
reclassification of assets between categories;

2) Promotion of corporate governance and bank
protection through stricter regulations pertaining to the
appointment of banks’ compliance officers;

3) Development of policies to support consolidated and
risk-based supervision;

4) Enhancement of supervisory tools through improved
reportorial requirements on microfinance loans and
selected branch accounts; and application of FRP to
financial institutions;

5) Adoption of prudential regulations on the
rationalization of the limit imposed on real estate
loans of universal and commercial banks, the use of
valid identification cards in financial transactions, the
application of directors, officers, stockholders, and
related interests (DOSRI) rules and regulations to
government borrowings, the penalties imposed on
banks/ non-bank financial institutions (NBFIs)
engaged in trust and/or investment management
activities, and branching guidelines;

6) Strengthening of market discipline and investor
protection through the issuance of guidelines on
treatment of net unrealized losses in compliance with
the foreign currency deposit unit (FCDU) asset cover
requirement; and the prohibition of the sale,
discounting, assignment or negotiation by banks and
gquasi-banks of their credit rights in special deposit
account (SDA) placements and reverse repurchase
agreements (RR/P) with the BSP.

Apart from the continuing enhancements of the existing
regulatory and supervisory frameworks, the BSP also
published various reports on the condition and
performance of the banking system, provided technical
assistance to BSP officials (i.e., preparation of policy
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speeches, presentation materials and briefing notes),
served as secretariat to the Financial Sector Forum
(FSF), actively participated in various industry working
groups and international conventions/seminars and
training initiatives, both local and foreign, to be in step
with the developments in the financial services industry.

and develops Likewise, the BSP developed further the financial system
further the financial databases to support the increasing demand for real-time
system databases. access to varied banking information and for a more in-

depth analysis of banking trends and developments.

Branch Operations

The BSP The BSP’s three (3) regional offices and eighteen (18)
continues to branches continued to provide basic central banking
provide central services such as currency withdrawals and deposits in the
banking services countryside that helped facilitate monetary and financial
in the countryside. transactions in the regions in 2008. More provincial-

based banks availed of the rediscounting window as
reflected in the 71.1 percent increase in the total peso
rediscount loans in 2008 compared to the previous year.

The regional offices and branches of the BSP likewise
continued to play a pro-active role in the conduct and
implementation of various BSP advocacy programs. By
enhancing the operation of the Economic Financial
Learning Centers in the regional branches and offices, the
BSP was also able to provide an effective learning hub in
these areas. These offices also served as listening posts
of the BSP in terms of monitoring regional economic
developments and concerns related to money, credit and
banking. The regional offices and branches also
continued to be actively involved in the processing of the
business and consumer expectations survey, conduct of
various public information campaigns, and generation of
the biannual report on regional economic developments.

22 The Financial Sector Forum (FSF) has four participating agencies namely the Bangko Sentral ng Pilipinas
(BSP), the Securities and Exchange Commission (SEC), the Insurance Commission (IC), and the Philippine
Deposit Insurance Corporation (PDIC). The voluntary cooperative endeavor of the concerned agencies to
provide an institutionalized framework for coordinating the supervision and regulation of the financial system,
while preserving each agency’'s mandate.

% The reports include the Financial Stability Report (FSR); the implementation of R.A. No. 9178 "Barangay
Micro Business Enterprises (BMBEs) Act of 2002"; the implementation of R.A. No. 7721 (An Act Liberalizing
the Entry and Scope of the Operations of Foreign Banks in the Philippines and for other Purposes); the risk-
based capital adequacy ratios (CAR) of banks; the non-performing loans (NPL) of banks; the Early Warning
System (EWS); the quarterly updates on BSP's supervised/regulated financial institutions (FIs); the Philippine
offshore banking system; Philippine foreign currency deposit system; the exposures to the real estate sector;
auto loans (ALs) and credit card receivables (CCRs); and the rules and regulations issued in connection with
the adoption of the Rural Banks Act and the Thrift Banks Act.
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Advocacy Programs

Microfinance

Growth and dynamism
in the microfinance

industry continues.

The BSP continued to support the efforts of the
government to promote economic and social development
through its advocacy programs in microfinance, consumer
protection and economic and financial education.

In 2008, the Philippine microfinance industry continued its
growth and dynamism as evidenced by the growing
number of new players, wider range of products and
services, and increasing number of technological
innovations and applications. As the BSP continued to be
responsive to the changing needs of microfinance, focus
has turned to a more holistic approach in developing
inclusive financial system. Beyond microfinance, an
inclusive financial system aims to expand access to
financial services by effectively mainstreaming the
unserved population into the financial system. The end
goal is to see more institutions utilize multi-channels to
deliver a wide range of financial services to more
Filipinos, including those who were previously excluded
from the system and who remained unbanked.

With the objective of building an inclusive financial
system, the BSP maintained its three-pronged program
to: 1) provide an enabling policy and regulatory
environment; 2) increase the capacity of the BSP and the
banking sector in microfinance and SME finance
operations; and 3) promote and advocate for the
development of a sound, sustainable and inclusive
financial system.

Positive results of these efforts were reflected in the
increasing number of banks engaged in microfinance
operations. Policy initiatives in 2008 were directed on
improving further past issuances/regulations and
expanding the same, when necessary. Issuances and
guidelines were also focused on innovations in
microfinance products and service delivery. Several
initiatives on training and capacity-building were
undertaken to expand skills, knowledge, understanding
and appreciation of microfinance and SME finance.
Moreover, the BSP provided support, inputs and relevant
assistance to various groups, namely, commercial banks,
local and international private groups, local government
units, foundations, policymakers, regulators and
microfinance clients.

As of end-June 2008, there were 230 banks (largely
dominated by rural banks) with microfinance operations.
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Consumer protection

The BSP promotes
consumer rights
awareness and
expands access to
financial services.

These banks were reaching more than 802,092 borrowers
with loan portfolio of more than 26.5 billion. Banks have
also generated deposits from micro-borrowers totaling
P1.6 billion as of end-June 2008.

In addition to microfinance, the BSP also aims to promote
consumer rights awareness for better protection of the
general public and expand access to financial services,
particularly for the small and medium entrepreneurs
unreached by the existing banking network.

During the period under review, the BSP conducted nine
(9) financial education campaigns (FECs) on credit card
awareness and microfinance in the Cebu Regional Office,
Dumaguete Branch, University of Cebu and San Jose-
Recoletos University. Participants included government
employees, students, teachers and university officials and
staff, and OFs and their beneficiaries. Topics included
Managing Credit Card Debt, Ingat Tips (Consumer
Protection), Pawnshops and Remittance Agents,
Investment Protection Tips and Basics on Savings and
Investments. Apart from the local activities, the BSP also
took part in international roadshows and conferences.

Economic and financial education

The BSP opens
the Economic and
Financial Learning
Center ...

... continues to
conduct public
information
campaigns in various
parts of the country

Economic and Financial Learning Centers (EFLCs)

The BSP formally inaugurated the Economic and
Financial Learning Center (EFLC) main branch at the
BSP Complex on 3 October 2008. The EFLC is the focal
point of contact with the public on information concerning
economic and financial matters. It houses the BSP
Library and Statistical Center and features interactive
learning tools and facilities for the public. Likewise, the
EFLC launched its Economic and Financial Lecture
Series to address current economic and financial issues.
A total of four in-house lectures were held during the last
quarter of the year. Topics included the economic
financial crisis, remittances, regional inflation and the role
of the BSP in the Philippine economy.

Public Information Campaigns (PICs) on the Role of
the BSP in the Economy

The BSP conducted a series of public information
campaigns in various cities within and outside Metro
Manila to promote greater transparency of monetary
policy-making in the Philippines, help manage inflation
expectations, enhance public awareness on recent
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... continues to
conduct the
Users’ Forum

... continues to
pursue information
campaigns to
preserve and
maintain currency
integrity

economic developments, microfinance, and on the role of
the BSP in the Philippine economy.

The BSP has conducted 71 public information briefings all
over the country since 2000. These briefings have been
attended by more than 5,000 representatives from the
academe, business and labor sectors, the banking
community, government and non-government
organizations, as well as members of the press.

In 2008, the BSP continued to collaborate with
universities and colleges outside Metro Manila in
response to suggestions of other sectors (i.e., media,
business, government, banking and academe) to reach
out more to students.24

Users’ Forum

The BSP continued to conduct a Users’ Forum every
October of each year in celebration of the National
Statistics Month. This forum aims to: (a) raise the level of
public appreciation in current economic and financial
issues; (b) educate the public and enhance awareness on
BSP-produced statistics at the regional level, and
(c) further strengthen the feedback mechanism on the
conduct of the Financial Learning Program (FLP) as well
as on the BSP’s performance. In 2008, the BSP
conducted the Users’ Forum of BSP-produced statistics in
the cities of Roxas, Laoag and Lucena. The Forum
reached out to a diverse audience from the academe,
media, government, banking and business sectors.

PICs against Counterfeiting

The BSP continued to pursue an intensified/expanded
information campaign to preserve and maintain currency
integrity in various sectors.

Lectures/seminars on currency familiarization and
counterfeit detection of Philippine/other acceptable
foreign currencies were conducted for 14,487
cashiers/tellers/cash handlers of banks and other
establishments.

The BSP likewise conducted briefings on the features of
genuine BSP notes and coins, Clean Note Policy, Coin

2 participants included students, teachers and university officials and staff in the following universities/colleges:
Don Mariano Marcos Memorial State University (Bacnotan, La Union), Bicol University (Daraga, Legazpi City,
Albay), Cavite State University (Indang, Cavite), Aklan State University (Banga, Aklan), Bataan Peninsula State
University (Balanga City, Bataan), Bulacan State University (Malolos, Bulacan), Palawan State University
(Puerto Princesa, Palawan), West Visayas State University (lloilo City, lloilo), Cagayan de Oro College-PHINMA
Education Network (Cagayan de Oro City, Cagayan de Oro), and University of Southeastern Philippines (Davao

City, Davao).
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... carries out
financial learning
campaigns for
overseas Filipinos
and their
beneficiaries

... arganizes
conferences to
promote greater
public awareness on
hedging facilities

Re-circulation Program and Reward System (where the
BSP encourages the public to furnish information on
persons/groups responsible for the manufacture/passing
of counterfeit currencies) in the transportation sector
which covered 2,965 transport operators, drivers and
conductors in 14 cities® and 4 municipalities in lloilo and
Aklan.

As part of its advocacy, the BSP staff served as resource
persons as well, appearing as guests in television
programs and radio interviews on issues concerning the
Philippine currency.

Financial Learning Campaign for Overseas Filipinos
(OFs) and their Beneficiaries.

The FLC aims to: (1) cultivate financial education among
OFs and their beneficiaries; and (2) promote financial
planning, savings, and investments among OFs and their
beneficiaries by informing them of alternative uses of their
remittances, including savings, investments in financial
instruments and business ventures. By providing them
with appropriate financial information, the FLC hopes to
enhance the ability of OFs and their beneficiaries to cope
with the current global financial crisis.

In 2008, the BSP, along with the Overseas Workers
Welfare  Administration (OWWA), organized and
conducted 12 FLCs for about 1,652 participants in key
Philippine cities and regions.”® The FLC participants
included returning OFs, OFs visiting the Philippines, those
intending to work abroad, OF families, and other
beneficiaries.

In addition, the BSP widened the reach of its advocacy
program and, at the same time, improve on the financial
education of OFs and their families by, among others,
holding international roadshows in Hong Kong and
Singapore. The BSP, in cooperation with the Department
of Foreign Affairs, Department of Trade and Industry,
National Reintegration Center for OFWs, and OWWA,
has launched three international FLC roadshows in Hong
Kong and Singapore in September-October 2008.

Conference on Hedging Facilities for Exporters

In 2008, the BSP, in coordination with the regional offices
in Davao City and Cebu City and its branch in Angeles

% These cities include Marikina, Mandaue, Lapu-Lapu, Bacolod, Puerto Princesa, Navotas, Dipolog, Calamba,
Tuguegarao, Davao, Dumaguete, lloilo, Vigan and General Santos.

% FLCs were conducted in lloilo City, Roxas City, Kalibo, Aklan, Zamboanga City, General Santos City
(Palimbang, South Cotabato, Sultan Kudarat), Cauayan (Isabela), Tuguegarao City, Gumaca (Quezon), Lipa
(Batangas), and Batac (llocos Norte).
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... completes the
final review of the
teaching guides on
financial learning

... and continues to
drive the Tulong
Barya para sa
Eskwela.

City, organized follow-up conferences on hedging
facilities to promote greater public awareness particularly
among exporters on financial matters, especially in
managing their business risks. The topics included
country experiences on raising export competitiveness,
exchange rate policy, examples of hedging programs
offered by banks, and the BSP’s regulations on hedging
transactions. The audience consisted of a mix of
representatives from the exporters and/or exporters’
associations, banks and other financial institutions, and
other organizations (e.g., other business
establishments/indirect exporters, other government
agencies, the academe and the media).

Financial Education Campaign for Schoolchildren

In 2008, the BSP completed the final review of the
teaching guides on financial learning and prepared these
guides for printing and reproduction. More than 37,000
teachers from public elementary schools involved in the
three subject areas, namely: Sibika at Kultura and
Heograpiya, Kasaysayan at Sibika (Social Studies),
Edukasyong Pangkabuhayan at Pantahanan (Work
Education) and Edukasyong Pagpapakatao (Character
Education) were allotted one copy each of the Teaching
Guide. The Department of Education (DepEd) provided
the list of the number of teachers in each subject per
school.

The FLC for schoolchildren was conceptualized by the
BSP in 2007 in collaboration with the Department of
Education (Dep-Ed) and the Economic Policy Reform and
Advocacy (EPRA) of the Ateneo de Manila University.
This project aims to create a new generation of
financially-literate savers, starting with schoolchildren.
This project came about in response to the surveys
conducted by private groups, which reveal that less than
5 percent of the Filipino youth regularly save money and
that Filipinos have a financial intelligence quotient of only
47.8 points, out of the maximum score of 100. This FLC
aims to integrate in the elementary curriculum the lessons
on money, money management, and basic economics
related to savings.

Outreach Programs

Tulong Barya para sa Eskwela. A component of the
National Coin Recirculation Program, Tulong Barya Para
sa Eskwela was re-launched in July 2008 and ran until 31
December 2008. The program’s implementation in the
schools was directly managed by the DepEd while the
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Institutional Building

The BSP completes
institutionalization of
aresults- and stake
holder-oriented
organizational
performance
monitoring and
evaluation system.

BSP gathered support from the private sector including
banks, malls, and retailers.

The Tulong Barya para sa Eskwela met its twin objectives
of promoting coin recirculation through the regular use of
coins and raising funds for the benefit of public
elementary schools.

Corporate Planning

With the adoption of the BSP Organizational Model,
Objectives Framework and Scorecard in 2007 and the
Monetary Board approval of the BSP Planning Process in
April 2008, the BSP focused on institutionalizing a results-
and stakeholder-oriented organizational performance
monitoring and evaluation system consistent with a
continuous- and strategy-focused approach to planning.

The BSP Scorecard provided the springboard for strategic
reporting through a series of regular performance review
sessions (PRS) at the corporate and sectoral levels. The
PRS provided the venue for management to assess the
organization’s progress towards achieving set objectives
and targets, as well as identify cooperative efforts to
ensure that the benefits of our strategic choices can be
realized.

In 2008, three major initiatives to support the Bank's
operational effectiveness objectives were pursued:

1) Implementation of the Performance Monitoring
System (PMS) to help determine performance at the
corporate and sectoral levels given established objectives
and metrics; provide points of analysis, basis to
recommend interventions and decision points to be acted
upon; and facilitate a more efficient and effective way of
monitoring and updating of the scorecards.

2) Development of the BSP Project Management (PM)
Framework. With the BSP strategies being mostly project-
driven, the BSP stands to benefit from institutionalizing a
project management framework and recognizing project
management as an organizational core competency.
Preparatory works towards this end, such as the baseline
assessment of BSP’s PM maturity level and comparative
experiences of other banks, were already conducted.
The project is targeted to be completed by 2009; and

3) Development of the BSP integrated corporate
governance framework to assess the BSP’s progress in
achieving its desired corporate governance objectives
through adherence to good governance principles in
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The BSP implements
in-house computer
application systems
to improve its
operations.

The BSP continues
the streamlining of
processes and the
build-up of a more

efficient workforce.

decision-making, systems and procedures, and work
ethics.
Information Technology

The BSP completed and implemented in-house
application systems as follows:

1) Various systems to improve the operation of the
Philippines’ Real Time Gross Settlement (RTGS)
Systems or Philippine Payments and Settlements System
(PhilPaSss);

2) Standard Reports for IMF report requirements, as
requested by the Department of Economic Statistics
(DES); and

3) Computerized IT Helpdesk to log and monitor
reported computer-related incidents.

Apart from the manage ment of host computers, hardware,
communications and network infrastructure of the Bank,
the BSP also administered 68 application systems on
production, most of which were enhancements resulting
from BSP and/or departmental policy changes, and/or
supplementary user requirements.

Human Resource Sub-Sector

In line with the Bank’s thrust to streamline processes and
build a more efficient workforce, the BSP implemented
the following MB-approved policies:

1) Guidelines on Reorganization in the BSP, which aims
to: a) provide a standard approach in determining the
appropriate number of groups, divisions, units in an office
or department; and b) rationalize the staffing of divisions
performing line and staff functions and the supervisory
level for divisions.

2) Policy Framework on Outsourcing in the BSP, which
seeks to institutionalize outsourcing as a strategy to:
a) focus on BSP core functions; b) streamline the
operations of the BSP; c) improve operational efficiency;
and d) facilitate the pursuit of a knowledge-based
organization.

In addition, the BSP continued identifying the
competencies for all jobs in the BSP as an integral part of
the shift to a competency-based HR system in January
2008.%" It also obtained the approval of six competency

2" competency profiling is the process used to identify the cluster of knowledge, skills, and attitudes underlying
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models® and completed the profiling of jobs for a number
of services.

Conference, Seminars and Workshops

In 2008, the BSP adopted the Balanced Performance
Scorecard and the Resource Management Sector’s
Metrics in the achievement of its goals and targets. Using
these as bases, the BSP strategically lined up its
programs and projects for 2008 to ensure the realization
of its role as a dynamic partner and reliable resource
provider in learning activities.

During the second quarter, the BSP implemented
innovative learning and development strategies to deliver
world class training and education events while, at the
same time, realizing cost savings.

To make learning more accessible to a greater number at
the least possible cost, the BSP conducted training right
in the work venues (Regional Offices and Branches, and
Security Plant Complex) of the learners. Quality learning
programs through customized and/or relevant courses are
produced by working closely with clients, subject matter
experts and training partners. This also involved
strengthening the BSP’s business relationships through
networking and technical cooperation with international
training collaborators and central bank counterparts. This
strategy brought in additional resource persons and more
training opportunities for the BSP personnel abroad,
resulting in the acquisition of knowledge, information and
skills from a global perspective.

In line with systems enhancement and productivity
improvement, the BSP implemented cost-saving
measures, reporting 82.7 percent utilization rate on
current operating items for the fourth quarter of 2008. It
continued to review existing systems for enhancement,
which brought out the implementation of the Scholarship
Assessment Center and the enhanced training evaluation
forms to assess the recipients’ reactions to training
courses to include a measure of variance. An enhanced
and technology-aided foreign training proposal form is
also in the pipeline.

the successful performance of the human resource of an organization. Under this system, all human resource
activities such as recruitment, promotion, training and development, and performance evaluation are anchored

on competencies.

%8 These competency models include the following: BSP Core Competencies, Managerial and Leadership, Bank
Examination, Currency Operations, Economic Research, and Payments and Settlements Competency in
January 2008. Other eight competency models on Production, Loans and Credit Operations, International
Operations, Internal Affairs, Data and Statistics, Internal Audit, Procurement Services, and Administrative
Services were likewise approved by the Monetary Board in June 2008.
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Another identified goal for 2008 was to make learning
both attractive and accessible for the most number of
people. To achieve this goal, the BSP introduced the
Soundview Executive Summaries for MSEP Graduates
via E-Learning, a cutting-edge learning resource which
hopes to implement a knowledge-sharing practice in the
BSP.

Meanwhile, as part of its initiatives to disseminate
information about learning events and activities more
efficiently, the BSP launched its enhanced webpage
through the BSP intranet.

In-House Training

The BSP’s 2008 Work Plan covered a wide-array of
courses focusing on capability building and enhancement
of the BSP personnel in terms of technical skills,
leadership and behavioral competencies. Technical topics
relevant to core central banking functions included:
economic and financial forecasting, economic statistics,
econometric modeling, risk-based supervision, risk
management, forensic examination of counterfeit notes,
information and communication technology, and property
management and appraisal.

Skills  building courses, i.e., oral and written
communication, computer proficiency, research and
writing proficiency, project management, and cost-benefit
analysis were offered year-round to support the BSP’s
drive toward performance excellence. These were
supplemented by courses aligned with the BSP’s core
values and corporate culture.

New and enhanced courses were introduced in the areas
of technical and skills development, leadership and
management, organizational development and corporate
values and culture to meet current and future business
needs. The courses were designed in collaboration with
the requesting department/offices, subject matter experts
and stakeholders.

External Training

The BSP facilitated the participation of BSP personnel in
local public offerings to learn from subject matter experts
and professionals, establish networking and keep abreast
with the developments in their respective industry’s best
practices. Conferences and training events hosted by
local and international organizations/institutions covered
topical areas on information technology, accounting,
auditing, procurement, human resource, building
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management, administrative functions, training, and
public relations.

Foreign training provided opportunities for bank officials
and personnel to enhance their knowledge and skills on
central banking functions, which are currently scarce
locally. The BSP’s continued partnership and networking
with international organizations and financial agencies
allowed increased training allocations and invitations in
public offerings sponsored by different multinational and
international organizations.” The topics of these foreign
trainings, included central banking, macroeconomic and
monetary policy, financial risk management, Basel I,
payments systems, banking supervision, accounting and
audit, cash management, anti-money laundering, asset
liability management, reserve management, exchange
rates, financial derivatives, and debt management |,
among others.

The BSP personnel involved in core disciplines and
support functions, particularly the Resource Management
Sector and Security Plant Complex, were exposed to
leading technologies and global best practices through
their participation in international events hosted by
professional organizations and reputable training
organizations.

... continues its Scholarships

scholarship programs For 2008, scholarships for masteral degree studies in

for its employees as foreign universities were granted by the BSP through the

well as their BEST Program or were co-sponsored with foreign

dependents agencies® Master's degree programs pursued in foreign
universities were mainly on central banking core
functions, e.g. public policy, economic policy, finance and
law.

Under the local scholarship programs, the BSP granted
master's degree scholarships under the CSC Local
Scholarship Program and under the Off-Campus Master’s
Degree Program on public management, finance and
statistics.

? These include the IMF Institute, (situated in both Washington D.C., USA and Singapore), the South East
Asian Central Banks (SEACEN) Research and Training Centre, the Financial Stability Institute of the Bank for
International Settlements, the Center for Central Banking Studies of the Bank of England, the International
Banking and Finance Institute of Banque de France, Deutsche Bundesbank, the Federal Reserve Bank System,
Comptroller of the Currency (USA), the World Bank Institute, South East Asia, New Zealand and Australia
(SEANZA), Executives’ Meeting of East Asia and Pacific Central Banks (EMEAP), Asia Pacific Rural and
Agricultural Credit Association-Center for Training and Research in Agricultural Banking (APRACA-CENTRAB),
Center for Latin American Monetary Studies (CEMLA) and other central banks in the regions.

% These foreign agencies include the following: Joint Japan/World Bank Graduate Scholarship Program (2
grantees), Japan-IMF Scholarship Program for Asia (1 grantee), Japanese Grant Aid for HRD (JICE-JDS) (3
grantees), Japan International Cooperation Agency (1 grantee), AusAID (2 grantees), New Zealand Aid (1
grantee) and Korea Advanced Institute of Science and Technology Scholarship Program (1 grantee).
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The BSP also extended the scholarship benefits to the
employees’ dependents. The BSP pre-qualified 45
dependents of BSP employees to take the competitive
examination for the Scholarship Program for Deserving
Children of BSP Employees for SY 2008-2009. The
examination that was conducted simultaneously in the
Main Office and BSRO — Davao produced nine successful
scholarship grantees in 2008.

The 2008 BSP’s scholarship program produced a total of
13 graduates: five under the BEST Program from various
foreign schools in the US and the UK graduating from
courses in law, finance and applied economics; three
from local schools (University of the Philippines, De La
Salle University and University of Asia and the Pacific)
under the BEST local scholarship; three under the
Foreign Agency-Assisted Scholarship from Sophia
University, International University of Japan and National
Graduate Institute for Policy Studies (finance and
economics); and two under the CSC-LSP Master's
Degree Completion from UP (finance).

Global Professional Certification Programs

Professional certification is a mark of excellence and
commitment as a professional, and improves/enhances
the image and capability of the BSP in the performance of
its functions and responsibilities. Recognizing the
importance of acquiring professional -certification to
elevate the performance level of staff in their respective
fields, the BSP facilitates the review and application for
certification examinations of BSP personnel on
specialized areas, particularly in financial analysis,
internal audit, information systems analysis, financial risk
management and financial services analyst. For 2008, the
BSP facilitated the review and/or certification examination
of 43 BSP personnel. Eleven employees received global
certifications within the year. Four received their
Certification as Financial Services Auditor (CFSA) while
two became Chartered Financial Analysts (CFA) during
the fourth quarter.

Regional Co-hosting

The BSP, together with SEACEN Research and Training
Centre, conducted the SEACEN-FSI-IMF Course on
Economic Policies for Financial Stability held at the Edsa
Shangri-la Hotel, Manila last 25 August — 4 September
2008. It was attended by 36 central bankers from various
SEACEN member countries. Speakers from the IMF,
Financial Stability Institute (FSI), central banks in the
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Asia-Pacific region and other international organizations
enlightened the participants on how macroeconomic and
micro-prudential policies safeguard financial stability.

Another co-hosting activity by the BSP was with CCBS-
BOE and De Nederlandsche Bank on the Regional
Seminar-Workshop on Governance held last March 2008
and attended by 20 participants from the BSP. The
speakers were from the BOE and the De Nederlandsche
Bank. Topics discussed included: Current Key Issues for
Senior Central Bankers, Key Governance Issues,
Developing an Integrity Management and Financial
Sector Integrity Management Framework, Governance
Aspects of Monetary Policy, and Strategic Management in
Central Banks.

Special Projects
E-Learning

As part of the E-Learning program of the BSP, the
Soundview Executive Book Summaries was launched,
initially for graduates of the Management Skills
Enhancement Program (MSEP). This is a resource
consisting of summaries of books on management and
leadership authored by well-known writers in their fields.

The BSP Learning Management Module (BSP LMM)
Request for Proposal has been completed. This will
provide for the launching, and enrolment of BSPI
personnel to e-learning courses. The BSP LMM will
involve the tilization of technology that would
strategically support and reinforce learning in real-time to
a greater number of participants; gain access to a wider
range of self-guided courses; reduce the time and the
resources required in the effective delivery of training; and
build a learning culture through knowledge sharing.

A number of BSP employees were enrolled in on-line
courses offered by UNITAR. The topics included: Capital
Market Development, Risk Management, Corporate
Governance, Public Debt Management, Money Market,
and International Negotiations.

Integrated Management System

The BSP completed the documentation of its processes
last November 2008, through the BSP Institute Integrated
Management System (BSPI-IMS). This aimed to provide
its clients with the highest quality of service through
training deliveries. There are six standard manuals
included in the BSPI-IMS: Quality Manual, Job
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Description, Reference, Procedures, Work Instruction and
Forms Manual. These manuals serve as guides in
improving work practices within the department to ensure
customer satisfaction based on its requirements. Quality
Policy and Objectives have also been established to
guarantee continuity in the delivery of world-class service
by its competent personnel.

Risk Management

In the second half of the year, the Risk Management
Office was organized to act as the Bank’'s coordinating
body and process oversight in aggregating the various
financial and non-financial risk exposures of the Bank,
identifying  appropriate  risk  control  measures,
recommending risk management policies and developing
and maintaining a culture of risk awareness within the
Bank.

By the last quarter of the year, the Risk Management
Office was fully staffed with six personnel, and twelve
Risk Management Units were created in the Monetary
Stability Sector, Resource Management Sector and
Security Plant Complex to perform risk monitoring and
control at operations level. The objectives and
methodologies for enterprise risk management were
rolled out in seventeen separate plenary sessions with top
management, Risk Management Units, three regional
branches and non-operating offices of the Bank within the
last quarter.

To equip them with the proper tools in developing and
implementing the risk management methodology for the
Bank, the staff attended four seminars on risk
management and a customized course on developing
communication skills for promoting a risk awareness
culture and administering the plenary sessions.

Crisis Management

The BSP continued to mount its activities towards
effective leadership in ensuring the continuity of business,
especially time-sensitive operations, in times of crises
through its Crisis Management Office (CMO). Such
activities included the following:

1) Reconstitution of the BSP Security and Safety
Committee, which aimed at strengthening the BSP’s
emergency management to assure business continuity,
which was approved after a comprehensive review of past
and existing related organizations;
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2) Development, orientation and hands-on training (in
coordination with ITSS) of the BSP’s Unified Directory
System (BUDS), an on-line, real time reporting system
designed for the regular updating and submission of the
Departmental Call Tree, Institutional Call Tree,
Departmental Business Continuity and Disaster Brigade
Teams;

3) Continuous bank-wide education and awareness
initiatives on topics related to business continuity and
emergency management through regular lotus notes
broadcast, Disaster Preparedness Training for Disaster
Brigade Teams, briefings and workshops that resulted in
the preparation and testing of the Departmental Business
Continuity Plans (DBCPs) of BSP departments/offices;

4) Issuance of the Guidelines on the Maintenance of
Portable Emergency Lights with Cell Phone Charger; and

5) Participation in various international conferences,
seminars and workshops on crisis management, business
continuity and disaster recovery.

Systems and Methods

In the pursuit of the BSP’s commitment to institute service
excellence at par with world class standards, the following
programs were accomplished through the Systems and
Methods Office (SMO) in coordination with other
departments/offices:

1. Completed the design and development of five
Management Systems (MS) for OSMB, FMED, BSPI,
PrO, and ITSS;

2. Completed the Independent Quality Assessments
(IQA) of 18 quality management systems (QMS) Projects
and 21 Regional Monetary Affairs Sub-Sector (RMASS)
Units to measure and monitor the effective
implementation of QMS;

3. Worked towards achieving an effective
implementation of the Environmental, Occupation Health
and Safety Management System (EOH&SMS) in BSP
offices and branches through the IQA. The IQAs ensured
the compliance of the BSP to applicable environmental
laws and international agreements, conventions and
protocols, protected the environment and the community
where it operates, and promoted sustainable
development and product stewardship; and

4. Implemented simplified rating schemes for
EOH&SMS and QMS, which further encouraged BSP
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departments and offices to actively pursue the
development, deployment and implementation of their
management systems.

Moreover, the updated BSP Service Manual, which
guides employees towards better service delivery, was
completed and signed during the 15th anniversary
celebration of the BSP. The manual is maintained in the
BSP intranet.

International Economic Cooperation

The BSP continues to
participate actively in
international economic
cooperation activities .

Economic surveillance
and policy dialogue
remain integral
components of
international economic
and financial
cooperation.

In 2008, the BSP continued to participate actively in
international economic cooperation activities under
bilateral, regional and multilateral fora. These included
efforts to reinforce global financial cooperation and
integration, improve economic surveillance, and promote
regional bond market development and free trade
agreements. The BSP also communicated to officials and
stakeholders of the IMF and the World Bank its position
on various issues and proposals to improve the
effectiveness of these multilateral organizations in
promoting global financial stability and economic growth
and development.

Economic Surveillance and Policy Dialogue

At the regional and multilateral levels, economic
surveillance and policy dialogue remained an integral
component of international economic and financial
cooperation. At the multilateral fora, surveillance issues
were discussed at the meeting of the IMF and the BIS.

At the regional level, the BSP participated in a range of
surveillance capabilities complementing those being
undertaken by international and other regional financial
institutions.  Regional economic surveillance was
undertaken by the Executives’ Meeting of the East Asia-
Pacific Central Banks (EMEAP), SEACEN, and under the
Finance Ministers’ processes of the Association of
Southeast Asian Nations (ASEAN), and ASEAN plus
China, Japan and Korea (ASEAN+3). EMEAP continued
its monitoring activities under the Monetary and Financial
Stability Committee (MFSC). The BSP likewise submitted
the updated ASEAN Surveillance Data Template to the
ASEAN Secretariat for the ASEAN Surveillance Report.
The Philippines also participated in the 43 SEACEN
Governors’ Conference on 20-23 March 2008 in Jakarta,
Indonesia, where the SEACEN Governors exchanged
views on issues relating to economic and financial
developments and financial deepening in Asia.
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Liquidity Support Through the Chiang Mai Initiative

The global financial The global financial turmoil called for further
turmoil calls for strengthening of regional cooperation efforts in 2008,
strengthening of particularly in the area of short-term liquidity support. To

regional cooperation. ensure regional market stability, ASEAN+3 countries
agreed to accelerate the establishment of an advanced
framework of regional liquidity support arrangement in the
form of the multi-lateralized Chiang Mai Initiative (CMI).**
To further enhance the effectiveness of the CMI, the
ASEAN+3 Finance Ministers tasked their Deputies to set
up a new taskforce to further study various possible
options toward an advance framework of the regional
liquidity support arrangement. The taskforce is expected
to look into the details and operational aspects of the
following options for multilateralizing the CMI: (1) reserve
earmarking arrangement, (2) self-management reserve
pooling arrangement, (3) centrally-managed reserve
pooling  arrangement, and (4) institutionalized
arrangement.

To promote a more effective and efficient pooling and
utilization of regional liquidity support among other
member countries, the ASEAN+3 Finance Ministers
agreed in principle that a self-managed reserve pooling
arrangement (SRPA) is an appropriate form for
multilateralizing the CMI.*?

During the 11" AFMM+3, held on 4 May 2008 in Madrid,
Spain, it was agreed that the total size of the SRPA would
be at least US$80 bhillion, with the ASEAN contributing 20
percent (US$16 billion) to the pool while the remaining 80
percent (US$64 billion) will be divided among China,
Japan and Korea.

After the AFMM+3 considered the recommendations of
the Working Group on the Size of the SRPA (WG1),
which the BSP co-chaired with the Bank of Korea, the
Task Force on CMI Multilateralization embarked on
reorganization, forming working teams to further study the

1 The CMI was established in May 2000 to provide, in a timely manner, financial resources to any ASEAN+3
countries participating in the CMI, which is in need of balance of payments or short-term liquidity support. This
facility is important because a regional financing arrangement would help complement financial support from an
IMF program. The current CMI has two components, namely: (1) the ASEAN Swap Arrangement (ASA), and
(2) the network of bilateral swap arrangements (BSAs) between participating member countries of the
ASEAN+3. The Philippines concluded BSAs with China, Japan and Korea amounting to US$10 billion in recent
years. Collectively, the BSA network consists of 16 agreements among eight ASEAN+3 countries which totaled
US$84 billion as of end-2008.

The CMI has proven to be a commendable initiative in the aftermath of the Asian financial crisis. It provided
the region with its own liquidity arrangement that can be called upon when the need arises. However, the size of
the swaps is still limited compared to the foreign exchange reserves held by the ASEAN+3 countries. In
addition, the swaps are bilateral in nature, and linked to an IMF program. Only 20 percent of the total facility is
cLuick-disbursi ng and can only be drawn and renewed once without linkage to an IMF program.

% The SRPA framework was taken up during the 10" ASEAN+3 Finance Ministers meeting in Kyoto, Japan on
5 May 2007.
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remaining issues, particularly the pooling structure,
borrowing quota and credit-risk sharing. The BSP remains
actively involved in the discussions on the key elements
of the multilateralized CMI.

To address calls for regional response to the impact of
the market turmoil surrounding the US subprime
mortgages to the ASEAN+3 region, the BSP co-hosted
with the Department of Finance (DOF), the Special
ASEAN+3 Senior Finance and Central Bank Officials’
Meeting on 20 November 2008 in Makati City, Philippines.
The meeting agreed to recommend the acceleration of
the establishment of the multilateralized CMI and
enhance its key elements to mitigate risk-averse
sentiments and bolster the confidence of the markets
toward the region.

Regional Bond Market Development

The Philippines is actively involved in pursuing efforts
under the Asian Bonds Markets Initiative (ABMI), which
was endorsed at the ASEAN+3 Finance Ministers
meeting in Manila, Philippines on 7 August 2003. The
ABMI aims to develop efficient and liquid bond markets in
Asia, enabling better utilization of Asian savings for Asian
investments. It would also contribute to the mitigation of
currency and maturity mismatches in financing. Currently,
the ABMI is focused on facilitating access to bond
markets and enhancing market infrastructure for the
development of local and regional bond markets through
the following initiatives: (1) facilitating the issuance of
local currency-dominated bonds; (2) promoting the
demand of local currency-denominated bonds;
(3) improving the regulatory framework; and (4) improving
the related infrastructure for bonds markets.

The new ABMI Roadmap has been endorsed to the 11th
AFMM+3. The new ABMI Roadmap rearranged the
functions of the current working groups in order to ensure
consistency with the above-mentioned four key pillars of
bond market development, thus enabling its effective
implementation. The current working groups were
transformed into four new Task Forces in line with the
four key areas (pillars).

Under the new ABMI Roadmap, the BSP chairs the Task
Force 4 (TF4) on Improving Related Infrastructure for the
Bonds Markets, with the Korea Ministry of Strategy and
Finance as co-chair. The BSP will lead efforts in
promoting bond market development activities under TF4,
which include the following: (1) developing infrastructure
for securities settlements; (2) increasing the liquidity of
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bond markets; (3) fostering credit culture; and
(4) developing the professional services of financial
analysts.

Financial Services Negotiations

The BSP played an active role as the lead agency on
trade in banking services, undertaking international trade
negotiations in 2008. On bilateral trade agreements, the
BSP participated in the hearings of Senate Resolution
No. 131 or the Ratification of the Japan-Philippines
Economic Partnership Agreement (JPEPA). The JPEPA
was approved by the Senate on 8 October 2008 and
entered into force on 11 December 2008.

Under the regional free trade agreements (FTA), the BSP
co-chaired with DOF, the Working Committee on
Financial Services Liberalization (WC-FSL) under the
ASEAN Framework Agreement on Services (AFAS). The
WC-FSL coordinates the financial services negotiations
among ASEAN member countries under the auspices of
the Finance Ministers Meeting. The BSP participated in
the negotiations in the FTA under the AFAS as well as the
ASEAN with its dialogue partners (DPs).** A commitment
in banking services was offered under the AANZFTA,
which concluded negotiations in August 2008. The
banking commitment in the AANZFTA would encourage
investments in the financial services sector.

Under the multilateral trading negotiations, the BSP also
participated in World Trade Organizations (WTO) related
activities, providing inputs on queries on banking services
of other WTO-member countries as well as those of other
government agencies. The BSP continued to support
efforts toward the Philippines’ ratification of the WTO 5th
Protocol, which embodies the results of the 1997
negotiations on financial services in the WTO.

Human Capital Management

The BSP also continued to support the regional
cooperation in human capital management to strengthen
domestic capacity in central banking. The BSP strongly
supported the training and research activities of the
SEACEN Research and Training Center, focusing on
macroeconomic and monetary policy management, bank
supervision and financial stability, payment and
settlement management systems, and central bank
governance and support services. The BSP hosted the
joint SEACEN-Financial Stability Institute-IMF Course on

¥ Negotiations with DPs include the ASEAN-Australia/New Zealand FTA (AANZFTA), ASEAN-China FTA,
ASEAN-India FTA, ASEAN-Korea FTA, ASEAN-European Union FTA and the ASEAN-Japan FTA.
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Economic Policies for Financial Stability on 25 August — 5
September 2008 Manila, Philippines.

Participation in International Forums and Initiatives

The BSP participated in a wide range of international
activities and discussions related to emerging economic
and financial issues in the regional and global forums.

International Monetary Fund (IMF)

The BSP represents the Government of the Philippines in
the IMF Board of Governors. The BSP continues to
actively participate in the constituency by providing
technical comments and position papers on issues such
as voice and quota reform process, proposed liquidity
instrument, exchange rate surveillance, role of the Fund,
debt management, among others. In 2008, the BSP
accomplished the relatively smooth facilitation of the
transfer of the Philippines from the Asia and the Pacific
Constituency Office to the South East Asia Voting Group
(SEAVG).

The Government of the Philippines maintains close
dialogue with the IMF under the framework of the annual
Article IV consultations. The Article IV consultations,
which are required in connection with the surveillance role
of the IMF under Article IV of the IMF Articles of
Agreement, are held annually between the IMF staff and
Philippine economic managers to review economic
developments and policies, and assess the impact of
global trends and events on the domestic economy. The
Philippines Article IV consultation mission for 2008 was
held on 5-14 November 2008. This mission is the first
consultation since the Philippines exited from the Post-
Program Monitoring of the IMF. In its assessment, the
IMF mission noted that the Philippines is in good
condition to weather the global financial storm owing in
large part to the country’s strong fiscal track-record as
evidenced by the reduced deficit, improved revenue
collection and strengthened finances of public
enterprises. In addition, the mission also observed the
key challenge of supporting growth while capping the
deficit at 2 percent of GDP to further bolster investor
confidence.

Bank for International Settlements (BIS)
In 2008, the BSP participated in both the Annual BIS
Governors’ and Deputy Governors’ meetings (June and

February, respectively) and in the Governors’ Bi-Monthly
Meeting (November). The meetings discussed, among
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others, issues related to the global financial crisis and its
impact on emerging market economies. The BSP has
been a member of the BIS since 2003.

Asia — Pacific Economic Cooperation (APEC)

The BSP continued to support APEC efforts to facilitate
economic growth, cooperation, trade and investment in
the Asia-Pacific region. The BSP participated in inter-
agency meetings to discuss national efforts towards
APEC initiatives such as structural reform, trade and
investment programs, and measures to address the
global financial crisis. The BSP also assisted in the
preparation of the Philippine Individual Action Plan under
the APEC Peer Initiative, an activity wherein APEC
member economies submit to APEC their respective
current capital and trade regimes as well as plans for
liberalization or improvements for trade facilitation.

Executives’ Meeting of East Asia Pacific Central Banks
(EMEAP)

The BSP contributed in the activities of the Monetary and
Financial Stability Committee (MFSC) and in the
enhancement of the integrated crisis
manage ment/resolution network of the EMEAP.

The BSP participated in the 13th EMEAP Governors’
Meeting, which was held on 27-29 July 2008 in Xi'an,
China. The meeting was attended by 11 EMEAP member
central banks and monetary authorities. The EMEAP
Governors reviewed the changing economic and financial
linkages between East Asia and the Pacific region, as
well as the US and Euro Area, and discussed the
challenges facing central banks in the region in fighting
inflation amidst heightened uncertainties in the
international environment. The Governors confirmed the
progress report by the MFSC on cooperation in the areas
of financial markets, banking supervision, payments and
settlements systems, and relevant information technology
in the region.

The BSP also participated in the 34™ EMEAP Deputies’
Meeting held on 3-5 May 2008 in Singapore and the 35"
EMEAP Deputies’ Meeting held on 30 November — 2
December 2008 in Jeju, Korea, which were held back-to-
back with the 3" and 4™ Meetings of the EMEAP-MFSC,
respectively. The MFSC meetings discussed recent
economic and financial developments in the EMEAP
member  countries, the streamlining of the
mandate/functions of the existing EMEAP working
groups, and the operationalization of the Integrated Crisis
Manage ment/Resolution Network. The BSP also attended
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the meetings of the Pan-Asian Index Fund (PAIF)
Supervisory ~ Committee, which  supervises the
management of the Asian Bond Fund.

The BSP spearheaded the drafting of the guidelines on
the content management of the EMEAP Public Website,
which was approved during the 34™ EMEAP Deputies’
Meeting in Singapore.

Center for Monetary Studies in Latin America (CEMLA)

The BSP participated in the Meeting of the Central Bank
Governors of Asia, Latin America and the Caribbean
(LAC) held in Washington, D.C. on 9 October 2008. The
Governors had an extensive discussion on the experience
and policy responses of Asian and LAC central banks on
important issues related to the two regions, including:
(@) Commodity Prices, Inflationary Pressures and
Monetary Policy Dilemmas; and (b) Challenges to Ensure
the Effectiveness of Policies against Inflation.
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PART THREE: FINANCIAL CONDITION OF THE BSP

The BSP Balance Sheet

The BSP’s net
worth increases
due to the
expansion in
assets.

Based on preliminary and unaudited financial statements,
the BSP’s assets as of end-November 2008 reached R2.3
trillion, 16.4 percent or 2329.8 billion higher than the year-
ago level, while its liabilities grew by R295.3 billion or
16.3 percent year-on-year to R2.1 trilion. With higher
growth in assets, the BSP’s net worth went up to 2231.9
billion or 17.4 percent higher compared to the year-ago
level of R197.5 billion.

The year-on-year expansion in BSP assets was mainly
due to the continued growth in international reserves,
which accounted for 76.5 percent of total assets. The
expansion in international reserves of R397.7 bilion was
largely a result of higher earnings coming from investment
income abroad. The higher asset balance was likewise
attributed to the R26.4 billion rise in loans and advances.

The same period also saw a rise in BSP’s liabilities, owing
primarily to the R73.6 hillion rise in foreign loans payables
and the R64.5 billion expansion in currency issued during
the period under review. The expansion in liabilities was
also traceable to the increases in higher balances in its
deposit facilities as part of its liquidity management
measures.
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The BSP Net Income

The BSP posts net
operating income.

Based on preliminary and unaudited data, the BSP
yielded a net income of R12.6 billion during the period
January to November 2008, compared to the 262.5 hillion
loss reported during the same period of the previous
year.

Total revenues amounted to R£82.9 billion, 2200 million
higher than the R82.7 bhillion posted during the previous
year. Total interest earnings, which continued to be the
major source of revenues, were higher than the previous
year's level by R5.9 billion, largely on account of higher
interest earnings from the bank’s holdings of domestic
securities and international reserves. Meanwhile,
miscellaneous income posted a decline during the period
due to lower proceeds from trading gain.

During the same period, total expenditures amounted to
R78.2 billion, which was R17.0 bhilion or 27.8 percent
higher than the level posted in the same period of the
previous year. The year-on-year expansion in the total
expenses of the BSP was due mainly to higher interest
expense, which rose by 35.1 percent, owing to increased
interest payments on special deposit accounts, NG
deposits and deposit liabilities. Meanwhile, total taxes and
licenses remitted to the NG during the eleven-month
period amounted to 2640.0 million.
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List of Statistical Tables

Gross National Product by Industrial Origin

Gross National Product by Expenditure Shares

Selected Labor, Employment and Wage Indicators

Consumer Price Index in the Philippines, Metro Manila and All Areas
Outside Metro Manila

Cash Operations of the National Government

Depository Corporations Survey

Selected Domestic Interest Rates

Cross Rates of the Peso

Effective Exchange Rate Indices of the Peso

Outstanding De posits of the Depository Corporations

Total Resources of the Philippine Financial System

Number of Financial Institutions

Stock Market Transactions

Balance of Payments

Exports by Major Commodity

Imports by Major Commodity

Gross International Reserves of the Bangko Sentral ng Pilipinas
Total External Debt

Selected Foreign Debt Service Indicators

Balance Sheet of the Bangko Sentral ng Pilipinas

Income Position of the Bangko Sentral ng Pilipinas

Condensed Statement of Condition of the Bangko Sentral ng Pilipinas
Condensed Statement of Income and Expenses of the Bangko Sentral ng
Pilipinas
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1 GROSS NATIONAL PRODUCT BY INDUSTRIAL ORIGIN
for periods indicated
in million pesos, at constant 1985 prices
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la GROSS NATIONAL PRODUCT BY EXPENDITURE SHARES
for periods indicated
in million pesos, at constant 1985 prices
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2 SELECTED LABOR, EMPLOYMENT AND WAGE INDICATORS

for the periods indicated
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4 CASH OPERATIONS OF THE NATIONAL GOVERNMENT

for periods indicated
in million pesos
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5 DEPOSITORY CORPORATIONS SURVEY "

as of periods indicated

in million pesos
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6 SELECTED DOMESTIC INTEREST RATES

For the periods indicated
In percent per annum
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7a EFFECTIVE EXCHANGE RATE INDICES OF THE PESO
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8 OUTSTANDING DEPOSITS OF THE DEPOSITORY CORPORATIONS P
As of end - December 2007 - 2008
In million pesos
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9 TOTAL RESOURCES OF THE PHILIPPINE FINANCIAL SYSTEM *
as of periods indicated
in billion pesos
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9a NUMBER OF FINANCIAL INSTITUTIONS*

as of periods indicated
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10 STOCK MARKET TRANSACTIONS *
for the periods indicated
Volume in million shares
Value in million pesos
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11 PHILIPPINES: BALANCE OF PAYMENTS

for periods indicated
in million U.S. dollars
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11a EXPORTS BY MAJOR COMMODITY GROUP

for periods indicated
volume in 000 metric tons; unit price in U.S.$/m.t.; fob value in million U.S. dollars
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11b IMPORTS BY MAJOR COMMODITY GROUP
for the periods indicated
volume in 000 metric tons; unit price in U.S.$/mt; f.0.b. value in million U.S. dollars
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12 GROSS INTERNATIONAL RESERVES
end of period
in million US dollars
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13 TOTAL EXTERNAL DEBT °
as of dates indicated
in million US dollars
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14 SELECTED FOREIGN DEBT SERVICE INDICATORS
for periods indicated
in million US dollars
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15 BALANCE SHEET OF THE BANGKO SENTRAL NG PILIPINAS
As of the periods indicated
In million pesos
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16 INCOME POSITION OF THE BANGKO SENTRAL NG PILIPINAS

For the periods indicated
In billion pesos
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17. BSP: CONDENSED STATEMENT OF CONDITION
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17. BSP: CONDENSED STATEMENT OF CONDITION

(continuation)

Foreign currency financial liabilities

Short-term deposits 20,054,647 29,477,493
Loans payable 79,696,894 6,068,443
Bonds payable 35,051,048 34,355,483
Allocation of International Monetary Fund special drawing rights 8,453,323 7,953,036
Derivative instruments in a loss position 653,194 19,313,211
Other liabilities 945,576 1,598,276
Total foreign currency financial liabilities 144,854,682 98,765,942

Local currency financial liabilities

Govemment deposits 184,403,415 137,408,626
Deposits of banks and quasi banks 421,928,949 427,177,882
Deposits of the International Monetary Fund and other Fls 48,292,404 51,986,351
Securities sold under agreements to repurchase 733.947.028 721.207.893
Total local currency financial liabilities 1,388,571,796 1,337,780,752
Total financial liabilities 1,533,426,478 1,436,546,695

Other liabilities

Currency in circulation 434,585,040 370,099,467
Retirement benefit obligations 1,725,984 1,696,858
Miscellaneous liabilities 3,219,433 5,207,283
Dividends payable 0 138,472
Revaluation of foreign currency accounts 136,132,344 0
Total other liabilities 575,662,801 377,142,080
Total liabilities 2.109.089.279 1.813,688.775

Capital accounts

Capital 10,000,000 10,000,000
Surplus 32,017,460 42,664,364
Capital reserves 177,322,568 207,296,054
Undivided profits/(loss) from operations 12,600,924 -62,459,988
Total capital accounts 231,940,952 197,500,430
Total liabilities and capital accounts 2,341,030,231 2,011,189.206

Note: Breakdown may not add up to totals due to rounding and growth rates computed at threee decimal places.

Source: Financial Accounting Department
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18 BSP: CONDENSED STATEMENT OF INCOME AND EXPENSES
OF THE BANGKO SENTRAL NG PILIPINAS
with Budget Information®
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18 BSP:CONDENSED STATEMENT OF INCOME AND EXPENSES
OF THE BANGKO SENTRAL NG PILIPINAS

with Budget Information®
(continuation)
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