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GERaARDD P. SICAT

Abstract

N

Offshore banking in the Fhilippines was allowed after
1974, Thie has 'ed to the establishment of offshore units of
banks actively engaged in internkfional bankKing, which
prospered especially in the I¥70"s.

This paper discusses the rationale of the establishment
of offshore banks in  the perspective of the country’s
£inancial and banking policies, the benefits foreseen From
their establishment, *he future of the operations of the
offshore banks, and their contributions to the Philippine
econcmhy. The «stahlishment of the offehore banks has given
rize to .new *inanclis) potficy issues. Commenting on the
current financial crisis Facing the Philippine economy, i
is= suggested that offshore banks ¥ace a difficult period
afread. z
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DFFSHDORE BANKIME AND THE PHILIPPINE ECONORT
by

Bercearda P. Sicat

Offshore banking is better described than defined. With
the ogrowth of internationzl bankKing in the immediately
preceding decades, it became a matter of convenience and
expediency for the banks engaged in internrational finance to

-
rely on booking centers which offer the best facilities in
terms= of cost and other tax advantages. Regional tocation
zlso matte;eﬂ a ogreat deal, since speclfic geographic
advantages alsc serve particular :nﬁntrieﬁ more effectively.
Moreover, these regions present benefits that relate to the
timfng nf funds placement and generation and contribute to
the increase in the efficiency of the international capital
market. Wi th international communications tt:hnalugy
allowing the speed af seconds for transactiorns to be made,
funds  transactions can be effectively undertaken over
different time zones during a large part of the Z4-hour
working cy¥cle for the unn}d. These factors hiue contributed
L
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This, is & much expanded version of a paper delivered
hefaore the Fifth Asia-Facific Foreign Ex:hange fAzsembly and
the Thai Forex Club on December 0, 1983 at the Roral Orchid
Hotei, Bangkok, Thailand. The author received ressarch
aEEiEt&ﬂCE +rom the Department of Research and Statistics of
the Philippine NMational Bank. He thanks Bienvenido MNoriega,
I 5 Berjamin Falma—Gil and Valentin Araneta for
ronver€ations and assistance which helped in forming the
conciusions of this paper, which, however, are the author’s
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to  the snphigticatjnn of the business of banKing and have
given rise, .p#enﬂmenaily, to what are known as “offshore®
barnking centers. A% the term impilies; offghore banks differ
from domestic banks. In countries where offshore banks have
been encouraged to be estabiished, the offshore banke are
not allowed to undertake business which is normally reserved
to domestic h*"“i"?-u" Howewer, offzhore banks are free from
interest rate and other rezerve reguirement controls that
domestic banks are subject tﬂ-z-

Before - 1574, the;a were no offshore bankse in the
Philippines. Therefore, Philippine experience in offshore
banking wunits is limited. Butl in relation to  the modest
azpications in thig ~egard, it seems that the iImitial
targrt? have be;n fulfilled. This txp!rieﬁc! poses a number
af interesting issues Ffor Ffinancizal pnticyﬂmaking. and
therefore are of unigue interest in that respect. in
discussing this subject, it i1s wseful fo review the
rationale +or the crqafinn of noffshare banlts Iin the °
Philippines, the benefits derived from them, the future of
tneir_ fimancial operations, and most important, Ffrom a
FPhilippine viewpeoint, to assess their contributions to the

L]

progress of the Philippine economy. The establishment of
bifihara‘ baniks have further given vent to new Financial
issues chn*runting the., Philippiae policy on banKing.
Mowever, the currernt financial crisis facing the Phillppine

ecancmy poses a threat to the further growth of offshore

bEanks &a* least in the near fubture.




Bacikground to the birth of offshore banks

The emergence of political independence in 1¥4& hﬁnuqht
in central bankKing and the passage of the commercial bankKing

—

law in 1949, The Philippine bankKing scene as & result saw
the rapid d;uelnpment of banking and the multipéi:atinﬁ of
domestic bDanks., The -Kerstone of commercial banking policy
was to Fesepus dqmniti:. hankKimg to Philipping banks.
rurther, there was a policy preference for the development
of private bankKing. Thus, domectic private banks became not
ﬁp}r inevitable huﬁ were actively promoted.

Mo foreigh banks were ;llm;bd to operate in the
comestiC econchyr.., Except Ffor The four banks - that “were
already operating in the country at the time of the adoption
of the :pmmercill banking law, no further foreign branch
bﬁnkiﬁg Qai ptrﬁitttd. Thie explains the pritmjnint.
locations of Citibank, Bank of America, the Hongkong and
Shanghai Elﬁﬂ, and Chartered Bank In Philippine :nmmrr:inll
banking. These banke had licenses to operate as branches in
the Philippines before the enactment of the national
commercial banking act. :

?Eiéﬁ of di;rlpﬁment within the Financial sector,
however , - indicated =ome weaknesses in the prngri;& of. the
dumeiti:.ﬁcnnumr. For one thing, while many domestic bankKs
had .emrrg-d in the banking ECERE , they Were

yndercapi taiized. Thersefore, the capacity of these banks to

finance a growing economy was |imited. Inadeguate exposure
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to more advanced banking practices as well as" isolation  of
contacits. with the moce dyamibe internatiohal banks were
sureély the result of limiced capitalization and the Vimited
sphere of market obiectives of the private domestic banks.
Hence, these banke tended to be insular in outlook and their
full potentials could not be harnessed. From a national
ui&wpﬁint, however, it was essential that the banks be made
to piay & more active role in the financing of domestic
economic activities.

Following the report of a studr group which surveyed
the neadi& reforms i the financial sector Im 1¥F2; the
enplaroement of the capital base of the banking system was
recommended. To implement *his program, the capitalization
of the commercial DbankKs was required to be raised to a
minimum prescribed ceiling. One technigque which was ailowed
in order te. prowvide. for a..capitll build up was the
Fiberal izeation of the participation of foreigh interests o
the equity ownership of dorestic commercial banks. Such
aquity ownership was, nowever, only up to minarity
participation of no'more ;htn 4 per-cent of ftotal capital.

This program led .to the enlargement of the capital base of

.
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the domestic commercial banks and the entry of scnme +oreign
banks i# a minority basis in some Philippine b;ﬂﬂi-

still concerned tThat the country could not taﬁ the
intepnational financial! mackets effectively without the
participation of the foreign banks, a thorough study of the

option o©* establishing offshore banks in the Phiiippines




commanced. An offshore baning s¥stem was perceived to yield
benefits- to the Philippines by Iimproving the country’s
access to the worid's masjor financial institotions. It would
alsc provide an invaluable experience in the +Field of
international finance to the financial community as-well —as
Arzining for young bankers., This was conceived as an
efftective pehictTe “For- provtding trznsfer of banking
technology and practice to the domestic banking sector
fh;ﬁugh its direct contact with offshore banks. It was
further conceived that offshore banks would assist in
facilitating the gﬁﬁuth of HManlila into an important
satellite among financial! centers in the region of Southeast
AEia and the Paci+ic. The government was .c_nn“iuui of the
fact that other cities have grown significantly as centers
ot finance in the regior and that there would be room for
mora  arsaacs, A ther; is not only an element of competition
in this grnh?h, but more important, that of complementarity
of the various centers not only in the region but also in
t}ae worid.

dffshore ODanks were allowed to be established in  the
Philippines in 1976. The Taw a]llowing their establishment
recxgnized many factors that were needed to make offshore
sanking an attrictive operation in the Philippines. To begin_
with, policy—maXers were aware of the inherent ﬂiﬁadﬂtﬂtlﬂél

of HManila, compared to existing centers, which hiﬂ to be

overcome to make it marginally more attractive. This had to



be done in the form of certain tax incentives. There will be
more space to discuss these advantages and disadvantages
b Tow.

The Central Bank prepared the guidel ines for attracting
foreign Dbanks to establish offshore banke in the countey.
The offshore bankKing law was timed during a period when a
quantim  expansion oFf inpterfoatior=t bankirg wes beppening.
The Evrocdoilar market had been very lTiquid because of the
large petrodollar surpius. In order to ensure the liguidity
.ﬂf the qffshurq GankKing units (henceforth rrFt;red to as
OBU g3, each DBU was required to maintain at ieast a minimum
et fund of USEl million. The incentives structure for 03U s
WaE S0 designed and hes evolued over ftime as ta
brngrgisiuriy make the operating environment attractive to
them. ¢ Fo ensure thaet Filipinos are trnintﬁ properly in this
FLEw) finﬁn:ial activity, the OB = ye~p alﬁn cegoired to

empleoy Filipino pationals while allowing them to lmpln&

expziriate personncl. Eventeally and after some learning

+

process,; It was belleved that Fhi?ippin? nationals would
become actively sngaged in the profession.

=43 ﬂf,Jan&;F,_ I¥23; the ﬁhitipplne Central Baq? has
already” aporoved the app’!:dtin;h af 28 banks to establizh
gBi“s. Twenty-six of these are aiready operzting. Among the
mnr% prominent of thesze Jnst:tqﬁinaﬁ are Bangue Mationale d?
Faris,; Hanufacturers Hanover,; Ehemical Bank, Bank of Tokro,

Bzrclzyes, Credit Lyonnais, and Chate Manhzazitan Bank.

-




CBU Operations

AS with similar systems elsewhere, Fhilippine-based

offshore banks can engage in offshore funds generation and

a—

placements in foreign currency. They may also make the same

gaid - transactions with each other and the Forsign Currencr
Deposit Units <(FCOUW' =) of Philippine banks and engage. in
foreian currency=—denominated ltendings to Philippine

residents subject bto Central Bank approval. They have also
s,
been ;1lnu4d to hnndlq the impurtattnns of reslidents wtth

F A i n+ s %! mitlTion but to be “funded term by thl  Same
oY and to render financial advisocry and related services.
The OCBU may also trade in foreign ex:h;nq&, discount bills
‘anpd  ipuyest in foreign securities and debt instruments of
ron—residents and other 0BU“s. There is no limit placed on
their loans to n¥¥;hcre accounts. .

GBU s in the Philippines are also empoweresd to  bandle
focelgn. cexchange remittances, a service +Field that is
important to the Philippine economy because of the rapidly
increasinﬁ.numbir nﬁ-F{liﬁgnﬂ woriers abroad, especially in
the Migdle East. GRUMavareliRdirectisialsolopetating in the
paso iqnﬁinq ﬂirH;} because their placements with domastic
bani’s FCOL’s S Converted by nestal ten.inta pesos for on=
tending. Hnweunr, thii: facility s available only on  ithe
bBasiz of currnn:wﬁiw;pi zpproved by the Central Bank for OBU
lending to onshore accounts. <(This Ffacility became an

important element in financing dbm#siic liquidity as well as




providing the Central Bank with external liqhiditr during
‘he balance of paymenis crises in the Fhilippineul To the '
extent that the facility gave additional 1leg room for
maneuver of the financial posilion, iher have he?peﬂ in
finazncing the Philippine economy. #@An outside critic might
=rgue, however, that this provided for an element of
instability in the h;ndlfng of the Philippine balance of
fayments, because while It =iretched the possibilities for
external ¥finance m;nagem&nt, it became z2l=so a source of very
large short—term instzbility, once funds even on this end
would dry up.)

| —— to accept Yocal currency
deposits, something which is alicwed in two other Finaneial

centers in the region, Hongkong and Singapore.

Factors Affecting Pesitioning of Financial Offshore Centers

There are several factors that affect the relative
positioning among the financial centers. In relation “to the
offshore clnteri.tn:ated in Singapore and Hongkong, Manila
ies oniv a small center and will probably remain so for many
Fears. Thareﬂ are inherent +factors that help as well as
inhioit its present growth and any one inﬁtituiinn that has
ot - up its OBU operation in Manila would be most aware of
t




1t may be useful to list a few of these factors which
are &as follows: (1% relative cost and tax incentives; (2
infrastructore, - in particular telacaumun{catraﬁs; {3 time
zone differencei (4) rtiaurce endowmnenils and conmercial base
of host country; (5> depth of the financial market; and (&)
sovereign risk consideration.

oF theze Ffactors, the Philippines cannot claim
advantage in many of them. In partirular, some advantages
(for instance, tax incentives and potential economic and
commereial base) are outwe i ghed perhaps b Sofme
disadvantages (such a5 relatively poor telecommunication and
lack of finan:ial dfpth) and, latelr, by considerations of
sovereign risd¥ occasioned by Ffactors that have been

associated with the recent financial crisis.

€1) Relative rost and tax incentiues.

Trade-cffs between cost of oOperations and income
opportunities exist to the financial institutions. Manila
represents the widest concessions In ferms of tax incentives
anc 18 further supplemented by 1ow housing cost for
expatriates and inexpensive saiary level for local talent.
‘However, Manila alsoc provides the least number of commercial

banking =activities possible between the three centers and

this reduces the cpportunity for trading and commercial

opportunities.

Fax incentives for Philippine OBU“s compare favorably

with those of Hongkong and Singapore. Income from onshore




transactions is taxed at 14.5 per cent in Hnnékunﬁ based on
net income and at 40 per cent in Singapore while Philippine
0BU‘s pay only 10 per cent withholding tax on gross onshore
fncome .

Income from offshore transactions is not taxed in Dboth
Hongkong and Manila. In Singapore, the offshore in:nmt'tax
was previocusly set at 10 ger cent but this tax was suspended
recently for Ffive wears with provisa for the possible
extengion of this tax—exemption pericd. This might be =z
reaction tu the competitive natare of the tax environment,
20 that it may be designed to enhance her (Singapore s}

strong position in the region.

(2 Ipfrastruciuce, especially telocommunications

Singapore and Hongkong have telecommunications which
ar-e 2qual to any d;ue!nped country while in the Philippines
the <=ituation e =till! muech to be de{irvd, whe ther jn the
form of transﬁﬂrt apdutillity infrastractares Host crifticzl
among these is telecommunications. &% a result, itﬁj! not
shiy costly but more Importantly, sometimes unreliable. As
b;nk deair}i very well Kpow, communications,; especially the
factor of “5&&96 aof access® to it i= onpe of the Eﬁfhe

ingredients for cuccessful deal ing operations.

(3 Time zone diffecence
Tokryo virtealiy staris the trading day as the US West
;past closes. If Hunﬁlu!u, E?dner and Melbourne were to

bridge the period between the closing of frading hours in




the West Coast and the opening of trading hours in Tokyo,
the world would be literally itrading in foreign rxch;nga
around the clock. -

Manila, Hongkong, -and Singapore all start at the same
time. Singapore has consciously moved its official time
thirty minutes ahead which precludes any previous ;dvlntlnf
-

of Hongkong and Manila., Bahrain starts 5 hours later,

bridging a Jull between Acsia’s closing and Europe”s

openings.

{4} Resourcs sndowmenis and commercial bhase

Manila is the capital city of a country with &
population base which is 20 times larger than that of either
Hongkong and Singapore. 1t has various natural resources
ranging Frnm agricul tural! land to offshore petroleum and
gecthermal power, while Hongkong and Singapore are city
states. In terms of the depth of commercial deveibpﬁant, the
city ctates mre, however, much mors developed. The entrepot
n#turv ogf “thesze fwo cities make them virtually main port
zities for the international traffic of goods, services and
capitai. HManila, -nn the other hand, is only basically -an
internafional port for the Phillipplnes. Fhe strategic
geographical locations of the two city states and the level
~f high success of their recent economic growth, propelled
by very favorable internal policies for foreign and domestic
capital; have ‘made tﬁlm reglize their important links to
trade between the Asia—Pacific area and the rest of the

wor-ld.

11



Therefore, multinationals based or doing business in
Singapore and Hongkong far exceed the business of
meltinationals in Manila. This i= Basically beceuse of the
trade wvalues going through the ports of these two city
states. Thair relative " geographic =mallness and the
concentration of their trading and manufacturing activities
has Enébtad them to improve their telecommunications and
gther infrastructure much more effectively than countries
with a bigger hinterland in the region, 1ike Thailand and
the Philipprines. The infrastructure in place also enhances
the attﬁﬁcttueness of these financial centers in a sort of
virtuous circle.

Cnt the other hand, : Manila still has fto brezk
Eatt!ene:ks in capital reguirements for telecmmunications
and infrastructore, in spite of the country’s ia;g& economic
potentials. Hﬁitinatinnali in Manila are concentrated more
tﬂWiFﬁﬂ. those }nng—terﬁ fixed investments in the country in
naturai resolrce development or import substitution
industries. It is only rrceﬁtly that new enterprizes with a
large degree n% foreign trade activity, including exports,
have ariieé in the mazpufacturing sector. Experience has it
that interpational commercial bank§ mitety prafer the t:&dt
.;inancing documentary type of credit business instead of

projact or cuﬁﬁtrr Tending.

(5> Depth of £Linancial market
The grezter the depth, -variety, and volume of the

commercixl transactions, the more sophisticated the array of

12




£financial transactions and instruments possible. This
factor, of cnhrsr, is dependent on the degree of a country’s
economic development. The level of economic development

-

allows the growth of the financial markets ze well. Hongkeong

and Eingapnr; are well-developed markets Ee:ause of this
edge in economic lgvels. The licensing and regulatory
framework 1ikKewise plays a major role in the development of
the financis]l markst,

~ Because of their relative newness, the Philippine
market allows at the present time the least wvariety of
transactions. Perhaps the fact that the relatively targe but
still underdeveloped Philippine economy has to be protected
and gradually introduced %o the offshore sSystem becomes a
ﬁiﬂaduantqge. Hongkong’s depth of financial markets extend

over China, Taiwan, South Korea, and other parts of the

rEgloh.

(&) Souereign rcisk

Sovereign risk iz a factor that cnmrﬁl high in the:
estimate of bankﬂ; That this i€ & factor of importance is
shown  in the case of Singapore, wher2 there i= a long |ine
of appiicants wishing to set up affshore banks in that
country. Because of a record of political stability without
major disruptions especially since the late 40°s, Singapore
enjore a high neputat;nnl The uncertaimties uu:r.Hungkung'i
future may have resuited in the wait and ses attitude of

some bankers when the issuve of sovereignty and the rear 1997




came Into definite nead, but it is also a mark of the
maturity of this market that financial institutionsz with
lcng term commitiments have not been much fazed by these
cdevelopments.

Manila‘e Future is partly held suspect at the present
Lime because of the aftermath of recent ‘political
deUrlgpmints which were followed by adverse economic hnews.
The resolution of political issues, which surely plars an
imﬁnrtant role in soversign risk calculation of potential
banks and investors, are less intricate in the case of ;hl
Phitippinét to the extent that the present issuves could be
resolved internally. When external political factors are not
within direct influence within the country as would
presently appear in the case of Hongkong, there may bhe
greater long term uncertainty. The bilateral negotiations
e cwesn Britain ;nd China would .certa]nir det!rmin; the
narameters of Hongkong’s future. And China“s position is In
the upgerhand. Hence, fhe gegree Of Cobviwl Oy nongkong over
ite futwre destiny is dapenﬁnnt at this time on external
factors that are not within great control.

In reviewing all! these faciors, it is to be noted fhlt
Manila“s role as a financial offshire center Iis still in its
formative stage a&nd that it will most certainly continue to
trail behind the more developed gyd sophisticated markets in:
Singapore and Hongkong. Manila has S.oMme inherent
disadvantages which plar a rnle.:n the future growth of

offchore banking. One of these is the level af  economic




kt, "in spite of the much larger potential economic
_ET'?ﬁilippines. f difficuli obstacle to this is the
¥ poor communications which continue to hamper
oie. In réc&nf rears, the improvement programs to
better telecommunications will be realized. The
growth of the sconomy will 2lso surface <$rom the
maze of economic difficulties that have beset the
in ?}cﬂnt years, especiaiiy in 1983, when an
deot crisis of crippling proportions emérged. The
ni i_tntlf; developments withinm the {}ntn:inl ;y;thn;

Mcluding “that of the offshore banks, will .certainly be

ted br these new problems.. The infrastructure in

'*i;ﬁ whtich is already presentiy ih.plate will provide
basis for the growth of offshore banking. But certain
wﬁqpﬂﬁtlnt issues that need attention are offshoots of the
@ntry of offshore banks and of the debt crisis. The
resolution of tﬁeﬁe problems and issues could affect the

ﬁh;rautar of offshore banMing In the Philippines.

Perforsance ﬂf-ﬂEU’i -

The, system of offshore banks in the Philippines has
rﬁaﬁnaaqu met the modest expectations at the start. The
total a?5a£5 of OBU" < have increased from US 2757 millian in
1?77 to US $4.47 Lillion as of June 1983. This means a
growth of about 490 per cent over this period. Compared to
the leve! of assets in Hﬁngknng and Eingapﬁre, these amounts

are however =till modest.




The Philippine offshore banks have generated onshore
transactions that have assizted in financing the inflow of
external regﬁur:li to the ecopomy. From 1979 to June I?Eﬁ,
this amounted to a2 ftoftal of US $15 kil'ign. The lendings in
recent years have averaged about US %3.5 blltinn.‘ Aabout 54
pe; tentup{ these fransactions were interbank lendings, the
rest 1o nonbank customers. The Philippine O0BU“s have alsoc
been 1nvoleed in the syndication of US %8 billion worth of
loans for Philippine borrowers during the period 1977 to
1981.

The relationship of Philippine 0BU’s to Philippine
banks has been more complementary than competitive as far ac
funde marXeting is concerned. As already revealed, the
affshore banks have lent interbank for much of its
transactions. Thie actually ranged from 54.5 per cént to
37.9 per :nnt,_ or an annual average of 54 per cent, of the
Total FF&:Ementa and igaas involving ail customers. :

tore than 50 per cent of the corporate clients of the
Philippine OCBEU's are giants in the Phitlippine corporate
scene. They betong to the top 200 Philippine corporations
and at least 35 per cent of these are multinatinna!
companies. Thiﬁ.'mar simply reflect the fact that bioger
firms Save greater credif requiremsnts. To iqpe extent, it
aisa ré&flétts the bias on the side of the OBU's for
whholesaie and bigger businec- clients, hence again5¥ the
smizli and medium scale enterprises which are being promoted

2y goverpment. This sitvation can of course -he Segn as

14




having created a Jlarger competitive base for the domestic
banking sec*or in the financing of the blue chip corporate,
large clients. However; since the Zzmestic banking sector is
ﬂut a surpius foreign currency holder and the offshore banks
are raising largely foreign currency funds to meet the needs
of the domestic corporate sector, the competition between
L]
multinational compeniess and other corporate fund UZers §is
probabiy more limited and therefore more imaginary than
FE{}. In the case of the larger domestic banks and
financial ipnstitutions, however, the operations of the
Philippine ﬂ¥f§hur& banks have p;nvfdid some stimulus +for
competition. The large corporate clients are, of course, the
prime clients sought after by the domestic banks. To the
- ertent that thezs coarporatione have found finance locally
theough the offshore banks which they would -normally - have
Ccoursen through Fhilispine banks, - some’ ‘cofpebition dees
exigt;.”: -
It is eszential to look at the situation on a2 system
e £ fe hasis, o uvEr . I.El.ren with the possibility that SOmE
credit diﬁplacaﬁtnt has occurred for the domestic funds,
wiitn the higgir.iarmg sourcing their finance from the OEU =,
the small and medium scaje industries are less crowded owut
of Fha domestic funds market. Hence, given 1imited credit
?rihﬂuFCP;, more financing i= mide available to the zmall and
;rdium scale and other enterprises by vartu; of the
:ﬂiiiabitit? of larger financﬁal resgurces emanating From

OBU =.

1.7



OBU e have directly contributed to the raising of
government revinues through the taxes that they have paid.
Philippine OBU s have paid a total of UEI$IE.5 mitlton in
taxeﬁ since they started operations up to June 1983. Of
course, this has been made possible by the fact that the
offshore banks have become net profit institutions. Their
_fﬁ{dl earninge aftter tax have grown from a loss of US $@
million in 1977 to profits of US $25.4 million in 1982 and a
projected US $27.8 millicn in 1982 based on firset semester
earnings. Of course, considering their numbers, these
amounts may not be large. A= proportions of assets, these
only accounts for an aueragé of 0.34 per cent return on
aszelis after tax, although there are reports of some OBlUs
malkling about 0.4 to .75 per cent returns on lﬁi;ts- Ferhaps
part of thiz profitability has been pushed by Foreign,
exchange operations and by the increase in the documentary
credit and letter cf credit businsss. The bulk of OBU’s net
‘ncome is derived largely from interest earnings on loans,.
with fees" coniributing about 2 to 4 per c!nt.-HFnriign
exchange operations and; more recently, the growkh of
documentary credit business (basically the cpening of own
account Jfettere of credit) may have cnntribu;ed partl> to
these e:rninga. It may be stated that such rates of Frturn

on  assets are still below the American standard of 1 per

cent.
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Issues Confromting Philippine OBU’'s

The offshore banks have indicated that their operations
are not yieiding sufficient profitaoiiity and are requesting
for more banking powers as a result. Even abstracting from
the financial crisis ta the Philippines which has redoced
orospects of future growth, on the basis of the restrictions
an their presént sperallons; thiir predictlion of the foture
tg neot wvery Gright. Their position in the Philippine
nf:annre picture is seen by them as an anchor for .greater
participation i; domestic banking. In fact, among the
reasons for establishing offshore units in Manila, the
profit opportunities foreseesn for onshore foreign currency
]ending and the prospect of having a foot on the door prior
to Further banking libeéralization may hiﬁe plared the
critical roles. To come extent, this is seen as i_Féﬂt in
the door in nn; ASEAN country, with impiicatione for future
cromih, should ASEAN's econocmic prospects escalates brightlyr.

The nature of the request of the offshore banks up. to
now s not well-defined, largely because they themselves are
trring to -make a feel of what is feasible and opportune.
They  have qrﬁini:rﬂ inte an DOffshore Banking Uni ts
Arscciation wheth theéy have vsed as & forum +or makKipg their
rrqugatﬂ uni ted. Matursgliy, their position has ellcited
oppotition from the Banker s Association of the Philippines.

The  latter has been wary of the possible competition and

‘loss of market to the more established forelign banks

¥




especially in matters in Wwhich they have =ince 1'P4%¥ bBeeEn

preeminently protected.

The ©OBU”s are initially asking for an authority to go

inte full foreign trade financing, without the current
limitations placed on their lTetter—of-credit bUEinEig.
Eventually, however, +Full branch banking powers, including
peso deposit-taking and lending, would be most desired by
them, including the capability to undertake foreign exchange
transactions 1ike the local banks. #As present rules al low,
the offshore banks are limited to sourcing and packaging of
foreign currency lcans and imports of local borrowers only»
for amounts of more than Uﬁ.ﬁl million at least and that
they commit %o finance the L/C negotration for a medium term
period of ;n 8 vears. The offshore banks can trade in
deposits and foreign exchange, b5ank and fund loans to
offshore companies, countries and other banke but =0 can
their branches in other offshore centers,

come  of the regquests of the offshore banks can be
granted Dy the regulatnﬂ3 authorities, for theyr are ;ﬁthin
the polers of the Monetary Board of the Central Bank. But
this i= not the cazse with the granting of +ull branch
bankKing powers., The authority for this must rest with the
national legislature since that would reguire the amendment
to the general banKing law, which limits domestic banking to
Fhilippine domestic banks., It is to be recalled -+that the
nesd for offshore banks arose out of the judgment that the

present srstem of domestic banking was not capable of
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raising sufticient resources, especially ex l:err'nal, becauvse
of the limited capacities of the domestic banks in tapping
foreign exchange resources. The offshore bankKing ;Tittm,
therefore, was some form of compromise with the system of
participation of foreign banke in domestic banKing activity.
Conceded!y, +Foreign branch—banking in the Philippines would

“have solved the problea of faising sxterna! reesurces more
sffectively. The  polteyr of istibiishjng offshore banks
srovides & more contained approach towards solving this
probiem ot extecpal resource generation, without disturbing
the domestic bankKing picture.

From a Philippine natlnﬁal p:r%ptctiue, th; offshore
bankes areoutpoets that provide the country with financial
"links abroad. This promotes the increased integration of the
focal economy with the external worlid, especizily at the
financial level. The country” s present needs to finance the
balance of parm;nts gap.  require, BEMORG nth;rs, the
maintenance of credit lines with international Financial
institotions. The phyzical pressnce of =ome nffsﬂére banks:
ﬁay oe good reason to provide larger credit lines ¥or the
country than wnul& otherwise be the case.

Frotm the Uliewboint of the offshore bank, the link
provided +or the country and its :arpura&e institutions to
foreign +finance s an invaluable service and therefore it
WDH!d. seeln appropriaie to seek government support and
recogni tion theough reéiprnzitg‘ Ther believe that in tﬁis

Wway they cazn be more effecrtive in providing these foreign
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exchange needs, aside of course from winning & niche in
Philippine bankKing in order to sarn profits. Ey receiving
these concessions, they would be placed pelatively &t par
with the same institutions in Singapore and Hongkong, which
have greatep 1e|waglfn tlk;ng focal currency ceposits and
Tending. It would take more than Ticense liberalization to
bring Manila at par with Hongkong and Singipore for reasons
alceady discussed sariier, but the situation would improve
iﬁmenﬁﬂly from where they are as & result.

The opposition ta the goantqof full DankKing powers and
euenl some of the increaced activities may be summarized on
three related gruundi.iﬁThg'finsidis the ground relfated fo
the tﬂg;tmenj of the general banking igw which was - to

reserve domestic banking only to Philippine banking

-

corporation. "Harket reservation® = Justified o
pEabrick] e ngtiena]iitic arguments. The experieﬁce i
domestic bankKing and the reforms related to increased
capitalization ang the participaiioch of minarity  fTorelgh
“gguity Hhave so Far been the area of concessions If~ this
cEield.

Dﬁe. consequence of thi< argument is that it re;trl;t5
Phiilppina Earkirg activity orly Targel» to Philippine
shores, 11 ;i not  possible fto extract PE:iprntiiy o
comnitments for Phiiippine Sanks to andertake hranch-ﬁanking
abroag and hHas limited therefore the growth of FPhilippine
Eanks. In barking &5 tn diplomacy ; EggjnrugiEf_iﬁ 2 rules,

and withott access to the powers and opportunities of




undertakimg: Ffull branch=banking in foreign shores, +the
growth” of Philippine bankKing ts restricted. More can be said
apoyt the missed opporfuntties oOf FPhilippine bankKing in
foreign shores, but it is sufficient to state that the
.Phi}:ppine Mational Bank and, of course, other Fhilippine
domestic banks have been unable to set up a wider network of
~internztional branchee largely because of this restrictive
provision in Philippine domestic banking. Im contrast, some
h%gﬁi from ASEAMN countries, notably Thailand, Singapore, and
Malarsia, have found foreign branch banking an integral part
cf their financial development.

So, benKing 1= a.tmudway gtreet: For the country Fu
maximize iits benefits from the éppnrt;hitiﬁi of banking in
the international community, Some domestic concession to
branch-banking by foreign banks, (if only In term= of oh#
foreign bank branch per mationality, is a required modicum
foar *ha cauntfy'ﬂ BXpansion into international bankKing. One
Can’ argbe Thai iht-prEEEEtE of at '=pst one Philippine bank
ifi 5 major financial center, if tapped fully, could create
immenze - benefits for the country’s efforts in mobilizing
trade &nd finance. The practice in oOther developing
countries, ewan among ASEAN countries, is to allow foreign
branch _banking on the batis of strict rrci;;ncitr. On this
basis alone, It is the Philippines which has bl;n most
regtri:tiue. Mo toreign traach had been gfanttd a license to

operate & Fhilippine branch cince the creation of the

Phiilippine Central Bank in 1?3?- . 8 A
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LY The second ground against the increased BbankEing powers
of the offshore banks EihE?TEEEjElEﬂ—ﬁrET foreign banks,
This (& related to the market reservation +For Philippine
nationals. Competition should be welcomes to Dring down gthe

price of banking services, the mobilization of +funds, and
tha efficacy oF bankKing sServices overall. Hepce,; the
dicection of bDeunetiTs would acirue Lo Ule gengral: public,
The argumsnt theén i€ revised that competition in banking is
deslired, but that compstition uﬁalnst big multinational
banke would place the local smaller banks at a :nmpetlti;e
disadvantagde. In any case, Philippine domestic banks are in

& fairly competitive businese. This arg&m@nt is reminiscant

of local arguments for high tariff protecticon in industey.
The third szrgumeni then unfniug_éiauminatinn by foreign

banks

i

5 possible. The redources of Foreign banks axre

unt imi ted since they have a gloocal network of offices. They
ﬁan, moreover, the loncer experience in the Field and their
international contacts are extensive. @Aside from competing
in the pesc loan market, they would xlso bite inmto the
corresponding ??iﬂ deposit market, thereby making the
competlition +For fuﬁda much Harder. On account of their

T

lirger intermationa: aire and bigger volumes, the foreion
barkKs Ccan probably afford to lower their epreads and thereby
charge lower L/C fees, by simgly digspozing the charges of
the Fnrretpnndént banks, =omething which the Toczl banks

make use of fto channel their LAC business. The sffect of

i€ WELY be to reduce the collaterzl business of domestic
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banks. One effect of thie development is to r;duce £ht cost
of banking services to the general public and may contribute
fo the financial efficiency of the Zyztem to the benefit of
the' producing sectors., In any case, such development could
accelerate the improvement of the efficiency of the zervice
sectors to the main producing sectors of the. economy. This
igauld be & welcome development 1 only to promote & more
etficient flow of internaticonal trade. The "impact of this on
thé‘“prnducing gectore will certainly +Feed back on the
financial system in the form of increased business.

It -ts not often appreciated that the domestic banks
generally hawve the bigger wolume and establ ished owerhead
vis—a—vis the domesiic Dusiness. Domestic banks cCan hﬁut
unlimited capscity to eaztablish incal branches, subject of
course to Cenmtral Bank regulaticanz. Horeouver, they have &
greater insight into loczl business cnndiéiuna, iéc!uding
perhape those noneconomic attr;buteg, such as cultural and
personal touch,. Morecwer; ror [he 10 ¢lgld Canks o engage in
domestic business, the incremental cost of doing such
Business should be higher for them. 3o, the foreign banks
have a tnmparai;&e disadvantage in this area. Based on the
business practiced oy the four foreign bank branches so far,
their concentration has been iess on the retail side as on
multipational buE{nea? and on Targer corporate fimancing. To
the extent that their presence enables an  enlargement of

funds made Ffor domestic business, then the contributions of
¥
Ef:m - -:--’_

University « “ilreine System
b .

e Biliman, Queon dﬂ?



these bHBanks to the credit facilities avziiable within the
economy 1% enhanced.

In generxly the geographic presence EH"- the Fforeign
banks iz in Metropolitan Manila. MNo thought i given to the
possibility of branch-nefworking on a geographic Dbasis.

i et o i Lo e 2 X3
Since Metro Manila accounts for about 75 per cent of the
deposits in the entire country, there it a fear that the
forzign banks could capiure part of laal deposit base into
the foreign branch banks. To the extent tn#t €1 petail.
deposits are:- probabkly not the Kind that would attract
foreign -bDank ncﬁiuitr; LZD the_dum;tti: péiuate bBankting
sector is in +Fact also part of the conglomerate of
enterprises of many domestic corporations and enterprises,
£33 the Iﬁrge amounts of deposits of government institutions
: are Forbidden tooplace their funds in other thah. government
banks, the fears of domination by thne foreign banks is
misplaced. It is difficult to find examples of any country
today. i which a foreign branch banﬁ o the: totalit» of
£ore | gh branch banks havihg bBeen able 1o penetrate
dominantiy the banking !nar*k-e‘t of a country. The !’“g__gil atory
—
"powere of the Centcal Bank can—eeptainly play _f_dfﬂlﬁ in
reducing any possibility of domination while at the same
time promoting domestic banking. -4
The other side of the balance sheet is that the foreign
“branches may be in the best positicn to channel foreign

exchange lending %o domestic enterprises which wou | d

otherwise be provided by access to lines of domestic banks
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and the central bank, through relending to :nﬁﬁuit banks. If
they operate their branhes, the foreign banks are forced to
take a direct risk position. It is so much better for the
foreign banks as foreigh esnterprises taking a domestic risk
pogition based on their operations than For them being
safteguarded as offshore ventures from these risks, which are
chen pazesed on to domestic banke and governmend eniities
that may borrow fto finance the reguicements of domestic
enterprises.

In any Ccase; to the foreign Eanks, lending Foreign
exchange: needs. rcather than in peso peeds. would be éheir
pirobeble principal market target bDecause this is the area .inb
whick their comparative advantage lies.  This could have a
significant impact on the expansion of the domestic economy.
It is in consonance with the gradual liberalization of
foreign trade and the domestic economy that such moves could
be. " helpful. The finance of foreign trade +or & rapidly
developing economy hes to be supplemented with external
funds, S0 that the domestic meeds for project financing
would not be competing with foreign trade financing. One
lesson to be .!eaﬁneﬂ from the chént- (1933? ?lllnci of
payments cri5i£ emanating from the debt rescheduling problem
iz o the recognition that = significant amount of the
country’s sustenance to maintain the factories and 10 Keep
copsumption &t some desired past level is that the Ffinance
of foreign trade is an essential day—to-day activityr. Such

normal. financing had to be put into motion by competing
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requirements, such as fuel imports and other n&cES?itlai,
jnc}ud}ng the parment of the necessary intereﬁt servicing
on existing loans, not to mention the more logical need to
impor-t . major consumption goods if ﬁﬂl? to maintzin the
standard of living.

Ferhapsz one could wview the problem either- from =z
restrictive or liberalizing atmosphere. The reitrictive
solution would provide maximum protection From external
competition of the domestic banking sector. This has the
benefit to. the banking sector of creating a moncpoly
position for “them in servicing the requirements of the
domestic economy for finance. In this case, the domestic
banks &re  atsured of growth and their contacts with other
tforeian banks would be established through a network -ﬂf
correspondents. Under this more limited climate, the growth
of comec domeetic banks will be much more than other domestic
barnks. énd if there are sconomies of scale in banking, there
could =11l be some domipation o the uanklnﬁ sector br sSome
larger du&eitit banke. This may come about not EVEn~as a
result o4 the government promotion of public sector h;nktng
as the case has been in the past. In fact, the past trEFd“
in Philippine banking i= {An_qu_ggjyait banking sector to

-

grow much more than the public banks. Under this setup, the
e — e ——— i

gap ift providing the f#inance o0 pormal economiec &actiuvity
Will be wider. While the local banks may always borrow from
foreigh benks some of their reguirements, either through the

interbank transactions with the existing offshore or +rom

28




their lines from other foreign banks, the rfgk exposure of
the domestic bankKing sector is confined largelr to the
Philtippine banks.

In contrast, wunder a more liberalized =eatting +or
banking,; the oppoartunities for growth could even be Targer
for the whole economy and perhaps even for the domestic
;;nking sector as a result. There is wider participation of
foreign banks in the economy, €iiher by wvirtue of the

aperation of “reciprocity® in banking or by allowing a

greater participation by the foreign offthore bankKs in some

gspectes of dﬁmegtic banking. Two significant effects may
follow., The first would be 2 more rapid {gigﬁg;t[?qtlf;:tinﬂ
cf the Philippne gconomy, with stronger )inkages to finante
from zbroad. Thie 12 in consonance with the measures related
te the liberaiization of the rest of the economry, in which
the bazic framework of policy s to promole enterprises that
are able to earn exports as a means of survival., The
pr&éﬂntt of Foreigh banke in thizs scene would promote the
improvement of bankKing services much faster.

The Sther =ide of the coin is that Philippine domestic
bapks i haye.the gpportunity to Tink much more directly
with ather bankEs which are much betier managed in the ‘sense
(-1 prnféaaianai management. This experience could have
A%t Fng impact on  the professionelization of domestic
baniing. More important i the cpening of greater opportuni-

ties for Philippine domestic banks to operate abroad,’ which

through reciprocity, would 1ikKely enable them to set up

2%



foreign ope sns which enhance theirc capabil:ity as Danks
fo sService  the reguirements of their clientele }n the
Philippines. The effects of interaction with a broader base
of foreign banks in the country, whe ther offshore or foreign

branchs, i€ dealt with in the last section.
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The Future of Offshore Banks

gtrfshore bank ocperations have ghown in the 1¥70°s  and
the eeriy BO“s. Thic was a natural consequence of the growth
of the Eurcdollar market and the supplementary Asian dol lar,
bagically developed in Singapore and Hongkong. The growth of
affshore bDankipg bad been immenseiy helped by the |iguidity

cerived +rom the petrodoilars that were i surplus for

sometime. . However, the developments consequent fto the-

e,
soverelign debts; +First experienced in Eastern Eurcpe buot

which spread by 1982 to the Latin American countries has
reduced the a&mount of lending being made avajilable to
geveloping countries. These developments have besn f2lt  in
Asia, and the decreaze: of offshore banking activityr has
already been critically observed in the market for loan
funds in %83 as gonmpared to the previous wears in the Asian
markets.

The . svndication merket In Hongkong Vs said tﬂ.hE Tess
than half the s:ze of L1752 levels. The -growth of Singapore’s
offashore Lanks —— fisian currency units or ACU's == has
Teuplled, with chh of their dealing business being directed
to Europs wnd the United Staies rather than fowarde AsED
markets ag :n the pasi. Within Tokyo, where before a serious
thought had been éiuen to the establishment of offshore bank
upnits, there is less enthusiasm for the idea. However,
Tzipeh has recently approved a law which will Estapliih

atfshore banking units.

3l
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The contraction of the market has been less markKed in
the asian markets because of the relative prosperity enjoyed
by #Asian countries compared to other areas for sometime,
Certainly, ¥he problems in the Asian region have been
aggravated by the nervousness about developing country debt
that had been most worrisome =ince the Mexican debi crisis
of 1982, followed by the problems of Brazil which became
very difficult in early 1¥82. To tack on to this is &a list
of many countries having difficulties with their external
debt accounte, the countries in Latin America accounting for
a sizable chunk of this debt, Brazil Deing br far the
highest debtor with aboot US $70 bitlion of debts.

HNaturally, such nervousness has reached the Asian
front, Since sSome countries have already achieved some
record in Ievels of debits. The attitude of some -lenders is
fo withdraw 2lowly apnd to be cavtious about pew indebted—
ness, The entry of the Philippines inte the picture in
Gctober 1983, with 2 debt rescheduling request, has made
the et on af #Asia geographically atfected. -~These
deve ] opmente &are but the outward causes of the contraction
of the ﬁ%%ghnre panking volume in Asia. The marKet ig stiil
there, but fow there |3 & much more reduced level ‘of
activity. |

The debt problem in the Philippines has a natural
effect on the volume of business activity of the nfﬁshnré
bank=, at feast in relation to +funding FPhilippine

activities. The fact that rollovers and continged
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comi tments have to be met within the context of the debt
reschedul ing program as weil zs the economic stabilization
program " both contribute to a toreseen but less buorant
atmosphere for Philippine finance for at leazet a few years.
Many factors will determine the support of the stabilization
program, but the IMF standby credit which has vet to be
a;;raued in mid—i¥84 is critical component needed to cecure
fauaran{e reaction of the internaticnal financial Communi ty,
0f =~course, the offshore banks are operating on an
internatinna1 basis and to the extent that the market
dealings continue to be done in that context, the offshors
_banklng activities will continue as they are in a reduced

market context. The lull in onshore lending except in  the

- context of the debt restructuring will surely -hurt the

affshore bpanks whose entry into Manila has been .largely
based on optimism on this account.

Hence, it is inevitabie that a squeeze on profitability
among oftshore banke will resulf. This is a refléection, qf
the cant?actian- in loan d#aling; az a result of the
wor-lowide debt problems and the regional Toan market
cortraction. Specifically, for the Philippine offshore
Sanks, added squeeze results from not being able to fund an
incpeas1ng' market for onshore loans as expected at the
Beginning for at least a few wears to come until confidence
in credit standing normalizes. So, as the market for loans
and syndications contract or stay at relatively weak levels

foir the near future in the context of the fAtian offshore




Banking scene, there will be a corresponding cost and profit
Equeeze on the banks.

A complicating aspect of the present financial sgueeze
en the operations of offshore bankKs 1= an offshoot of
developments &arising from the Philippine #inancial crisis.
Obvicously, a prolonged financial crisis will only reduce the
operation&l atiractiveness of offshore bank ocperatiens whose
main activities <could be reduced towards servicing only
their exlsting portfolioc of iocans and deposits. %o long as
such state of affairs continue, the profit squeeze wauld
profong -anﬂ could make the margin of continued operations
within the Man:la cffshore center open to doubt.

A more Serious component of the implication of the
financial crigis is related to the "soverelion risk® guestion
which has arigen from the freezing of some foreign exchange
deposits placed from the international interbank market on
the domestic branches of international banks opErating in
Manila: The: issue i2 highlighted by the case of _Ejtinank
Manita branch, which froze the foreign currency deposifs in
cempliance .with the order of the Philippine monetary
avthorities as a result of the moratorium on foreign debtx.
Therefore; the maturing liabilities :Qu1d nuE be met, except
for: paymint of interest. The Citibank branch has operated as
a domestic branch with a foreigrn currency dJeposit  wunit
CFCDU} and therefore was bound by domestic regulation.

Because of. its prominent role xs an international bank
P 3




Citibank has received foreign currency placements in the
interbenk market booked in its Manila ECDU.

When the moratorium on paments was called on the
Philippine external debt by the monetary auvthorities on
Betober 17, 1983, Citibank decided to freezxe the foreign
currency assets deposited in Manila, in conformity with the
local regulation. Other foreign branch banks were affected,
including the Bank of America, but Citibank“s net position
was larger by magnitude and naturally attracted the more
interpational attention. CitibankK’s position highlighte the
difference in the legal position of an offshore bank twhose
foreign currency placements were not affected by any local
regulation) ard the domestic branch bank of a foreign bank,
with ar FCDU.

One effect of thie action nevertheless emphasizes the
queaéiﬂn of "sowereign risk". The Citibank has Tinked f[ts

action te the principle that the placement of deposits in
their Manila branch carried with it the assumption by the

depositors of a sovereign risk. The deposits, ther conternd,
were accepted at premiuvm rates above the London interbank
reate which aiﬁeadr reflected the associated country risk.
Eecause ot the relative position of Eitibank in
international bankKihg and ithe =ize of the ftoreigh CUrrency
deposits (placed at about US $800 miliion?, this action has
ereatad grester NErvousness on an already M@ ruous

international SHanking communiiy. The third worlid debt

erisis, of which the Philippine case is a componént, has

=3
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I+ the prospects for offshore banking ia.mu:h reduced
2% & consequence of these developments, the only role open
for offshore banks is to weigh the relative aduvantages of
Raving a +oot on the deor towards a larger share of actiuvity
in Philippine domestic banking. ﬁ%_lﬂﬂﬂwﬁiqtﬂf financial

crisls in the Philippines constricts the nature of foreign

S —— -

+r§§5 _for ; few yesrs, Quring the period of serious balt-
taghteming, the prospecte of trade financing gains would be
relatively low. Hence, only a long term cutlook on the part
of the offshore banks will make them continue operations,
where these have become very marginal. On the other hand,
becauge of the difficult market =ituation internally, tThe
Philippine domestic bankKs will probabiy be #xpected to wage
afn  ewen more concerted effort to contain these advances,
The local banks are themselues facing. & =Severe . profii
squeere, resulting from the e+rfects ot the +inancial crisis,
which among others, carry with it a bight monetary policy
and & ditficult period for domestic Ffirme. Hence, credit
will De much more scarce, and.ai a result bank operations

will be severely constrained for =some years while the

stabitization prog-am is under way.
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Offzhore Banking and Domestic Danks

The presence of affehore banks mer influence domestic
banke arnd other financial enterprizes at the institutional
lepel through business interaction and at the level of
banking technology and improvement of human resources. The
aoffetore bBanks have *o deal through direct contacts wiith
£inancial institutions (domestic Danks) by making available
gomé onshore loans for the foreign exchange reguirements of
the latt;r*; cMientele. OFf course, they may alsc do so
directly to lend doilar né;di toc domestic enterprises. The
placement of +foreign currency deposits with the foreign
currency deposit upnits (FCDU e oF the domestiic banks
creates ligquidity for tke domestic banks so long &5 these
deposits convert into peso funds that can be used to finance
the credit needs of domestic borrowers whether for peso or
fore!gn exchange. Hénce. the mechantsm of foreign CUMFERCY
SWEPS, Wwhich have o be, approved by the Eentral Bank. In
thie casge, the dollar Funds are made available {?E &
specific oDeriod wnd: they may be avalled of by the Central
Bank for PFEEFU; and cther pUFDOEE S

Since the entry of UBU 8, tne domestic_banKing syrstem
has experienced some improved organization. The law creating
foreign currency deposits led to the unique actijvities
agsociated with the FCDU'= which enable domestic banks to
create or deposit base for some ot their foreign exchange

requirements. Thnose domestic banks that undertook expansion




in this directicon alzo developed contacts with the offshore

banks to fund part of their financial reguirements. Such

direct business contacts facilltate an extension of the
horizons of domestic bankino. While in the past, it was
necessary for domestic banks to work out reciprocal arrcange=
mente with foreign banke fo undsrtake their normal trade and
dﬁEumentaP? business actively through their international
departments, the direct contact with the DBU's made that
contact much more direct. Arcangements for onshore financing
o an Snterbank basis were presumably made much more
guickly, mabinly an the thenrrm that +the preézence of
operations of foreign banks, supplementsd by the ne twork of
representative offices of foreign banks, gave greater |eewar
for supporting +inancial needs. Thus, at the lewvel of

increased resources available to domestic banks, it can be

— _—

zx{d that beénefitz have bBesn derived from the rntry o+

okt shore bn;ﬁs.

Ancther level of bernefits related to the domestic banks
i tne direct learning experience. Through the interaction
of the offshere ban¥ unites with the domestic banks, the
management <capability of the latter can be influenced
¢ftectively. Hence; thers s & more effective transfer of
wanking technology. Sometimesz this is accomplished becauvse
the Former employvees of the offshore uvnits, midway OF
through their careers, find new Jjobs in the traditional
domestic banks. In +act, it can be expected that ithe

domestic bBanks will look towards the managerial pools




already fravned in the offshore and foreign brénch banks in
order to improve their oln competitive edge. In this sense;
the Fforeign banks will provide substantral side 5:np¥it5 to
the econocmy throogh their traiping of domestic: banHers:
Through this experience, as well as the traditional exchange

of desk officers among correspondent banks; new technol ooy
and methods &Ere transterred to the loca] banks. The lTearning
process can be in all phases of bankKing, Bt =1t )
particalarly in the operations of the international
dtﬁartmepts where major fransactiions are unqertauen to fund
the wvarlous micro lending reguirements of banks. This
experience would vary, depending on the size and orientation
of the domestic bank. But certainly, since in due time, the
nation s development wiou 1 d réquire an increasing
sophistication in_ the application of the technﬂingy of
banKing, the sooner this is learned, the better from the
viewpoint of the nation.

The Philippine National Bank i= certainly the largest
Frllippine domestic bank accounting for a little less Ehan
one=fourth of the total assets of the Philippine domestic
barking s?stem--Frﬂm this viewgoint, bDecausze of the normally
Targe demands op 118 resources by ils vapicys. programs 35.;
banKing institution, it has to seesk the funding from various
stiirces. UOne of its direct benefits from the entry of 0OBU g
and 1t2 exposure to cther financial centers also as an OBU
is the acguidition of Expertjﬁﬁ in reducing the cost of

borrowings. The Key is in personnel and in the trading
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skills needed in the compefitive area of *ininﬁe. By
learning the art of the "two—way® quote, For instance, it
has besn able to reduce the margins on the cost of <funds
enormously in the trading of foreign exchange, when raising
funds For particular short—term oOpeéerations: Befars, the
single gquote system in bidding for deposit funds had led Lo
41‘hlgher cost of funcs. The second guote enables a dealer
e1 ther to accept deposits. ar to plxce It anm other
institutions. Within the bank, the cost of funds have been
cut by a8 muoch as 174 of one per cent on short—term

indebtedness, +rom 4978 to 1/8 of one per cent. To a Dbank

raising milliong of dolliars at given times, such <cost
cutting results in significant savings for imternal
operations. Untortunately, these operations have been

affected by the sudden drop Iin the countey’s cCredit
tlanding, thereby affecting 3t least tempﬂrkﬂzif FHE= =
eftectiveness 10 the internztional trading ~merckKer, beacause
of the debt restruocturing. Such e PRl ofipedecing  LThe
coests of liabhlititieds s croitical to bank survival B T
competitive setting.

A% the =ame time, Improvements in asset management
techrioues could be learned $rom foreion banke, because of
their 'onger experience in banking. Offshore banKing 1=
HowEever basically a wholeskle cperation and little ;n the
management and monitoring of individual  accounts Lan be

learned from them directly. The learning process if2 in the

AEEet management of domestic banking aperations where
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foreign banks mé} have an eguity ar, in snme-cailﬁ, LT
the» have a full branch bankipg operation. Other banks do
not: neceszarily Yesrn io rmprove: thetr gperations in ihis
CASE . But the transfer of technology -i; through the
personnel smplored, because these are the pErSONS  mMore
directly invalved in the implementation af accounte
monitoring. As these bankers grow in thelr profession, ther
may. trangfer o other banks and therefore their inftluence on
the improvement of cverall banking weuld be enbhanced.

One of the side benefits to multinational banking, be
it mff#hnre nr.branch—banﬁing‘ is through hgmia cggnunng

ﬂE:alning. Smong the larger, establ ished banks wi th

— il

international network of branches, it l= the practice to
field their personnel recruited from a hogt country and then
to make them work in their other branches abroad. Threough
this way, for instance, Eitibank-and cther foreign  Danks
have Irained many ?nung bankers in the Philippines tThroough
posting in their many international outposts. Such.training
is invaluablte not only to the bank concerned {mnich_ﬁnf
course has a seif—interest Iin promoting its personnel”s
abitities Eﬂ- " fhat they can contribute to oM any
profitabriity? but to the country of which these biﬂg
protessionsls are nationals, for it increases the PFﬁ1 ot
personire | +or national banKing. Some exchanges of
experiences and the exposure o different =settings and
cuttural practices in bankKing, plus the fact: that these

bernks are JTeaders in the technologlcal advancement in




banking, leads to the upgrading of skills and Feanurtea that
are valuable to the nation. The same trpes of sKille may not
be obtained  if A Festrictives climate for Banking
rarticipation were in operation. AE in_ the case  rof
infuﬁtriﬁipgfggggﬁgpni where the protection becomes & device
for 5thTing competition and national energies, excessive

—

protection in the field of banking could eaiy lead to
e . = .

insufficient and perhaps underdeveloped banking in a nation.

=
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Table 1

A. LIST OF APPROVED OBUs BY YEAR
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B. LIST OF APPROVED OBUs

Mame of 0BU

o American Express Intll.

2. The Bank of Houa Scotia

e BarcTave Bank Int"l. Ltd.

d. Hangue Indosuez

S, Bangue Mationzle de Faris

4. The Chase Manhattan Bank, M.A.

Yo Crocker Mational Bank

8. European Atsran Bank

?. Llords Bank Int"1. Ltd.

Manufacturers Hancver Trust Eo.

First Interstate Eank of
Ezlifornia

The Bank of California, M.f.

The Bank of Tokwo, Ltd.

International Bank of Singapore

Rainfer Mational Bank

'1&. Security Pacific Mational Bank

V¥ Ehemical Bank

Societe Geperale

9. FCirst Natignadl Bank of Chicage

Eankers Trust Company

21 . Bapk.Credit' armd Commerce

Corp.

Imisl . COversses) Lid,
22. Credit Lyonnais
23 Bank of Hiwell -—
24 . HMiddie " East Bank, Lidis =
250 First-Mational Banid of Boston
2&5. Wells Fargo Bank, M.A. -

27 . -Fhiladelphia NMationl Bank® =
28, Korea Exchnange SBanll -
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Table 2

OMSHORE TRANSACTIONS

FHILIFPINE OFFSHORE BAMNEING SYSTEM

-

197 5=1983
{In Hillion US Dallars)

GErcwth

Rate In
Total Pe#r Cent
L, rie —=
2,¥249 48,3
2,444 17 .8
3,578 3.5
oy 31 C12. 2D
P~ Ty
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Table 3

PROFITABILITY OF PHILIPPINE-BASED DBUs
(In Hillion US Dollars)
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