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Abgract

In this paper, various reections to the entry of foreign banks were obtained from a
aurvey of ten (10) locd commercid banks. While there was increased competition from
the foreign banks, there was little evidence to support that their entry has increesed the
vaiety of finendd savices has brought incrementa intermediation activities and hes
brought in new technologies and processes. This can be atributed to rdatively high
returns on equity and substantial potentia revenue losses from the local banks. To mest
the increased competition, the most preferred reection of the loca banks is through core
marketing drategies as foreign banks were seen more of a “marketing problem” rather
than a “banking problem.” This paper hopes to renforce macro economic sudies made
in the entry of foreign banks.
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Executive Summary

Under the Foreign Bank Liberdization Act of 1994, the country took its biggest
gep in liberdizing the banking and finandid sectors by dlowing wider foreign ownership
of the banking sysem. More than five years of its implementation, the benefits expected
from ther entry, such as increased variety of finenda sarvices increesed intermediation
activities, and adoption of new technologies and processes have yet to be experienced.
The percaved downess of the changes is due to the higher returns on equity received by
the foreign banks which impedes innovaion in terms of devdoping new “foregn’
technologies and processes.

Survey results of ten (10) loca banks show increased competition in terms of
sdected products and services from these foregn banks. However, exiging branching
regulations do not pose a severe threet to the locd banks. In fact, the preferred response
of locd banks was core maketing drategies, and most were directed a their (locd)
counterparts.

Reengineering, which was expected to be one of the responses made by the locd
banks, was made more as pat of good busness Srategy rather than to meet competition
from the foregn banks This paper condudes with three illudrative examples of how
some loca banks reengineered part of thair product and service networks.



Reactionsto the Entry of Foreign Banksin the Philippines:
A Critical Study of Selected L ocal Banks!

Rene B. Hapitan

l. Introduction

Ten (10) foreign banks were dlowed to edtablish branches under the Foreign
Bank Liberdization Act (Republic Act No. 7721) of 1994. It was envisoned tha the
entry of these foreign banks will creste a “dynamic banking and finanda sysem thet will
dimulate economic growth, atract foregn invetments provide a wider vaiety of
finendad sarvices to Philippine enterprises houssholds and  individuds, grengthen
linkages with globd finendad centers enhance the country’s compeitiveness in the
internationdl market and serve as a channd for the flow of funds and invesments into the
economy to promote indudridization” (Section 1, RA 7721). With this law, “the
Philippine banking and finanda sysgem is heeby liberdized to ceste a more
competitive environment and encourage greater foreign participation” (Section 1, RA
7721). 1t is the dear intention of this law to liberdize the banking and financid sectors
by alowing wider foregn ownership.

A quick review to the reactions to the entry of foreign banks in other countries
has been mixed. In the 1980s when Japanese banks obtained a Szesble presence in the
United States, locad bankers, feding the competitive pressure, expressed concern over the
increesed  foreign presence. This later prompted the United States Government to
convince the Jgpanee and other foreign countries to dlow Smilar treetment of U.S
banks in those countries (Grose and Goldberg, 1991). Perceptions that foreign bank
entry to Audrdia had been a falure, prompted a government inquiry which later leed to
the full deregulaion of foregn access into that country (Williams, 1998). Further
relaxation of bariers to foreign entry into the Mexican finandd services came with the
ratification of the North American Free Trade Agreement (NAFTA). But the Mexican
Fnance Minidry, seeking to limit the impact of US bank competition, drove a had
bargan. Even though Mexican banks operating efficdency was geedily improving, new
private sector owners of Mexico's larges commercid banks were not anxious to face
foreign competition (Maxfidd, 1997).

In the book “Banking in Ada The End of Entittement”, Casserley and Gibb
(1999) describes banking activity in Ada during the periods prior to the criss:

In the 1980s and most of the 1990s, immense fortunes were made as
commacd and invesment banks funded “the Adan mirad€’. In mos Adan

" Assistant Professor, Financial Management Department, De La Salle University-Manila.
! The author would like to acknowledge the Philippine APEC Study Center Network (PASCN) for their
support in funding the paper.



markets then, a banking or securities license gave access to easy profits. So, even
though the Asan makets outsde Jgpan were very smal when compared to those
of Ada and Europe, many internationd bankers fdt they had to be part of banking
in Ada. But the 1997-1998 criss brought those of making easy money in Asa to
an abrupt end...What the criss did was to quicken the egulatory and competitive
changes, compressng what mogt in the financd indudry thought would teke as
long as 10 yearsinto just two or three.

Citing previous dudies, an Adan Devdopment Bank sudy released last year
traced severd aguments in foreign bank participaion in domesic economies. Hrg,
domestic branches of foreign banks have ther own private lenders of last resort namdy,
the foreign head office and ds0 the monetary authorities of their home countries, this
lowering to some extent, the liquidity support of the domedtic centrd bank. Second, a
country could import competent managers from foragn banks and internaiondized
domestic banks could become more senstive to internationa regulations and standards.
Third, domedic branches of foregn banks are likdy to posses a more internationdly
diversfied asst base, thereby lowering the vulnerability of their assets to the boom-bugt
cyde Fourth, foreign bank presence may increese the amount of funding avaldble to
programs by faclitaing cepitd inflows  Ffth, foragn bank paticpation was generdly
asociaed with a lower incidence of locd banking crises during 1988-1995 for a large
number of countries (Y oshitomi and Shirai, 2000).

The same dudy dso pointed out some aguments agand foreign bank
participation. Firs, foreign bank presence is likely to decrease the dability of aggregate
domedtic bank credit, by providing additiond avenues for cgpitd flight, or by more
rapidly withdrawing from locd markets in the face of crises  Second, foreign banks pick
the mos lucrative markels or cugomeas leaving less competitive domestic financid
inditutions to serve other more risky cusomers and increasing the risk borne by domestic
finencd inditutions. Third, fordgn bank paticipaion may deteriorate financid
upavison owing to the multiple chdlenges to supervison rased by complex finenciad
inditutions, especidly in the presence of asymmetries in information between home and
host country supervisors (Y ashitomi and Shiral, 2000).

By andyzing the reactions of sdected loca banks vaudble indghts are expected
to be obtaned on whether these banks have changed their drategies as a result of the
entry of foreign banks.

Spedificdly, this sudy would:

1 I dentify generd reections to the entry of foreign banks.

2. Determine if these changes resulted in some form of reorganization or
cregtion of new depatments specificaly desgned to meet competition
from foreign banks

3. Evaduate the overdl success or falure of the changes whenever gpplicable.

To accomplish this a prdiminary survey of sdected locd banks was made to
provide the initid input. (The survey questions can be found in Appendix 4.) Subsequent



interviews of sdected bank personnd were made to vdidate the responses. Secondary
data from various sources, including previous empirica sudies were used to support the
aurvey and interview results. The sudy was further expanded to indude the experience of
three commercid banks in terms of reorganization. The reorganization cases illustraed
involved the entire bank or part of its operations.

. Review of Related Literature

Adamos (1992) acknowledged that the success of financid integration depends on
proper sequencing and speed especidly on countries with shdlow and oligopolidic
financd markets. Sow trandormaion may cause a drag in the economy and a hesy
trangtion can contribute to finendd disuptions and even financd aigs.  Countries
undertaking finandd reforms have to ded with the initid shocks squardy and decisvey
and fagt 30 thet finencid liberdization will not merely end up an economic aberraion.

A cursory review of the various atempts at financid liberdization and integration
over the lagt thirty years dearly shows that. In the seventies and dghties financid
liberdization was a by-word, a key economic policy. The process has become associated
primarily with a reduction of government intervention, deregulation of interest rates and
dimination of credit controls. Laer, in order to accderate the pace of liberdization,
severd radicd policies were introduced, the entry of foreign banks being one of them.

However, as the eghties closed, economies that experimented on severd of these
radicd policy shifts to accderate financid liberdization soon began to experience a
dowdown in growth and productivity. The later hdf of the nineties exposed the
wesknesses of these palicy shifts exposed with adverse results.

A comparison of the financid liberdization efforts of Korea, Mdaysa, Si Lanka,
Indonesia, and Thailand reveded that before foreign banks were dlowed to enter, various
interest rete controls were imposed, rdaxed, and in some cases, re-imposed (Aguirre,
Bdla Cruz, and Sdud, 1999). This dlowed some form of protection to locd banks, but
a the same time creating an environment for the entry of foreign banks.

A comprehengve review of the entry of foreign banks is provided in the World
Bank sudy of Claessens, Demirguc-Kunt, and Huizinga (1998). Usng bank leve data
uch as net interes margins, overhead, taxes pad, and profitability of foreign and
domedtic banks of 80 countries, the authors found that foreign banks achieved higher
(and conversdy, lower) profits than domestic banks in developing (developed) countries.
The dudy further suggested than an increese in the share of foreign banks leads to a
lower profitability of domedic banks. Denizer (2000) invedtigating the entry of foreign
banks in Turkey found that despite a smdler sde of operations, foreign banks increased
competition and that ther entry reduced the overhead expenses of domestic commercid
banks, which in turn increased their profits.

In the Philippines Toentino (1988) identified Philippine finandd liberdization
reforms in four (4) components, fird, the gradud abolition of legd caling on interest



rates, second, the reduction of specidization among banks, third, the further increase in
minimum capitdization; and fourth, the mover towards the dosure of allocative low
interest  rediscount windows of the Centrd Bank.  The country’s expeience in
liberdization during the early 1980s was hampered by a severe liquidity criss with the
government taking over severad banks in order to restore confidence in the banking
system.

This environment eventudly dlowed the entry of the foreign banks into the locd
banking indudry, culminating in the passsge of Republic At 7721, or “An Acd
Liberdizing the Entry and Scope of Operations of Foregn Banks in the Philippines”
Under this law, a foregn bank can enter into country via any, but only one of the
following modes by acquiring, purchasing, or owning up to 60% of the vating sock of
an exiging bank, by investing up to 60% of the voting sock of a new banking sibsdiary,
incorporated under Philippine lawvs or by edadlishing branches with full banking
authority.

The nineties reveded a further weskness in the country’s efforts to liberdize with
the onst of the Adan Fnancid Crigs amid this new liberdization law. Ddhase's (1998)
Sudy recounts the Philippine experience during this period:

After the July 1997 devaudion, interest rates jumped and liquidity meted down,
ultimatdy ocondricting interes income.  The Philippines was the fird Adan
country to redly open its doors to foreign banks, after years of isolaion. Initidly,
some Hected banks were permitted to open 100% foreign owned branches,
dthough networks were limited in Sze. Subsequently, Presdent Ramaos came out
with the surprisng offer for foreign investors to acquire up to 60% of locd banks,
with dmogt no redriction.  Foreign banks had just begun to teke advantage of the
new liberdization when the crigs erupted. started.  Thelr presence (was) bound to
have afurther negative impact on bank margins.

The currency criss and the generd dowdown of the economy (have) affected the
banks (in the Philippines) in a much smdler way then they are dfecting the
banking sysems in the other countries of the region. The cash flow generated
over the years has dlowed the banks to achieve severd objectives.  Firdly, any
need for loan loss provison has been met immediately out of recurrent profits.

This has permitted the banks to enter the criss with dmos a dean dae
Secondly, the banks have been able to improve their capitd adequacy ratios well
above internaiona guiddines, to the point that many of them are cepitdized a
more than twice the norm. Thirdly, the bdaed growth in lending, witnessed over
the last few years orly, was supported with adequate adjusments to equity funds,
something the average bank in the res of South East ASa has not be adle to
achieve.



By July 1999, nine (9) foreign banks had continued to operate in the Philippine
banking indusry under the sad law. There were initidly ten (10) which were granted
licenses, but one bank (Development Bank of Singgpore) decided to acquire a bank
dready edtablished under exising Philippine laws (Bank of Southeest Asa), making it
exiging outsde Republic Act 7721. In a pronouncement by Governor Rafad
Buenaventura last August 1999, there is no hedte in the Bangko Sentrd to fill the vacant
dot to dlow more bank mergers?

Because the presence of these banks has been rdaively new, empiricd sudies on
the entry of foreign banks into the country have been limited. Fsher (1997) in his paper
“Hnancid Liberdization to Bank Falure Sating on the Wrong Foot? rdates that
extendve reorganizetions of financid inditutions have cogt grest sums to society...that
taxpayers end up shouldering the entire burden caused by the inditutiond falures
induced by government's ploy to shift to a liberdized regime. It is from this pgper that
the focus of this dudy will be made Is the Philippines garting on the “wrong foot” in
terms of finandid liberdization through the entry of foreign banks?

[1l.  DataPresentation and Analyss
Indusgtry Overview
Tables 1la and 1b show the Philippine Commercid Banking Industry as of

December, 2000 based on informaion from the Centrd Bank and the Bankers
Association of the Philippines

TABLE 1a. PHILIPPINE COMMERCIAL BANKING INDUSTRY
LOCAL BANKING SECTOR
(as of December, 2000)

PRIVATE COMMERCIAL GOVERNMENT-OWNED

Allied Banking Corporation Al-Amanah Idamic Bank

AsaUnited Bank Deveopment Bank of the Philippines

Banco de Oro Land Bank of the Philippines

Bank of Commerce

BP -Far East Bank

ChinaBanking Corp.

ChinaTrug (Phils) Commerad Bank

Dao Heng Bank

DBS Bank Phils.

Eas-Wes Banking Corporation

Equitable- PCI Bank

2 Following President Estrada’s visit to China last May 2000, the Bank of China (BOC) was granted a
license to operate in the country. BOC will take over the dot vacated by the Development Bank of
Singapore, which gave up its foreign license when it acquired 60% of the Bank of Southeast Asia in
September 1998.
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Export and Industry Bank

Globd Bank

International Exchange Bank

Maybank Philippines

Metropolitan Bank and Trust Company

Phil. Bank of Communication

Phil. Nationa Bank

Phil. Trug Company

Phil. Veterans Bank

Prudentia Bank

Riza Commercid Banking Corporation

Security Bank and Trust Company

TA Bank of the Pnilippines

TradersRoya Bank

Union Bank of the Philippines

United Coconut Planters Bank

United Overseass Bank

TABLE 1b. PHILIPPINE COMMERCIAL BANKING INDUSTRY

(as of December, 2000)

FOREIGN BANKING SECTOR

Foreign Banks Offshore Banks Representativeand
Regional Offices
ANZ Banking Group ABN AMRO Banco Espanol de Credito
Banco Santander Phils. Inc. American Express Bank Bank of Hawail
Ltd.
Bangkok Bank Public Co., Bank of Nova Scotia Bank of New York
Ltd.
Bank of America, NT & SA | Bankers Trugt Company Banque Paribas
Bank of Tokyo, Ltd. Banque Indosuez Continental Bank, NA
Chase Manhattan Bank Banque Nationd de Paris Export-Import Bank of Japan
Citibank, NA Credit Lyonnas Mitsui Tayo Kobe Bank Ltd.
Deutsche Bank AG Hra Natl. Bank of Bogon | Morgan Guarantee Trugt of
NY

Fuji Bank, Ltd. Intl. Bank of Singgpore Philade phia Nationd Bank
Hongkong Bank (HSBC) Overseas Chinese Bank State Bank of India
Intl Coml. Bank of China PT Lippo Bank Summalnternationa Bank
ING Bank Sanchat Audrdia
Korea Exchange Bank
Standard Chartered Bank

For purposes of this sudy, these banks will be cdassfied as foreign, snce ther
licensesto operate was approved under RA 7721

1




ANZ Banking Group

Bangkok Bank

Bank of Tokyo

Chemical Bank

DBS Bank

Deutsche Bank

Fuji Bank

International Commerdia Bank of China
ING Bank

Korea Exchange Bank

ROONOOAWDNE

©

Tables 2a to 2c traces the peaformance of the banking sector in terms of totd
assets, depodits, and loan portfolio from 1995 to 2000.

TABLE 2a. PHILIPPINE COMMERCIAL BANKING INDUSTRY
MARKET SHARE SUMMARY: TOTAL ASSETS
(for theyear ending December)

Domestic Banks Foreign Banks Gover nment Banks
Amount % to Amount % to Amount % to
(P million) total (P million) total (P million) total
1995 817,134 63.7 120,472 9.4 344,362 26.9
1996 1,273,803 67.5 217,701 115 396,518 210
1997 1,647,388 63.8 433,474 16.8 500,248 194
1998 1,642,982 65.1 394,802 15.7 484,256 192
1999 1,784,962 65.0 411,053 150 548,815 20.0
2000 1,911,325 64.6 466,692 158 578,463 196
Notes: 1. Foreign banksinclude the fifteen (15) bankslisted in Table 2b.
2 Datafrom Chemica Bank isuntil 1996 only.
4 Government banksinclude A I-Amanah (Islamic) Bank, DBP, Landbank and PNB.
5. Figures may not add due to rounding.

Source: Central Bank Factbook, various years

The dhare of foreign banks in terms of totd asss to the banking indudry is
reflective of the performance of the economy from 1995 to 2000. After pesking in 1996,
a svere drop was experienced in 1997 and 1998 due to the Adan financid criss. The
drop continued in 1999 and a modest growth was seen in 2000.

Much of the growth of the assets of the foreign banks was made a the expense of
the government banks except in 1999. This was attributed to the increased activity in
Landbank and PNB. Furthermore, the share of government banks in terms of assets has

been on a steady decline since 1995.




It is interedting to note that the performance of the local banks deteriorated much
fagter than the foreign banks  This is despite the series of mergers and acquistions made
during the 1998 to 2000 period. The drop in share of assets could Ao be atributed to the
closure of severd banks, such as Urban Bank.

TABLE 2b. PHILIPPINE COMMERCIAL BANKING INDUSTRY

MARKET SHARE SUMMARY: TOTAL DEPOSITS
(for the year ending December)

Domestic Banks Foreign Banks Gover nment Banks
Amount % to Amount % to Amount % to
(P million) total (P million) total (P million) total
1995 575,094 69.3 43,311 52 211,688 255
199 834,512 733 55,874 49 247,252 217
1997 1,073,395 2.7 110,379 7.5 292,551 198
1998 1,141,577 72.0 149,611 9.4 293,175 18.6
1999 1,238,614 70.0 199,202 11.3 330,075 18.7
2000 1,124,529 66.8 260,796 155 297,315 17.7
Notes. 1. Total depositsinclude demand, savings, time, and special deposit accounts.
2 Foreign banks include the fifteen (15) bankslisted in Table 2b.
3. Datafrom Chemical Bank isuntil 1996 only.
4 Government banksinclude Al-Amanah (Isamic) Bank, DBP, Landbank and PNB.
6. Figures may not add due to rounding.

Source: Central Bank Factbook, various years

In terms of share in depodts, we e a different trend in the performance of the
foreign banks. It has grown sx times in absolute pesos and three times in market share
compared to the domedic and government banks — After dipping dightly in 1996,
deposts have risen dramaicdly, teking subdantid maket share from its indudry
competitors.

Even more dramatic is the drop in market share of the domestic banks especidly
in the year 2000. This can be attributed to the increased competition through aggressive
maketing drategies and dliances with finandd inditutions It is dso during the lagt two
years that we have seen foreign banks such as Citibank, HSBC, ING Bank, and Standard
Chartered targeting “smdler” accounts such as those from individuds and smdl busness
establishments, through their credit card network, consumer, and business loans
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TABLE 2c. PHILIPPINE COMMERCIAL BANKING INDUSTRY
MARKET SHARE SUMMARY: TOTAL LOAN PORTFOLIO

(for the year ending December)

Domestic Banks Foreign Banks Government Banks
Amount % to Amount % to Amount % to
(P million) total (P million) total (P million) total
1995 513,879 67.7 67,187 8.8 178,314 235
1996 839,782 710 114,658 9.7 228,557 19.3
1997 1,009,404 67.5 182,398 121 304,465 204
1998 980,023 68.1 170,610 119 289,040 20.0
1999 968,310 67.2 194,127 135 279,103 19.3
2000 973,000 65.9 222,041 150 281,601 191
Notes:. 1. Total loan portfolio includes interbank loans receivable, net loans, discounts, and
advances, and net customers liability.
2. Foreign banksinclude the fifteen (15) bankslisted in Table 2b.
3. Datafrom Chemica Bank isuntil 1996 only.
4, Government banks include Al-Amanah (Islamic) Bank, DBP, Landbank and PNB.

~

: Figures may not add due to rounding.
Source: Central Bank Factbook, various years

Since the behavior of deposits more or less bllow that of loans we see the same
dramdic trend in tems of loan portfolio shae  Severdy dfected by the cigs we

observe that there has been a dowdown in lending activities by the domedic and
government banks, and except for a dight decline n 1998; foreign banks seem unaffected
by the crigsin terms of loan activities.

The prdiminary data seem to suggest that foreign banks have indeed dowly taken

som% market share from the domestic and government banks, especidly on the depost
Sde.

IV.  Presentation of Survey Results

Table 3 shows the profile of the ten (10) banks that have responded to the survey
(dthough one bank declined to answer). The respondent banks comprise about 54of tota
asets, 65% of tota depodts, and 62% of tota capitd of the banking indudry as of
December 2000.

% Note that Tables 2a and 2c include other foreign banks which were operational before the implementation
of RA 7721.
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TABLE 3
PROFILE OF RESPONDENT BANKS

TYPE OF BANK NUMBER % TOTOTAL BANKING
INDUSTRY
AS OF JUNE 2000
ASSETS | DEPOSIT CAPTAL
S
Universd/Commerad 6 404 49.7 49.8
Government Specidized 2 13.6 151 119
Savingg Thnft 2 na na na

TOTAL 10 54.0 64.8 61.7

Note: 45 banks comprise the banking industry sample that excludes the savings/thrift banks.
Preliminary datais sourced from the Central Bank

TABLE 4
DESCRIPTION OF THE OVERALL COMPETITIVE ENVIRONMENT
BEFORE THE ENTRY OF FOREIGN AFTER THE ENTRY OF FOREIGN
BANKS BANKS
Response No. of %to Response No. of %to
regponses | totd Responses | totd
Highly competitive 1 11.1 | Highly competitive 4 444
Very competitive 4 44.4 | Vey compditive 3 33.3
Competitive 3 33.3 | Competitive 1 111
Little competitive 0 0.0 | Little competitive 0 0.0
effect effect
No competitive 1 11.1 | No compstitive 1 111
effect effect
Totd 9 100.0 Tota 9 100.0

In response to the fird question regarding the desiption of the overdl
competitive environment, thee has been a dgnificat change from the “very
compdtitive’ and “competitive’ environment to the “highly competitive’ and “very
competitive’ environment (Table 4). Although one (1) bank sad thet the entry of foreign
banks did not have a competitive impact on its operations, the responses recognize that
the entry of the foreign banks had a mgor impact in terms of competition among the locd
banks.

In terms of area of operations (Table 5) and products (Table 6) where competition
was mog dgnificant, and where there have been percaived reductions in market share
and revenues, mog of the banks answered wholesde banking. This is expected because
foreign banksinitidly catered to the larger and (presumably) higher margin accounts.

15




TABLES

AREA OF OPERATIONSWHERE COMPETITION WASMOST SGNIFICANT

AREA OF OPERATIONS

No. of responses

Wholesdle Banking

Retal Banking

Development Banking
No competitive impact

N« TSN

Others

Foreign currency transactions

Depost-taking (high end market)

Corporate banking (triple A borrowers)
Treasury products

e

Note: Multiple answers possible

TABLE 6

PRODUCTSOR SERVICESWHICH HAVE BEEN S GNIFICANTLY
AFFECTED (IN TERM S OF REDUCTION OF MARKET SHARE OR

REVENUES)
Gengrd Classfication No. of responses

Retal 3
Wholede 8
Deveopment 0
Others

Lending to MNCs and top 100 domedtic firms 1

Depost-taking (high end market) 1

Corporate banking (triple A borrowers) 1

Treasury products 1

Note:  Multiple answers possible. Based on the eight (8) banks which experienced a significant
competitive impact from the entry of foreign banks.
In terms of specific products or services, the reponses are seenin Teble 7:
TABLE 7
SPECIFI C PRODUCTSOR SERVICESWHICH HAVE BEEN
SIGNIFICANTLY AFFECTED
(IN TERMS OF REDUCTION OF MARKET SHARE OF REVENUEYS)
Specific Product/Service Highly Vey Sgnifican Farly Not
Sonifican | Sonifican t Sonifican | Sgnifica
t t t nt
Lending/loans 2 2 4 1 1
Deposits 1 1 6 1 1
Foreign exchange 4 1 2 2 1
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Trug sarvices 1 0 3 3 3
Invesment banking 3 2 2 1 2
Money market 2 0 5 1 2
placements

Invesment in fixed 0 0 2 6 2
asets

Others

1. Lending/loans Mgority of the responses was on the “sgnificant” impact,
dthough there were some notable responses on the “highly dgnificat” and “very
sgnificant column.

2. Depogts There was unanimity of the responses as mgority sad that there
wasa"“dgnificant” impact on the entry of foreign banks.

3. Foreign exchange transactions. Mgority of the banks sad that the entry of
foreign banks had a“highly sgnificant” and “very sgnificant” impect.

4. Trug sarvices Mgority of the responses was on the “fairly sgnificant” to
“not ggnificant” column.

5. Invesment banking: Responses were modly on the “very dgnificant” to
“highly sgnificant” impact column.

6. Money maket placements Mogt of the responses were on the
“gonificat” leve.

7. Investment in fixed assets Mgority of the regponses wes on the “farly
ggnificant” to “not dgnificant” column.

By assigning veaues to the regponsss and ranking them accordingly, foreign
exchange would rank fird in teems of dgnificance, followed by lending/loans invesment
banking, and depodgts. Rounding up to the lower levds of dgnificance ae money
market placements, trust services, and investment in fixed assets.

Because foreign banks initidly catered to ther own nationds, it was expected thet
foreign exchange transactions would rank very high. Lendingloans and invesment
banking would dso rank high as locd banks were sgnificantly affected in the wholesde
banking business, which could partly account for the findingsin Table 2b.

On the other hand, investment in fixed assats would be o the low Sde because of
the limited number of branches dlowed under RA. 7721. Trus savices were do

expected to be low because none of the foreign banks under RA. 7721 have been granted
licenses to undertake these operations and that there are certain requirements needed in
order for these licenses to be granted.
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Among the other (quditetive) factors, loca banks that have been affected by the
entry of foreign banks were mogt affected by fund sourcing (which indudes deposits) and
in the hiring of employees (Table 8). Three (3) of the locd banks interviewed admitted
that during the firsd few months of operations of these foreign banks, this represented a
temporary problem in terms of hiring and retaining productive employees

This problem is addressed in Cdderon, Villanueva and Tullao's (2000) sudy
when they noted that “there are human resource implications of the continuous
consolidationsmergers and reenginearing ventures of finance inditutions on the supply
of bankers due to retrenchment.  On the other hend, in view of liberdization, the country
may experience a shortage of highly qudified professonds to work localy because they
now have opportunities to be hired abroad. With the entry of foreign banks a dud
internd labor market can dso emege with differences in compensation between foreign
and locd professonds’. The sudy proceeds with the various supply-Sde dterndives to

the labor issue.

TABLE 8
OTHER SIGNIFICANT FACTORSAFFECTED
Other Sgnificant Factors No. of responses

Branch network 2
Fund sourcing 7
Obtaning new dients 3
Hiring of employess 7
Changes in information technology/computerization 4
Increase in capitd 3
Others

Retaning exiging dients 1

Note: Multiple answers possible, one bank did not answer

Owing to the highly secretive nature of the indugtry, only six banks responded to
the quegtion on potentiad business revenues logt (Table 9). For those who responded
nonetheless, the reaults are surprisng.  Close to a hdf a hillion pesos may have been
potentialy lost by these locd banks to their foragn counterparts, a direct result of the
competition on the wholesdle banking activities  Followup interviews from those banks
which have experienced potentid revenue losses of over P 100-million have admitted that
the logt revenues have forced them to look into other market niches in order to offset the
losses. What seems to be more surprisng, however, is tha the banks interviewed
downplayed these losses and sad tha more competition wes fdt from the other loca
banks rather than these foreign banks.

18




TABLE 9
POTENTIAL BUSINESSREVENUESLOST (CURRENT YEAR)

Busness Revenue Lot No. of responses
Bdow P 1.0 million 0
P 1.0 million to below P 25.0 million 2
P 25.0 million to bdlow P 50.0 million 1
P 50.0 million to bdlow P 100.0 million 1
Above P 100.0 million 3

Note: three banks did not answer

In order to meet the competition from the entry of foreign banks, locad banks have
resorted to a variety of drategies (Table 10). In terms of “strong” responses, we can
further re-classfy the drategies asfollows

1 Strategiesimmediatey being implemented (3 responses each):
21  Moveto other marketsmarket niches
2.2  Review pricing to meet competition
2.3  Reenginee dl or some processes

2. Strategies dready being addressed:
2.1  Investinnew technology (8 responses)
2.2  Increase advertisng and promation activities (7 responses)
2.3 Introduce new products (6 responses)

3. Strategies that are not needed:

3.1 Megeacquire rurd banks, foreign banks and other financd
companies (8 responses each)

3.2  Mergeacquire savinggthrift banks (6 responses)

3.3 Hire consultants (6 responses)

34  Mergelacquire other commercid banks (5 responses)

3.5 IS0 cetification (5 responses)

4. Strategies dready done (1 response each)
41  Reeaxgneer dl or some processes
4.2  Review manpower policies
4.3  Form drategic dliances with foreign banks
44  Caiitd infusons from present shaeholders, from outsders or a
combination

The core marketing drategies such as moving to other marketsmarket niches,
review pricing, introduction of new products and increese in advertisng and promotion
activities are often a prefered choice in an environment of increesng competition.
Interviews have confirmed that mgority of the locd banks view the entry of foreign
banks as a marketing chdlenge and are therefore preparing for such.  This could explain
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why re-enginesring was ranked high. Banks view ther marketing drategies as pat of an
on-going re-engineering effort, but only in terms of the core drategies mentiored above.
None of the banks interviewed mentioned re-engineering the entire organizetion, only a
portion of their marketing department (or its equivdent) as a response to the entry of
foragn banks. Thus, one dgnificat finding of this dudy is that the entry of foregn
banks did not move the local banks to re-engineer thair entire organization.

Invegting in new technology appears to be the more preferred response of the
locd banks Redizing tha the potentid trander of technology of the foregn banks
(which are presumed to be superior) to their domedtic branches could have a sgnificant
impact on the indudry, locd banks are looking a invesments in new technology as the
new frontier, providing a leest a levd playing fidd. Jumping on the e-commerce
bandwagon is now common among locd banks and they ae looking beyond the
additiond investment in the number of automeated tdler machines as aresponse.

TABLE 10
STEPSBEING DONE TO MEET COMPETITION AND TIME FRAME

Immediatd | Already Not Done
y being Needed
addressed
Changeinmisson/vison 2 4 2
Invest in new technology 8
Move to other marketsmarket niches 3 2 3
Introduce new products 2 6
Review pricing to match competition 3 4 1
Hire consultants 2 6
Increase bank network 4 4
Re-engineer dl or some processes 3 3 1 1
Review manpower palicies 1 5 1 1
“Arate’ from other banks 5 3
SO certification 3 5
Form drategic dliances
1. With other locd banks 1 4
2. With foreign banks 2 3 2 1
Increase advertigng and promotion 1
activities
Caoitd infuson
1. From present shareholders 2 3 2 1
2. From outsders 2 1 4 1
3. Combination 2 1 4 1




Mergelacquire
Other commercid banks 2

Savinggthrift banks 2
Rurd banks

Foreign banks
Other financid companies

'_\
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Primarily due to time and cost consderations, mergers and acquidtions were
generdly least preferred. Since mogt of the banks that have responded to the survey have
complied with the Centrd Bank requirements on capitdization, there was no need to
merge or acquire in theimmediate future.

Also lesst preferred were the “codly” dternatives such as ISO cetification and
the hiring of consultants. One bank was even skeptica about the bendfits of an 1SO
cetification and refered to a cetan bank tha was 1SO catified but eventudly
experienced troubles in its operations.

There was only one bank that responded as not having sgnificant impact from the
entry of foreign banks primarily because this bank fet that their products and services
caer to a different market niche (Table 11). In preparation for the eventud competition,
the sad bank would introduce new products, increase its network, and form drategic
dliances with foregn banks (Teble 12). On going were possble invesments in new
technology, review of pricng, re-enginering, and increesng its advertisng and
promotion activities.

TABLE 11
NATURE OF “NO COMPETITIVE IMPACT”
Nature of “no competitive impact” No. of response
Products and services cater to adifferent market niche 1

Products and services are complementary

Only some products are competitive and does not represent a
ggnificant impact on the bank’ s revenues

Loca banks present amore sgnificant competition thet the
Foreign banks 1

TABLE 12
STEPSBEING DONE TO PREPARE FOR COMPETITION AND TIME FRAME

Immediatd Within After On-
y oneyear | oneyear | going
Changein missonvison 1
Invest in new technology 1
Introduce new products 1
Review pricing to match competition 1
Increase bank network 1
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Re-engineer dAl or some processes 1

Form drategic dliances
1. With other locd banks 1
2. With foreign banks

Increase advertiang and promotion 1
activities

Note: Unanswered items were del eted.

Wha would change the sad bank in its pogtion would be an increese in the
number of foregn banks and its branches, and an increase in the top-tier banks, whether
locd or foreign (Table 13).

TABLE 13
WHAT WOULD CHANGE THE BANK'SPOSTION ON THE PRESENT
“NO COMPETITIVE IMPACT” PERCEPTION

Response No. of response

Increase In the number of foreign banks

Increase in the number of branches the foreign banks will be

dlowed
to establish

Increase in the number of foreign banks and the number of
branches 1

for each foreign bank

Increase In cgpitdization requirements

Others

Increase in the number of top-tier banks 1

Ovedl, the locd banks were of the opinion that the entry of foreign banks was
able to liberdize both the economy and the banking sector (Table 14). They dso fdt that
the entry of foreign banks would be more desirable if there was an increase in the number
of banks the number of branches per bank, and tha some form of redprocity
arangement could be made with ther countries of origin. The locd banks would support
legidation that would increese the compeitive environment of the foregn banks,
dthough one bank interviewed sad that any legidation would only increase control on
the banking environment. Findly, in teems of merger, no consgent or daminant locd
bank response was observed.




TABLE 14

GENERAL ASSESSMENT OF FOREIGN BANKSAND
FINANCIAL LIBERALIZATION

Were Ten Foreign Banks Satisfactory in Liberalizing the Banking Sector ?

Response No. of responses | %to
totd
Yes. 6 66.7
No. Morethan isrequired, but there should be alimit. 2 222
No. There should be no limit to the number of foreign 1 111
banks.
Totd 9 100.0
Were Ten Foreign Banks Satisfactory in Liberalizingthe Economy In General?
Response No. of responses %to
total
Yes 6 66.7
No 3 333
Totd 9 100.0
What Changes Would Make the Entry of Foreign Banks M ore Desirable?
Response No. of responses
Increase the number of banks 2
Decrease the number of banks 2
Increase the number of branches per bank 3
Increase the capitdization requirements 2
Allow the entry of locd banksin the country of origin of
These foreign banks (complementary/reciprocity arrangement) 3
Others 0

Note: multiple answers allowed.

Would You Favor Legidation That Will Further
Increase the Competitive Environment of Foreign Banks?

Response No. of responses %to
totd
Yes 6 66.7
No 3 333
Totd 9 100.0
Would You Favor a Merger with a Foreign Bank?
Response No. of responses %to
totd
Yes 2 222
Yes but not a thistime. 3 333
No 3 33.3
Depends on the Srategy. 1 111
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Summary of Survey Results

V.

What can be determined from the survey are the following:

1

Prior to the entry of foreign banks, the environment was conddered to be
“compdtitive to very competitive’. With the entry of the foreign banks it
was obsarved that the environment became “ very to highly competitive’.
Compstition was on the wholesde banking operdions, paticulally on
fordgn exchange transctions, lendinglloans, and  invesment  banking.
Leadt affected were invesmentsin fixed assats, and trust services

Other (quditative) effects of the entry of foregn banks were on the
sourcing of funds and the hiring of employees

The potentid revenue losses from the entry of foregn banks were
estimated to P 500 million.

Preferred responses of the locd banks to meet competition include mostly
marketing drategies  Re-engineering was made on some bank processes
only and not on the entire organization.

Locd banks generdly agreed that the entry of foreign banks were
sidectory in liberdizing the economy and the banking sector.  However,
there was a mixed reaction as to whether the loca banks would favor a
merger with aforeign bank.

Analysis of Results
The mog ggnificant findingsin the survey pertain to the fallowing:

1. There is an acknowledged increase in the compeitive environment,
paticulaly in the wholesde banking Sde. Data from the Central Bank gppear to support
thisfinding:

TABLE 15
SUMMARY OF TOTAL LOANSAND DEPOSITSOF
SELECTED FOREIGN BANKS
(December 1995 to December 1999)
TOTAL LOAN PORTFOLIO TOTAL DEPOSITS
(Pmillion) (Pmillion)
BANK
Dec Dec 1999 % Dec Dec 1999 %
1995 growth | 1995 growth
ANZ Bank 583 2910 399.1 162 2,534 | 1,464.
2
Bank of Tokyo 4,051 10,496| 159.1 2,055 10,985 | 434.6
Bangkok Bank 976 1,302 334 155 543| 250.3
Chemicd Bank 182 na na na na na
DBS Bank na 9,104 na na 4,525 n.a
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Deutsche Bank 1,302 10,750| 725.6 295 9,783 | 3,216.
2
Fuji Bank 977 6,403| 555.3 415 2400| 4783
ING Bank 170 10,152 | 5,871. 21 5910 | 28,042
8
Int. Coml. Bank of 239 5305 2,119. 142 1,645( 1,058.
China 7 4
Korea Exchange Bank 3,690 1977 -464 493 1539 2122
Totd (foreign banks) 12,170 58,336 379.3 3,740 39,685 961.1
Totd (indudry) 759,380 1,441,552 89.8| 830,073| 1,767,89| 1129
4 2
Foregn banksto total
industry 1.6% 4.0% 0.4% 2.2%
Notes. 1. Total loans portfolio include interbank receivables, net loans and discounts, and
customers liabilities.
2. Total deposits includes demand, savings, time, andspecial/other deposits.
3. Figures may not add up due to rounding.
4, No other figures were made available for Chemical Bank except for 1995 |oans.
5. Y early financia figuresfrom DBS were made available for 1996.

Source: Central Bank Factbook, 1995 & 1999

In Table 2b and 2c, we saw how foreign banks have obtained a szesble market
share from the other domegtic banks and the government banks. Even if we isolate the
ten (10) banks under RA 7721, we can ill the same subgtantia growth.  Thus, while t
can be agued tha the growth can be dtributed to the increesed activities of the
established foreign banks such as Citibank, HSBC, and Standard Chartered, the other
foreign banks are not far behind. Thisis seen further in Table 15.

Table 15 shows tad loans and tota depodts of sdected foreign banks have
grown by dmog four times and by dmog ten times respectively, over the lagt five years
While accounting for a samdl portion of the industry as of December 1999, the growth
figures ae quite subdantid.  This supports our survey findings of the increased
competitive environment, especidly with the foreign banks growing much fagter than the
indudtry.

Individud foreign bank peformance aso highlights increesed competition with
ING, DBS, ANZ, and Deutsche Bank taking the lead. These banks have posted very high
percentage growths and indicating a rather aggressve drategy in tems of loans and
depodits. Only one bank registered a negative growth in its deposit base.

The growth in deposts is indicaive of the drategy that these foreign banks have
initidly undertaken, that is to concentraie on wholesdle depodts (which are normaly
highly competitive, but very volaile and senstive to cost) as opposed to retal. This is
quite expected as the entry bariers to retall banking can be very high for a foreign bank
as opposed to its locad counterparts. And since mogt of the dients of the foreign banks
arether own naionds, it is expected that they will be the first source of new business.
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However, as competencies and economies of scae develop, these banks move
into the other markets, induding domedtic dients  This could create a “crowding-out” in
the wholesde banking sde, something that could force the locd banks to move to the
more lucrdive, but a the same, codlier (due to the number of accounts) middle market or
even retal banking.

We would not discount, however, that as a preventive srategy locd banks would
maich the competition on the wholesde dde (another finding tha is supported in the
aurvey).  In doing S0, the foreign banks espedidly with the relaxed branching rules
under the New Banking Act of 2000, will “legp-frog” and move to the middle market or
to retal banking. We have seen this when HSBC acquired PO Savings Bank form
Equitable-PCl las November 2000. However, some bank managers interviewed do not
see this hgppening for the edablished foreign banks. Nonethdess, this will open the
posshility of the loca banks to be more aggressve in their Srategies to reech out to the
midde maket or to retal banking, something that we ae beginning to see in the
universd/commercid banks. A favorite drategy seems to be mdl advertisements and
“appliance sdes’ for credit card companies &filiated with thelocd banks.

Casserley and Gibb (1999) support this when they mentioned that “locas will be
naurdly advantaged in the middle-maket and smdl busness segments and through
regiond dliances can build atractive trade finance budness Big multingtiond banks
will have a naturd advantage in the large corporate segments, where their Szable lending
limits, sophigticated products, and highly skilled staff will win most of the business”

The inteplay of drategies will only result in a more vibrant banking system,
wherein more markets could be reached in afagter pace.

In terms of loans, foreign banks have kept pace with the industry with ING, DBS,
and Bank of Tokyo accounting for the bulk. A Centrd Bank report rdessed in the
midde of this year dislosed tha outdanding loan exposures of foregn banks
concentrated in three (3) sectors, financid inditutions and busness services (32.5%),
manufacturing (26%), and community, socid, and persond sarvices (15.2%) (Gatdula,
Phil. Star, June 19, 2000). This indicates that the foreign banks are gill concentrated on
the wholesale banking sector.

2. The loss in potentid revenues (at least for the banks surveyed) ae
subdantid.  Admittedly, margins could suffer whenever there is a trander of wholede
banking activity from the locd to the foreign banks In order to see how foreign banks
have benefited from ther operations in the country over the past five years return on
equity figures are shown in Table 16:
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TABLE 16
RETURN ON EQUITY OF SELECTED FOREIGN BANKS

(asof December 2000)

BANK RETURN ON
EQUITY
ANZ Bank 22.1%
Bank of Tokyo 10.0%
Fuji Bank 5.6%
DBS Bank 4.8%
ING Bank 2.9%
Korea Exchange Bank 2.0%
Internationd Commercid Bank of China - 5.8%
Bangkok Bank - 10.0%

Note

Source : Centrd Bank

. Nodataavailable for Deutsche and Chemical Banks

By increasng ther activity, especidly on the depost and loan dde, the foregn

banks have maintained a satisfactory return on eguity.

In fact, with the exception of the

bottom two banks, the foreign banks are in the top 30 of banks ranked in terms of return

on equity.

This is possble because of two factors foreign bank activity (through loans and
deposts trandated to magins and eventudly profits has increesed while capitd
infusons have been limited. With the exception of two, mog of the foreégn banks have
kept their cgpitd growth & aminimum two times. A review is presented in Teble 17.

TABLE 17
TOTAL CAPITAL ACCOUNTSOF SELECTED FOREIGN BANKS

(December 1995 to December 1999)

Bank December 1995 December %
(Pmillion) 1999 growth
(Pmillion)
DBS Bank 203 2,804 926.6
ING Bank 250 1,144 357.6
Bank of Tokyo 200 720 260.0
Fui Bank 201 602 199.5
Deutsche Bank 210 625 197.6
Internationd  Commercd Bank of 205 293 429
China
Bangkok Bank 255 265 3.9
Korea Exchange Bank 283 257 -9.2
ANZ Bank. n.a 250 na

Source: Centrd Bank Factbook, 1995 & 1999
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Snce foragn banks are not induded in the cgpitdization reguirements imposed
by the Centrd Bank on their loca counterparts, they can enjoy raively high returns.

Ancther factor contributing to this peformance is the rddivdy low non

performing loans (NPL). Because mogt their loans they have extended are current, this
did not sveardy dfect ther profitability. Table 18 enumeraes the non-peforming loan
ratios of sdected foreign banks

TABLE 18

NON-PERFORMING LOANS OF SELECTED FOREIGN BANKSvs. INDUSTRY
(asof December 2000)

Bank Non-peforming Non-peforming
loans loansto Totd Loan
(P-million) Portfaio
(%0)

Bangkok Bank 418 214
DBS Bank 1,732 15.7
Deutsche Bank 1,016 15.0
Inl. Commerdd Bank of 1,145 110
China
Korea Exchange Bank 150 75
ANZ Banking Group, Ltd. 173 5.2
ING Bank 396 3.8
Fuji Bank 63 1.00
Bank of Tokyo 34 0.29

Totd foreign banks 5,127

Totd Indugry 245,800 151

% to Indudry 2.0

Source: Centra Bank

3. Because foreign banks enjoy rdaively high returns on ther equity, there
is little evidence to support that their entry has increased the variety of finandd services,
brought incrementa _intermediaion _adtivities_and the adoption_of new technologies and
processes. Survey reaults reved contredictory findings on the meatter.  While the local
banks have acknowledged tha the foregn banks have liberdized the economy and the
banking sector, and that part of the main draegy to address their entry is to invest in new
technologies. But interviews show that there has been little innovation in terms of
developing new “foreign” technologies and processes.  Far example, mogt of the product
devdopments (either in terms of new products and sarvices) being made in market are
indigenous and is mogtly made to compete with the locd banks

As foreign banks go to the “traditiond” products and services that are locdly
avalable, domedtic banks have taken the lead in terms of e-commerce. One domestic
bank even clamed to the first ebank (hence its name) in the country. It was only when
this loca bank capitalized on this dam that the other banks followed. However, none of
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the foreign banks mentioned, except for DBS and ING, have been “vishle’. We trace
thisto the fact that the foreign banks have high returns on their equity.

A gmilar finding can be found in de Young and Hasan's sudy on de novo US
banks between 1980 and 1994. Profit efficiency improves rgpidly a the typica de novo
bank during the firs three years of operations, but on the average takes about nine years
to reach edtablished bank levels. Excess branch cgpacity, reliance of large deposits and
dfiligion with a multibank holding company are assodiated with low profit eficdency a
de novo banks. (de Y oung and Hasan, 1998).

Fndly, as ealier mentioned Yoshitomi and Shira (2000) pointed to foreign
banks picking on the mog lucrative domegtic markets or customers, this increesng the

risk borne by domedtic indtitutions as they take on more risky customers as one argument
agang the participation of foreign banks

4, The mogt preferred reaction of the locd banks is through core marketing
drategies, because foreign banks are perceived to be a “marketing problem” rather than a
“banking problem”. It comes as no surprise tha reaction of the loca banks is to meet the
entry of foreign banks with marketing Srategies.  Because of the limited branch network
that is essentid in obtaning more markets locd banks do not perceve the entry of
foreign banks as a threet to their operations for now.

Under exising provisons in RA. 7721, foreign banks that were granted licenses
will have to put not more than sx branches. Of these Sx branches, the Bangko Sentra
has to identify the location of three, and other three should be drategicaly located.
However, this could change with the Generd Banking Act of 2000 that could dlow up to
100% d an exiging locd bank. As of the fird quarter of 2001, HSBC has announced an
aggressve branching drategy by acquiring PCl Savings Banks from Equitable-PCl.

As compdition increese, the move toward midde markets or retall banking will
necesstate invesments in advertisng and promotions As mentioned ealier, mdl
advertisements among locd ae quite common, with Citibank, HSBC, and Standard
Chartered initiasting smilar programs to that of ther counterpats Boot and Thakor
(2000) sees a mixed trend in terms of competition and how banks will develop ther loan
portfolios.  According to them, as interbank competition increases banks will make more
relaionship loans, but esch has lower vaue added for borrowers  Cepitd markets
competition reduces rdationship lending (and bank lending shrinks) but each rdationship
loan has grester added vaue for borrowers. In both cases, wdfare increases for
borrowers but not necessaxily for dl.

5. Re-enginegring was_undertaken for _its own sske, not because of the entry
of foreign banks. Probably the mogt surprisng result of the survey was that the banks
made re-enginering as a Hf-improvement gdrategy rather than an entry barier for the
foregn banks. This can be seen from the different gpproaches ad objectives made by
the sample banks. Appendices A, B, and C shows an illudration of how three banks have




used re-enginering to this end. We have decided to incdude this as a separate section
from this paper.

V. Conclusion

As the operations of foreign banks increese in scope and reech in the coming
yeas, it is seen that the locd banks will eventudly move to the midde-market and retall
dde of the banking business, while mantaning presence in the wholedle sde  The
resllt will be a more liberdized banking sector, where the public could see improved
products and sarvices thus achieving one of the mgor gods of dlowing the entry of
foreign banks. With branching rules dowly being relaxed, we could see more and more
domestic branches of these foreign banksin the near future.

VIl.  Policy Recommendations

While the gpproach made in this Sudy is micro in nature, there are three policy
implications that can be made thet are supported in the results.

1 Accderaing the liberdization process can be dtaned by incressng the
number of branches allowed for each foreign bank.

2. Reciprocity and complementary arangements, whereby locd banks can
be dlowed entry in the country of origin of the foreign banks.  Incentives
can be set- up to encourage such an arrangement.

3. Increesing capitdization requirements for foreign banks will  encourage
mergersthat can further boogt the liberaization process.

While the Generd Banking Act of 2001 has addressed some of these, it would be
interesting to develop further ressarch thet will determine the changes in the reections of
the loca banks following this new Law.
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APPENDIX A

Bank A’s Strategic Reengineering Project’

In ealy 1995, Bank A darted its reenginesring effort with a presentation to its
Board of Directors The presentation was made by an outsde consultancy firm &fter a
preliminary assessment of the bank’s peformance for the past severd years. Based on
the conaultant’s findings, there was a need for urgent action to incresse its revenues by
severd hillion pesos if it wanted to be a par with the top five banks by year 2000. The
consultant illustrated thet if he Bank chooses to remain with its core activities, it would
not be able to achieve its long-term god due to increesng competition from the top five
banks at that time. Thus, if it wanted to catich Metrobank (which was no. 1 a that time), it
would have to increase its earnings by at leest P 9.5 hillion by year 2000, or about a
growth rate of 2535% yearly. On the other if it wanted to catch BPI (which was no. 3),
it would have to grow by 10-20% yearly.

The consultant noted that the eamnings gap can be eadly addressed with
reenginearing and automation, but more importantly, the Bank must move away from its
current gpproach of driving product volumes to an goproach that increaeses vaue. By
ssgmenting and andlyzing the Bank’'s 35000 cugtomes the consultant presented the
falowing darming figures

Cugtomer Class % of Revenues % of Profits
Top 10% (A customers) 7% 9%
Next 30% (B custoers) 17% - 20%
Next 30% (C customers) % - 40%
Last 30% (D customers) lessthan 1% - 107%

By increesng or driving cusomer vaue, this goproach meant the maximization of
the customer base and the eventudly the Bank's vdue. Spedficdly, there should be
reduction of cog in serving the C and the D customers.  This action aone would trandate
to an increee of dmos P 400 million a year. Adgde from this, there should be a
redeployment of resources for acquiring C and D cusomers to acquiring and retaining A
and B cugomes  This move would result in aout P 10 hillion incremental value for the
Bank. Didinct drategies would have to be adopted for different cusomers to enhance
their value to the Bank.

The table that followsiilludrates these va ue propogtions:

! Materials for this report was made from various documents that were made available for purposes of
presentation only and should not be quoted without the expressed permission of the proponent and the
Bank. Many of the details have been disguised as agreed with the Bank representative. No inference is
made or should be made on the efficiency or inefficiency of the Bank’s administration based on this report.



Market/ A B CandD
Customer Elites Watt Specid | Time-impoverished Mass market
Description | Trestment
“What along queue!” “What along queue!” “What along queue!”
“Why isthesarviceso | “Why isthe sarvice 0 “I can't get aloan
Today bad?”’ bad?’ elsawhere. Too bad
“I'mgoing tofollow “I need to look for thisisthe only bank
up another bank.” that will take me”
on those mailings
and promotions.”
“Gredt. | havea “ServiceIs SO much “Tdler transactions are
specid fagter and customer - much faster, so even
priority gueue. No friendly now.” though they dosed
waiting with the “I'll gat my loan from down my closest
others.” Bank A, sncethey branch, | am not
“Thisloan fitsmy approach mefirgt inconvenienced.”
expected dary and are so perdgtent | “The minimum baance
growth best.” but friendly.” for the regular
“That’'sagreat referra | “1 notice the priority passbook istoo
Needed programthey have. customers get high, sotheteller
And | get rewards diginctively better introduced me to the
too!” savice. | should ATM, andthe ATM
“Fndly, abank who's consolidate my accounts require a
good enough across accounts here.” much lower
multiple products minimum balance”
that it sworthwhile “1 can get aloan when
formeto no other bank would
consolidate my srveme. Even
financeswith one though it sa bit
bank.” expendve, it's
admirable public
svice”
Imperatives | Retan these cusomers | Tum them into | Redeploy resources for
and keep them profitable. acquiring these
satisfied. A customersviacross customers
Encourage referrds, sdes, consolidation dsawhere.
Tallor productsto Rdigioudy reduce
target ssgments. cog-to-serve.
Tallor products when
Pricng.
Note:  Underscoring made from Bank documents

Source: Bank documents

In addition to identifying individud maket ssgments the draegy cdls for
targeting smdl budness (agriculturd, wholesde and real, manufacturing, congtruction,



and mass market), the middle market, and the top 1,000 corporations. It was noted that
the Bank only has presence in the individud market and smdl busness ssgments. The
combined drategic revamp through the identification, penetration, cross-sdling, share-of-
wdlet, and depost retention is esimae to bring in annud revenue of dose to P 20
billion.

A large pat of the implementation of the draegy is the redesgn of the Bank's
processes. Six priority processes have been identified for redesign:

Corporate Loan Sadles

Corporate Loan Service

Home Loan Sdes

Cugtomer Loan Sarvices

Current/Passhook Sales

Current Account/Savings Account (CASA) Sdes
6.1 CASA Savices

6.2  Inwad Clearing

6.3  Withdrawing

6.4  Depogting

With the redesgn, the role of the branches will be fundamentaly transformed,
from being “mini-banks’ to become sdes and sarvice outlets.  Under this sat-up, the sdles
activities of the branch gaff, will increase from the current 10% to 40%, and the sarvice
activities from 25% to 30%, wheress the processng time will be reduced from 45% to
15%, and the adminidration activities from 30% to 15%. This further assumes that 60%
of adminigration time is reduced by diminaing excessive report generdion and reading,
70% of processng time is shifted to regiond centers for economies of scde and kill
building, and the gaff for reduced adminidration and shifted processng will be replaced
by sdes daff. Overdl, this trandaes to reduction of about 30-35% of projected
headcount by year 2000.

SukrwhE

Saff that will be redeployed will be carefully screened and retrained.  The Bank
has an excdlent training facility a present and this can be done within a reasonable time
frame. Anexample of the skillsretraining is presented below:

Vdue OFFICERS RANK-AND-HLE
Drivers

Cudomer Management Front-line Back-office
Sdes Sdesdosure Coaching Ability to follow

Referrd Motivation script

cultivation Customer sarvice

Product

knowledge

Sysems

knowledge

Retention | Interpersond Retention SOPstoreferto | SOPsto refer to




ills Economics retention unit retention unit
Stuation Sydems
resolution knowledge
Cost-to- | Abllity to Processng Processang
srve prioritize Sydems
descdls knowledge
Sysems
knowledge
Note: Severa Bank specific training needs were excluded

Source: Bank documents

The conaultant noted that while the reengineering and systems redesgn can
supply the needed revenue incresse, it will not assure in the leadership of the banking
industry by year 2000. A merger may be required to bridge the remaining earnings gap.

Based on the presentation, a blueprint for the reengineering and systems redesign
was drafted. Code-named FutureBank, the Strategic Reengineering Project provided the

following sdiert points

Ovedl
Objective: Multiply Bank A’svadue within five (5) years
Module 1:
Objectivee  Revamp of current drategy of focusng on product volumes by
focuang on vaue
Why: Need to stand out above competition
Specific
Objectives. 1. Edimate differences in customer vaue by ssgment
How: Cdculaelife-timevaue of each ssgments
Adjugt vaue for potentia growth of segments
Adjust for Bank A’s competitiveness
2. Tailor gpproach by customer segment
How: Lowe cost and cross- sl for mass market
customers
Strengthen retention and acquire targeted customers
3. Edimete overdl increesein value
How: Edimae vdue increese from talored gpproaches
for eech ssgment
Edimate vaue increase from quick wins
Module 2:
Objectiver Rebuild Bank A around customer ssgments
Why: Focus on sarving cusomers, not interna departments
Specific
Objectives. 1. Rebuild Bank A for mass-market

2. Rebuild Bank A for targeted cusomers




The rebuilding will be across the following: didribution, processes
and support sysems, employees (traning, messures, incentives),
and organizationd gructure

Implementation in three phases
Phase 1. Assessfull potentid
Phase 2. Reconfigure the bank

Subsequent Phases. Bulld-world class capabilities

Basad on the blueprint, in pardld with the FutureBank pilot, a number of “quick
wins’ can be implemented within 9x month to achieve ealy impact. Some of the
samplesof theseinclude:

Setting up of aretention unit.

Database credit card pre-gpprovd

Increase in loan price in the provinces

Himinate duplicate microfilming of in-bound checks a al branches
Eliminate gpprovd for dl deposits and withdrawa's below P 50,000.00

arowN PR

An expected P 100 to 150 million annua incrementa increase will result from the
“quick wins” mentioned above.

For Phase 2, there will be tangible financdd impact and “soft bendfits’ in 1997
(the second year of the Project) of about P 250 to 450 million is expected through the
fallowing:

FUTURE BANK QUICK WINS

Revenue Initiatives Revenue Initiatives
Increased penetration - Set-up retention unit
Increased retention - Pre-gpproved credit cards

Increased sdes and cross-sdling - Increased loan price in provinces
- Pre-goproved unit trust loans
Pregpproved  cedit  line  AAA

customers
- Refard program (friends and family)
Cod Intiatives Cod Inititives
- Consolidation of consumer lending a | - Himinaion of duplicate micrafilming
head office - Himingion of end-of-day tdler generd
Consolidation of midde market lending ledger manua dassfication
a Busness Centers - Himingion of next day vdidaion of
Increase in deposits CASA over-the-counter  withdrawds,
depogts and inward dearing checks
below P 50,000.00

Eliminaion of goprovd for dl deposts
and withdrawals below P 50,000.00 at
branches
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Promation of zero mantaining baance
ATM acocount for remittance
bendficdaries to avoid Bulk Payment
Orders

Momentum for Change
Reorganization of headquarters support
functions aound cugome ssgments
Corporate Top 1,000, Middle Market,
and Consumer and Smdl Business

Communicationsto dl sakeholders

1997 Impact: P 250 million 1997 Impect: P 250 to 450 million

Source: Bank documents

A sample of a specific revenue enhancement and operations excdlence drategy
can be found below:

Quick Win, Revenue Enhancement 1. Set Up Retention Unit

Rationde
Increasing retention by 5 percentage points could double customer vaue

Key ProcessChanges
Branch tdlers should direct customers who want to close accounts to
managers who will try to “winback” cusomer
A “winback” team will be st up to cdl and bring back vaudble
defectors with winning vaue proposition
A “defection” team will identify accounts with long periods of
inactivity for “winback” team to gpproach

Net Financid Impect: P 105 MM per year

Quaditative Impect:
Improved customer satisfaction in showing Bank A “cares’
Identification of root causes of why people leave and wha type of

people leave
Improve morde of Bank A organization by “winning back” customers

Action Steps (withillugtrated timetable):
Develop procedures for retention including roles of branch managers,
"winback" team, and defection team
Define “empowerment” guiddines
Determine measures and incentives to support retention
FHndize with seering committee
Train tdlers and branch managers on new SOP
Setup “winback” and defection team




Train “winback” and defection teams
Implement and monitor
Measure reaults

Invesment Requirements
Tracking software (P5 M)
“Winback” and defection teams (P 7.4 MM per year)

Implementation Risks: None
Source: Bank documents

Quick Win, Operations Excelence 1. Eliminate Microfilming of Checks a Branches

Rationde:
Reduce cogs and working time by diminging microfilming & branch and
Clearing Services Unit

Net Financid Impact: P 96 MM per year

Investment Requirements:
P5 MM purchase of new item processing equipment

Action Steps (withillugrated timetable):
|dentify branches
Rall out conversion program

Implementation risks:
Provison for P 4 MM checks logt in trangt between branch and regiond

centers until eectronic cdlearing sysem isingdled by Q1 1997
Source: Bank documents

As the bank implemented many of the reenginearing drategies from 1995 to
1997, a review medting mede & the latter part of 1997 reveded that the Bank could be
missng out on one emeging maketing trend, customer cdl centers. Based on
interviews with branches, the consultant found out that the branches are not equipped to
handle incoming cugome tdephone cdls One branch manager mentioned, “if a
cugomer cdl for CASA transctions we can hdp them. However if they cdl for a
remittance inquiry, we ask them to cdl head office; and if they cdl for loan daus we
ometimes ask them to cdl the retall credit center.”

While the branches have customer reations officers (CROs), they are unable to
have the time to cdl defecting cutomes  Says one officer, “between processng
transactions and opening accounts, we do not have the time to cdl dl cusomers who
close accounts. We can cal only the priority club members”



A cursory review of inrbound and out-bound banking feetures offered by the other
banks through the telephone, only Citibank offered the widest array of features. BHI,
Standard Chartered, and PCl Bank are expected to offer their customers a full service cal
center by the end of 1998 or early 1999. At that time, PCl Bank was dready had a
cusomer complaint center, and was in to tdemarketing, whereas BPl and Urban Bank
had a cusomer complaint center. All the other banks Bank A included were only
offering the following sarvices badance inquiry, debit hills checkbook re-order, funds
transfer, and bank statement request.

A cdl center was then recommended for condderation. Since the vdue of
retention and cross sdling was high for Bank A, increesing this by 5 percentage points
could double the vdue of its cusomer base. By then, Bank A had the largest customer
base (over 1.5 million) in the country.

A drategy was eventudly goproved to implement the call center in two phases

Phase 1 Phase 2
Savice | Additiond service and Bdanceinquiry
Offeing | features Transaction verification
- dausof loan Funds trandfer inquiries
aoplications Debit bills
- acoount maintenance Checkbook reorder
Tdemarketing Bank statement request
Product information Cugtomer complaints
Banking indructions
Rdationship cdls
Timing December 1998 June 1999

By being adle to identify the emerging trend, the Bank took advantege of what
could probably be the most important phase in customer rdationsin the banking indudtry.




APPENDIX B

Bank B Philippines, Inc.’s Corporate Strategic Plart

Bank B Philippines, Inc. darted its operaions on the latter part of 1998 with the
acquistion of a locd commercd bank under Section 2 (Mode of Entry) of RA 7721
With the acquistion Bank B has become a subsdiay of the foreign counterpat, the
biggest in Southeest Asa and among the top 100 banks in the world. The didribution of
ownership was as follows 60% foreign, 18% previous owners, and 22% among vaious
locd dhareholders. Bank B had an asst base a the time of acquidgtion of P 11 hillion
and capitd funds of P 2.3 hillion.

With the acquigtion, Bank B had risen in daure from a locd to a foreign
commerda bank with the cgpability of awide range of services

Consumer Banking:
- Checking Account
CheckPlus Account — a sngle account that combines the features of
both checking and savings account but pays higher interest rates
Savings Account
BankCard — ATM cad with the following banking conveniences hills
payment, statement request, checkbook request, PIN change, bdance
inquiry, withdrawa, deposit, funds trandfer, and fast cash
Kiddie Pan Plus Account — savings accounts for kids which comes
with free insurance coverage
Specid Savings Account — a savings accounts that dlows dient to
earn money market rates
US Dallar Savings Account / US Dallar Time Deposit
Payrall Sarvice
Deposit Pick-up Service
Safe Deposit Boxes
SSS Net (Collection Service)
Collection Arrangement (PLDT and Easycdll)
Manager's Check / Gift Check / Demand Draft
Auto Loan
Housing Loan

Corporate Banking
Omnibus Line — multi- purpose credit facility
Revolving Credit Line

! Material for this report was provided by a Strategic Plan designed for the Bank and is for presentation
purposes only. Many of the details have been disguised as agreed with the Bank representative. No
inference is made or should be made on the efficiency or inefficiency of the Bank’ s administration based on
this report.
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Import / Domegtic Letter of Credit
Trust Receipt Line
Export- Packing Credit Facility

Corporate Banking, continued

Export Bills Purchase Line

Domedtic Bills Purchase Line

Term Loan

Foreign Exchange Fadility — for spot transactions

Trugt and Investments

Trugt Agreements (peso and dollar)
Fortune Fund (Common Trust Fund)
Invesment Management Account
Retirement Funds

Escrow Agency

Edae Flanning

Mortgage Trugt Indenture

Trade Services and Correspondent Banking

Letter of Credit (foreign or domegtic regular and standby L/C)
Issuance of Shipping Guarantee

Granting of Trust Recaipt

Documentary Callection

Open Acoount

Export Bills

Remittances and Settlements

Treasury

Foreign Remittance
Foreign Demand Draft

Doallar-Peso Swap

Government Security / Fixed Rate Treasury Notes/ Bonds
Government Security Tressury Bills

Promissory Notes

Source: Bank documents as of March 2000

Being mgority owners, the foreign counterpart moved quickly to establish its own
organizetiond dructure. Because of the various product lines, market-based units were
formed and the dructure resembles a diverdfied organization. There is a limited form of
decentrdization down the chan of command. Much of the reporting authorities are
concentrated on the top.
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Bank B’sorganizationd chart is outlined on the following page.
Organizationd Structure, Bank B Philippines, Inc.

Executive Director and Country Head / CEO
Presdent / COO

Reporting Directly to the Executive Director and Country Heed / CEO
1. Corporate Services
Corporate Planning / MIS
: Security Adminigtration
Financeand Tax
Payment and Recondiliation
Legd and Secretariat
Humean Resources and Training
: Adminigration
2. Treasury
3. Corporate Banking — Rdationship Management
4. Corporate Banking — Credit

Reporting Directly to the President / COO
1. Technology
Systems and Support
Systems Devd opment
Quaity Assurance and Security Development
Computer Operations
2. Operatl ons
Credit Adminigretion
Credit Invedtigations and Appraisa
Centrdized Branch and ATM Operdtions
Branch Infrastructure and Adminigration
Sysems and Methods
Remittarces and Settlements
Trade Services and Correspondent Banking
3. Consumer Banking
Consumer Finance — Marketing
Consumer Finance — Credit
Recovery and Remedid Management
Branches
Private Banking / Customer Service
Compliance

Trugt and Management
Planning and Marketing

No ok~



Reporting Bank B Philippines, Inc. Audit Committee and Foreign Heed Office — Head of
Audit Matrix to the Executive Director and Country Heed / CEO

1. Internd Audit

Source: Bank B records as of March 2000

The presentation of the product lines and the organizational Sructure is essentid,
as the Bank did not have a formd reenginearing drategy. Much of the reenginesring was
done through the various depatments. And dnce there was an internd audit reporting
directly to the (foreign) Head Office, many of the forms were provided by them. During
the fira months of the acquigtion, key officers were sent to the Head Office in order to
be familiar with the various sysems hardware and software, as wel as the forms that
were needed to befilled up. In many respects, thisis a different reenginearing Srategy.

The core idedlogy of the Bank induded a commitment to provide superior
financid savices and cudomer satidfaction supremacy for its chosen target market
cudomer base The envisoned future was for Bank B to become a top ten bank in the
Philippines by 2008 (10 years from acquigtion). This is seen from the misson and vison
datement of the Bank:

Misson Statement:
“To edablish Bank B Philippines, Inc. as a leading commercid bank in the
Philippines in terms of @ Profitability based on Return on Equity (ROE);
b) customer stisfaction; and ¢) market perception.”

Vidon Statement:
“To become a top ten (10) bank in the Philippines by the year 2000 and a
bank of choice among its target maket cusomer base, by providing
superior  product offerings, customer service leadership, and  drong
finandd performance”

Wha is ggnificant about the misson and vison daement is tha before
acquistion Bank B did not have a misson and vison datement, and that Bank B did not
even belong to the top 20 banks when the misson and vison satement was formulated.
In spedific terms, this would mean a 10% to 15% annua revenue growth for the next ten
(10) yeas while limiting the growth of operating expenses to 5%. As a redult, the
proposed corporate Strategiesto achievethisare:

Emphasis on cogt reduction

Indtitution of competitive pricing

Limiting of product lines

Indtitute improved risk management sysems

Expanding of bank presence on alimited geographic area
Continuing to develop products and services

ocoukrwihpE



7. Continuing to invest in technology?

The initid results of the draegic plans were not encouraging. Coming in & a
time of a financdd dowdown, Bank B’'s key indicators for revenues and profits dedined.

An increee in the loan loss provison in compliance with the Bangko Sentrd’s
regulations was the key resson for the drop. Another was the decline in interest income
for the 1997 and 1998 periods despite an increase of 5% in tatd loans.

However, there was a noticedble shift in the depost mix. In 1997, the
composgition was 61% time, 38% savings, and 1% demand. By 1998, it was 48% savings,
47% time, and 5% demand, indicating a movement from the higher (time depodts) to the
lower (savings) codt of funds.

All told, the return on equity fell from 18.3% in 1997 to 8.8% in 19983

Despite the dedine, management saw no foreseeable change in the integration of
the drategic plans as part of the individua unit's plans and thet there was no need to have
another group handle the reengineering separately.

2 Strategies as proposed. It is not clear whether the management of Bank B adopted any part of the
suggested strategies

Proponent’ s estimate using Bank B’ sfinancial records.
* The performance of Bank B continued to decline for 1999 and 2000, particularly the return to equity.
Recently, the foreign owners increased their holdings in ancther large commercial bank as part of their
strategy to diversify itsinvestmentsin the country.



APPENDIX C
Bank C's Credit Division Business Gods and Action Plans, 1997-2001*

Bank C prides itdf with many “firds’ in its long higory. Its incorporation in the
ealy 1900s established it as the firg privady owned locd commercid in the Philippines
It is the first bank in Southeast ASa to process depost accounts ortling and it is the firdt
Philippine bank to offer phone banking in the late 1980s. A universal bank (its license
was gpproved 1991), Bank C is dso liged in the Philippine Stock Exchange and as of
December 2000 is among the top 15 banks in terms of assets, deposits, and capitd.?

Bank C's passon for qudity service and innovaion can be seen from its misson
datement

“We will be leading provider of quality services condgently ddivered to
inditutions, entrepreneurs and individuals here and abroad, to mest ther financid
needs and exceed their rising expectations.

We will be a primary catdys in the creation of wedth for our cusomers
driven by a desre to hdp them succeed, through a highly motivated team of
competent and empowered professonds, guided by in-depth knowledge of ther
needs and supported by |eading-edge technology.

We will mantain the highes ethicd sandards sense of responghility and
farness with respect to our customers, employees, shareholders, and the
communitieswe srve”

Bank C does not see reenginesring as a sgparate activity from its busness gods
and plans. Bank officers fed that any change is best done on a year-to-year bass, where
eech department is dlowed to formulate their own drategies for improvement based on
an overd| drategic direction usudly decided by top managemen.

We dhdl look a Bank C's Credit Divison where this has been gpplied for the
pest five years beginning 1997. Note that the busness of gods and action plans of the
Credit Divison will begin before the Adan Fnandd Criss and we shdl trace how the
plans have changed with the Criss.

Bank C's Credit Divison has eight (8) functionad units across four (4) mgor
depatments organized as follows Apprasa Depatment (corporate and consumer),

! Materials for this report was made from various documents that were made available for purposes of
presentation only and should not be quoted without the expressed permission of the proponent and the
Bank. Many of the details have been disguised as agreed with the Bank representative. No inference is
made or should be made on the efficiency or inefficiency of the Bank’ s administration based on this report.
2 Source of basic dataistaken from the Bank’ swebsite.

Ibid.



Investigetion Department (corporate and consumer), Andyss and Research department
(andlys's and research), and Support Services (derica and filing).

In the third and fourth quarters of 1996, the Credit Divison made a series of
presentations of its busness gods and action plans The Divison saw itdf fufilling
three (3) basc functions

1 Gaher and dissaminde rdevant daa to assst maketing units in
edablishing credit worthiness of adient through:
1.1  Apprasd reports
1.2  Credit investigaion reports
1.3  Credit andyssreports
1.4  Account profitability reports
15  Industry andyss report
2. Prepare and submit different kinds of reports to the Bangko Sentrd and
various units of the bank:
2.1 P21 million and above exposure reports
2.2 Exposure reports according to industry
2.3 Top50 borrowers

2.4 Reportson new/revived acoounts
3. Maintain a Centrd Fling Sysem for
3.1  Head Office accounts
3.2  Downtown center accounts
3.3  MeroManilaand provincid branch accounts

The Divison then made a SWOT andyss

STRENGTHS WEAKNESSES OPPORTUNITIES | THREATS
Dynamic and Manud method of Acquistion of new Non-submisson of
innovetive gaff data gathering technology documentsby
requesing units
Continuous desreto | Turnovers dueto Enhance of exiding Problemsin
improve quaity and | piracy or tranfer of | programs/ scheduling busness
quantity of service SF i upgrading of gopointments
computers
Srrong drivetoward | Almost 25% of gaff | Continuous good Bureaucracy Iin
defined career path | are ontraining that relaionship with government
affected sources of agencies used as
productivity and information sources of
svicelevds information
Adaptable and Avalablity of Foul-upin
respongve to training program automeated sources
change of negativefilesand
externd checking
Highly skilled and Cooperation of Bregkdownin
compuiter literate different support software
SF i units
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Good exposurein Dday inlaunching
technica and new technology
andyticd work

Good teamwork
among departments
and invedtigetive
functions

Basad on the SWOT andyss and a review of its functions, the Credit Division
devel oped the following objectives which it intends to follow for the next five years

1 To submit timdy and accurate credit reports to dl marketing units by
improving service level sandards and operationd efficiency

2. To prepare and submit on time dl reportorid requirements of the Bangko
Sentrd ng Rilipines

3. To mantain an effident Centrd Fling Sysem

4. Totrain and develop efficient and highly motiveted Saff

Each unit under the Credit Divison then formulated ther own Key Result Aress
Since the Bank rdies heavily on the timdiness and accuracy of their reports, much of the
Key Result Areas were on reducing the time needed to rdlease a report.  The highlight of
the Planning Sesson was the god of redudng the report submisson within the Bank-
prescribed five (5) day period for the Appraisd Department. Other departments dso had
ther own timetables, such as seven (7) hours for the Consumer Department, thirty (30)
daysfor the Anadyss and Research Department.

The reaults of the yearly buainess plans were mixed based on the reports finished
and service leves (no. of days a report was submitted) achieved:

1 Appraisa Depatment — while the sarvice levd has gone down from eght
(8) days in 1995 to gx (6) days in 2000, it is 4ill outsde the prescribed five day
period. This could be partly attributed to areduction in the work force:

Year | ReportsHnished SarviceLeve No. of Staif
1995 | 2,789 8 days 12
1996 | 3,227 6 days 14
1997 | 3,128 6 days 12
1998 | 3,263 6 days 11
1999 | 3,299 6 days 12
2000 | 3,278 6 days 12

The Apprasd Depatment projects that for 2001, it will be able achieve
the prescribed five-day period because of a lower number of reports that will be
accomplished (due to the economic dowdown). It aso expects to trim down its
daff from 12 to 10.




2. Invedtigation Department — while the service levd has gone for the
corporate loans own from eght (8) days in 1995 to sx (6) days in 2000, it is Hill
outsde the prescribed five day period. The consumer loans report standard of
seven hours has been condstently met since 1995:

Year | ServicelLeve No. of Staff
Corporate Consumer Corporate Consumer

1995 | 8 days 7 hours 10 9
1996 | 7 days 7 hours 8 8
1997 | 7 days 7 hours 8 6
1998 | 6 days 7 hours 8 4
1999 | 6 days 7 hours 9 3
2000 | 6 days 7 hours 10 2

It is noteworthy that while there is a reduction in the number of g&f in the
consumer loans section, the number of reports has dso sharply (600 in 2000 from
1,200 in 1999) declined, whereas the number of corporate loan reports have
increesed (6,400 in 2000 from 5,737 in 1999) This implies that the Bank has
opted to concentrate on the corporate loans, probably as a response to the on

going criss.

The Depatment sees that it will be able to meet its five-day god for the
Corporate Loans reports by 2001 as the number of reports go back to its average.

3. Research and Andyds Depatment — Except for 2000 when the
sarvice level went up by five days it is expected that the Department will be able
to mantan its accomplishment of the target, and possbly meatch its levd in the
previous years.

Year | ReportsHnished SarviceLeve No. of Staif
1995 | 809 20 daysbeforeexpiry | 6
1996 | 992 20 dayshbeforeexpiry | 7
1997 | 903 10 daysbeforeexpiry |7
1998 | 996 20 daysbeforeexpiry | 7
1999 | 724 25 daysbeforeexpiry | 6
2000 | 706 35 dayshbeforeexpiry | 6

4, Support Services Depatment — avalable daa showed tha the
Depatment has mantained its savice leves of twdve hours, way bdow the
precribed gandard of eight hours (no data was made avalable for 1995, 1996
and 2000):
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Numerous drategies have been developed by the Bank as a result of this yearly
planning process and in some aspects resamble reengineering in terms of process

improvemert.

For example, the Credit Depatmet outlined the following objectives and
Srategiesfor 2001

Ovedl Objective:
To prepare and submit timely and accurate credit reports to dl internd

and externd usas such as the vaious maketing units Bangko
Sentral, Management, and Corporate Planning.

Specific Objectives.

- To a5 management in properly evauating the credit worthiness of
exiging and progpective dients as wdl as in monitoring past due
acocounts.

To ensure qudity and initid acceptability of collaterds.

Appraisa Departrent Strategy for 2001
Ensure qudity and initid acceptability of collaterds.
Provide tota quality service to requesting units
Implement dradtic cost cutting messures

Investigation Department Strategy for 2001:
Assg in evduaing credit worthiness of dients
Assg inimproving collection efforts
Implement dradtic cogt cutting measures

Andyss & Research Department Strategy for 2001
Assg in evaugting credit worthiness of dients
Assg management in monitoring loan portfalio



APPENDIX D

SAMPLE SURVEY

Greetings from the Angelo King Ingtitute of Economics and Business Studies of De La
Sdle Universty!

The Angdo King Ingtitute for Business and Economics Studies (AKIEBS) has been
commissoned by the Philippine APEC Studies Center Network (PASCN) to undertake a study on
the impact and responses of domestic banks to the entry of foreign banks in the Philippines. In
this regard, please find below some questions which will enable the AKIEBS Study Group to
come out with vauable information regarding the entry of foreign banks.

Since your responses are more important, confidentidity as to your bank’s identity is
assured.

NAME OF RESPONDENT
SIGNATURE

BANK REPRESENTED
ADDRESS

TELEPHONE NO/S.
DESIGNATION

DATE OF RESPONSE:

PART ONE. COMPETITIVE ENVIRONMENT

QL Describe the overal competitive environment before and after the entry of foreign banks

in the country.
Before the entry of foreign banks After the entry of foreign banks
5 - Highly competitive 5 - Highly competitive
4 - Very competitive 4 - Very competitive
3 - Competitive 3 - Competitive
2 - Little competitive effect 2 - Little competitive effect
1 - No compstitive effect 1 - No comptitive effect /

The entry of foreign
banks has created a

complementary effect.
Q2 In which area of operations is the impact of this competition from the foreign banks most
significant?
Wholesde banking
Retal banking
Development banking
Others (please specify)
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No competitive impact (GO TO PART 1, Q7)

Q3. Which product/s and/or service/s has’have been significantly affected (in terms of a
reduction of market share or revenues) by the entry of foreign banks?

A. Genera Classification (check one)

Retail Wholesale Development
Others (please specify)

B. Specific Product/Service

Highly Very Farly Not
Sgnificant  Sgnificant Significant  Significant  Significart

Lending/loans
Deposits

Foreign exchange

Trust services

Investment banking

Money market
placements

Investment in fixed
assets

Others (please specify)

Q4. Which of the following other factors were most significantly affected by the entry of
foreign banks?

Branch network

Fund sourcing

Obtaining new clierts

Hiring employees

Changes in information technol ogy/compuiterization
Increase in capita

Others (please specify)

05 How much in terms of potential business revenues have been lost as aresult of the entry
of these foreign banks?

below P 1-million
P 10milliontobdow P 25.0 million

P 25.0 millionto bdow P 50.0 million
P 50.0 million to bdow P 100.0 million

above P 100.0 million
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Q6. In meeting this competition, which of the following should be done by your bank?
Indicate the time frame as well. (Answer each item.)

Immediately Already Not Needed
being
addressed

Changemisson/vison
Invest in new technology
Move to other market/
market niches
Introduce new products
Review pricing (interest
rates) to match competition
Hire consultants to provide
recommendations
I ncrease bank network
Re-engineer dl or some
processes
0. Review manpower policies
to keep sdaries competitive
10. “Pirate’ from other banks
11 SO certification
12. Form drategic aliances:
121  With other locd banks
122 With foreign banks
13. Increase advertising and
promotion activities
14. Caoitd infuson
141  From present share
holders
142  From outsders
143  Combination
15. Merge/acquire
151  Other commercial
banks
152  Savinggthrift banks
153 Rurd banks
154  Foreign banks
155  Other financid
companies
16. Others (please specify)
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PART TWO. (From Q2). OTHER RESPONSESTO THE COMPETITIVE ENVIRONMENT.
Q. Describe the nature of the “no competitive impact” response in Q2.

Our products and services cater to a different market/market niche.

Our products and services are complementary.

Only some of our products are competitive and this does not represent a
sgnificant impact on the bank’ s revenues.

Loca banks present a more sgnificant competition than the foreign
banks.

Q8. Notwithstanding that there is no competitive impad on the entry of foreign banks in your
respective operations, are there preparations being made by your bank regarding their
entry?

Yes (GO TO Q9) No. (GO TO Q10)

Q. If yes, which of the following are being undertaken by your bank? What time horizon is
involved? (Answer each item.)

Immediatdy ~ Within one After one
year year
Changemisson/vison
Invest in new technology
Move to other market
market niches
Introduce new products
Review pricing (interest
rates) to match competition
6. Hire consultantsto provide
recommendations
Increase bank network
Re-engineer dl or some processes
Review manpower policies
to keep salaries competitive
10. “Pirate’ from other banks
11. 1S0 certification
12. Form grategic dliances.
121 With other locd banks
12.2 With foreign banks
13. Increase advertising and
promotion activities
14. Cgpitd infusion
141  From present share
holders
142  From outsders
143  Combingtion
15. Mergelacquire
151  Other commercia
banks
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152  Savingg/thrift banks
153 Rurd banks
154  Foreign banks
155  Other financid
companies
16. Others (please specify)

Q10. What would enable your bank to change its position on the present “no competitive
impact” perception on the entry of foreign banks?

Increase in the number of foreign banks

Increase in the number of branches the foreign banks will be alowed to
establish

Increase in the number of foreign banks and the number of branches for
each foreign bank

Increase in capitdization requirements

Others (please specify)

GO TO PART THREE, Q11

PART THREE. GENERAL ASSESSMENT OF FOREIGN BANKS AND LIBERALIZATION

Q11. Would you say that ten (10) foreign banks were satisfactory in liberdizing the banking
sector?
Yes.
No. More than ten is required, but there should be alimit
No. There should be no limit to the number of foreign banks

Q12. Would you say that the entry of these foreign banks has been satifactory in the
liberdization of the economy in generd?

Yes (Go to Q14) No. (Goto Q13)
Q13.  What would make the entry of foreign banks more desirable?

Increase the number of banks

Decrease the number of banks

Increase the number of branches per bank

Increase the capitalization requirements

Allow the entry of local banks in the country of origin of these foreign
banks (complementary/reciprocity arrangement)

Others, please specify




Q14. Would you favor legdation that will further increase the competitive environment of
these banks?

Yes No
Q15.  All things being equa, would you favor amerger with aforeign bank?
Yes.

Yes, but not &t thistime.
No.

Any other comments?

Thank you very much for your time. Y our response is appreciated.



