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Covering Events in the Philippines from 08 to 14 July, 2002

The Philippines Weekly Report is designed to inform the foreign business community of recent events
that may impact on their business operations in the Philippines. You are receiving this report because
you have indicated you wish to subscribe to this service. Should you receive this report in error,
please contact us at ph_unsubscribe@virtual-asia.com and we will remove you from our mail list.

This report is protected by copyright and may not be reproduced or further distributed outside
of your own organization without written permission from MCA Limited.

While every effort has been made to ensure the accuracy and reliability of the information provided,
no responsibility can be taken should any of this information prove to be in error.

This report can be accessed directly from our Philippines Home Page (www.virtual-asia.com/ph).
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HEADLINE NEWS

Over the most recent weekend, particularly heavy and sustained rain brought flooding to much of Manila
including the Makati area where two main arteries, Buendia Avenue and Pasong Tamo were at times impassable
to normal traffic. People who did attempt to run (sail?) through it had to abandon their vehicles. So far some 65
people have died as a result of floods over the past 10 days. The sad part about it of course is that much of the
flooding was entirely avoidable. The waterlogged streets were also awash with garbage.

See: Flooding Takes It's Toll

Despite the rains, plans for the holding of local elections on Monday July 15 have gone ahead although the
Commission on Elections (COMELEC) has suspended elections in 238 of the 41,000 barangays because of the
flooding. More than 30 people have been killed in the run-up to the elections, which are held to elect village
(rural) or district (urban) positions. Such positions are fiercely contested both by major party groups as well as by
independent aspirants hoping to attract the attention of the major parties.

See: Bread and Circuses — Local Elections Force Another “Holiday”
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President Gloria Macapagal Arroyo was again
subjected to a barrage of criticism this week. This time
it was over the dismissal of Pastor “Boy” Saycon from
his position as a Director of the Board at the
government-controlled Philippine Deposit Reinsurance
Corporation. Sycon is also concurrently the Secretary
General of Council for Philippine Affairs, a key social
group that had been influential in drawing the crowds
to EDSA for Peoples Power Il, the reprise that brought
about the downfall of Estrada and the elevation of
Arroyo from the vice presidency to the presidency in
January 2001.

See: The Age of Aquarius

As part of her new tough stance that includes a resolve
to enforce the death penalty on those convicted of
capital offences, President Arroyo has launched a new
high profile crackdown on the 21 known kidnapping
gangs operating in Metro Manila and throughout the
country. Rather than entrust responsibility to a special
police unit, new PNP Chief, Hermogenes Ebdane Jr,
has declared that the efforts of the entire police force
will be directed at ridding the country of these gangs a
number of which are believed to be led by police or
military officers themselves.

See: Time to Get Tough on the Kidnappers

The World Gazateer has again ranked the Philippines
as the 14" most populous country out of 243. In its
latest demographic report WG placed the Philippines
population at 79.894 million. The World population
stands at an estimated 6.267 billion.

See: The Philippines Ranked as the 14th Most
Populous Country

Swiss-based Société Générale de Surveillance, one of
the world’s largest inspection, testing and certification
organizations (see box) has ratcheted up the pressure
on the Philippines Government over some P6 billion
(US$120 million) in unpaid obligations arising from its
12-year contract as a pre-shipment inspector for the
Philippines Government. The contract was reportedly
valued at some R30 billion and expired in December
1999 although it was subsequently extended to March
2000.

See: SGS Sues the Government Over Unpaid Bills

Company Profile

SGS Philippines Inc.

SGS Philippines Inc. is the local affiliate of the global
Société Générale de Surveillance Group of companies,
the world's largest verification, testing and certification
organization with over 1200 offices and laboratories in
140 countries.

The SGS “hands-on” team works alongside its local and
international clientele:

. To protect business, increase trust and open
markets through 1ISO 9000 and QS 9000
certifications;

. To protect the environment through ISO 14001
certification;

. To demonstrate a systematic control of

occupational risks and hazards through OHSAS
18001 certification;

. To demonstrate the social and ethical values of
your company through SA 8000 certification;

0 To protect your brands and service
establishments and bring confidence the agrifood
industry through GMP, HACCP, SQF 2000 and
HCE certification;

. To offer business establishments the opportunity
to certify their own brand through Products and
Service Certification.

SGS Philippines, Inc.

2/F Alegria Building

2229 Chino Roces Ave., Makati City

Tel: (632) 817 56.56 Fax: (632) 818 29.71
Email: sgs_philippines@sgs.com

Websites: www.sgs.com and www.sgsonsite.com

Vehicle sales rose in June for the third successive month on the basis of aggressive marketing of deferred
payment plans occasioned by the current low bank interest rates on consumer loans.

See: Vehicle Sales Up for Third Successive Month

Plus: News In Brief, Investment News as well as Currency and Stock information.
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MAIN STORIES

Flooding Takes It's Toll

Any thought that the Philippines was heading for a dry summer season have been dispelled this past
week as the whole of the country was subjected to torrential rains associated with tropical
depressions and typhoons that skirted past the eastern seaboard on their way northward.

Traditionally the dry summer season ends in May. June brings the start of the rains, which build to a
crescendo in July and August. So far the weather has been right on cue. What has perhaps been a
little unusual is the unremitting steadiness of the downpours, unbroken by any signs of the sun
whatsoever.

Over the most recent weekend, particularly heavy and sustained rain brought flooding to much of
Manila including the Makati area where two main arteries, Buendia Avenue and Pasong Tamo were
at times impassable to normal traffic. People who did attempt to run (sail?) through it had to abandon
their vehicles.

The sad part about it of course is that much of the flooding was entirely avoidable. The waterlogged
streets were also awash with garbage. Although Metro Manila supposedly has an effective garbage
disposal system, observers could be excused from taking a jaundiced view of this. Even at the height
of the downpours, car drivers still could be seen using the street to dispose of cigarette packs and
such like and of course much of the flooding problem was the direct result of blocked drains caused
by wanton disposal of trash bags onto the streets.

With local elections being held concurrently over the weekend, we are left wondering whether any
candidates have chosen to run on a “clean and green” platform — or indeed any platform at all.
Raising money to buy votes still seems to be the favored preoccupation of many candidates.

So far some 65 persons have died as a result of the flooding and a number of people remain
unaccounted for. Visitors traveling in or to the Philippines at the present time may experience
disruptions to any domestic travel arrangements especially if travelling by road. Even if you arrive at
your intended destination without incident, the prospect of further rain and flooding may affect your
return journey so plan schedules accordingly.

Bread and Circuses — Local Elections Force Another “Holiday”

Despite the rains, plans for the holding of local elections on Monday July 15 have gone ahead
although the Commission on Elections (COMELEC) has suspended elections in 238 of the 41,000
barangays because of the flooding.

In most countries, such elections would be scheduled for a Saturday but not in the Philippines.
Instead the government gave the go-ahead for another “non-working holiday” thereby further
disrupting the country’s production. Brownie points with the voters no doubt, but a further sigh from
employer groups.

More than 30 people have been killed in the run-up to the elections, which are held to elect village
(rural) or district (urban) positions. Such positions are fiercely contested both by major party groups as
well as by independent aspirants hoping to attract the attention of the major parties.

From the soundings taken, any concept of running on a platform seems to be entirely absent from the
thought processes of either contenders or voters. No sign of a “clean and clean” platform that would
really do something about the garbage problem nor a “law and order” slate or anything else for that
matter.

Sadly what appears uppermost on the mind of many candidates is not the concept of service to the
community but rather the prospect of a P3,000 a month stipend that goes to such elected officials —
plus of course the other “perks of office” that go with it.

Voters are just as much to blame for being concerned with how much they can get paid for their vote
rather than how can their community progress.
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The Age of Aquarius

The Stars are realigning. Does this presage a period of peace and love?

President Gloria Macapagal Arroyo was again subjected to a barrage of criticism this week. This time
it was over the dismissal of Pastor “Boy” Saycon from his position as a Director of the Board at the
government-controlled Philippine Deposit Reinsurance Corporation. Sycon is also concurrently the
Secretary General of Council for Philippine Affairs, a key social group that had been influential in
drawing the crowds to EDSA for Peoples Power I, the reprise that brought about the downfall of
Estrada and the elevation of Arroyo from the vice presidency to the presidency in January 2001.

At issue among a number of her erstwhile support groups has been her courting of key opposition
politicians to join the ranks of the government. Attention has focussed on Senate Minority Leader (or
is it “Majority Leader?”) Blas Ople who, it is widely believed has been tipped to replace the vice
president at the Foreign Ministry. Other former Estrada supporters being courted by the government
include the Puno brothers, one a former secretary for the interior and the other, Estrada’s press
secretary. Estrada’s legislative liaison officer, Jimmy Policarpio is also believed to be on the
presidential list.

With the Estrada trial progressing and the former president looking increasingly like a lame duck even
to members of his own party, his chance of returning to power is close to zero. However, with politics
in this country revolving and resolving around personalities it appears that President Arroyo has
decided it is time to forge a new coalition and consign the Estrada era to the dustbin of history. If
pundits are correct, the final result of the current realignment of the senate could be 14-10 in favor of
the government by the time Congress resumes on 22 July.

Whether it is a smart move or a foolish one can only be told in time. Clearly however the President is
seeking to show a decisive hand and for this she deserves commendation. Until the polity sorts itself
out into a workable consensus this country has no chance to move forward. The President is
scheduled to deliver her annual State of the Nation (SONA) address when Congress reconvenes.

Time to Get Tough on the Kidnappers?

As part of her new tough stance that includes a resolve to enforce the death penalty on those
convicted of capital offences, President Arroyo has launched a new high profile crackdown on the 21
known kidnapping gangs operating in Metro Manila and throughout the country. Rather than entrust
responsibility to a special police unit, new PNP Chief, Hermogenes Ebdane Jr, has declared that the
efforts of the entire police force will be directed at ridding the country of these gangs a number of
which are believed to be led by police or military officers themselves.

The President has set herself a benchmark. Speaking at the National Summit Against Kidnapping last
week, she said she wants nothing less than the total elimination of the kidnapping for ransom gangs
within one year. Their elimination is essential for retaining and increasing investor confidence — so
says the president. Among the measures foreshadowed by President Arroyo are:

» The creation of dedicated courts to handle kidnap cases and dispense justice more swiftly;

»  Strict enforcement of the no ransom policy;

» Intensified training for police ad military officers in negotiation and surveillance techniques; and
« Establishment of support facilities for the victims of kidnapping for ransom gangs.

According to PNP data, of the 66 known cases that have occurred in the past 12 months, only 32 —
less than 50% have been solved. Twelve suspects have been killed while a further 116 have been
arrested. The number of known gangs operating in the Philippines has been reduced from 26 one
year ago. Citizens watch groups believe that the official numbers under-estimate the extent of the
problem. According to two groups — the Citizens Action Against Crime (CAAC) and the Movement for
the Restoration of Peace and Order (MRPO) kidnap cases have surged in the past six months with
104 recorded victims.

In Pasay City, Metro Manila a court sentenced an Indonesian national, Agus Dwikarna aged 37, to 17
years in gaol for the illegal possession of explosives. Dwikarma had been apprehended at the NAIA
International Airport attempting to leave the country with C-4 explosives in his luggage. He had been
linked to the Jemmabh Islamiyah extremist group, which in turn was linked with Osama bin Laden. In
Indonesia the sentence has been criticized as too harsh and part of an American war against Islam.
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The Philippines Ranks as 14th Most Populous Country

Last Thursday was World Population Day and the occasion to
focus on population problems. The World Gazateer, in its The World’s Most Populous
annual report has again ranked the Philippines as the 14" Countries

most populous country out of 243. In its latest demographic China 1,307.0
report, the World Gazateer placed the Philippines population at ndia Loar
79.894 million. The World population stands at an estimated i
6.267 billion. United States 288.212
. — . . Indonesia 217.73
According to data from the Philippines National Statistical - I
Office’, the population of the country as at the end of 2001 was Brazil 176.27
more than 78 million and had reached 80 million by mid 2002. Pakistan 149.277
This population is expected to increase to more than 84 million Nigeria 146.673
by the year 2005.
Russia 142.888
At the present time, this population is growing at a national
) ; Bangladesh 136.433
rate of 2.1% per annum. Although the population growth rate is anglades
slowing, it remains one of the highest in Asia and places a Japan 127.460
considerable burden on government infrastructure. Mexico 100.124
Within this averaged national total are hidden wide disparities Germany 81.947
as between different regions. Southern Tagalog (from Cavite Vietnam 80.305
to points south) is curr_ently experiencing a growth rate_of Philippines 79 894
almost 2.7% annually while the llocos Region has a population
growth rate of only 1.65% annually. In millions

Both Germany and Vietham rank slightly ahead of the
Philippines in terms of population although Germany is experiencing negative population growth and
Vietham has a population growth rate of only 1.7%. The world average is 1.54%

The growth rate of the Philippines is the third highest among the twenty most populous countries with
only Pakistan and Nigeria recording higher rates of population growth (2.6% for both). Within the
Asian region only Afghanistan, Malaysia, Cambodia and Pakistan have higher rates of growth than
the Philippines. Despite all of this, the government of President Arroyo has yet to articulate a clear
population policy. The only pronouncement so far is to the effect that the government is not worried
about the problem. Now that's a worry!

Philippines Population Growth Rates - Actual and
Projections

2.4%
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2.2%
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Source National Statistics Office

! See the statistical section of MCA Virtual Philippines for full population data.
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Population Growth Rates by Region
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SGS Sues the Government Over Unpaid Bills

Swiss-based Société Générale de Surveillance, one of the world’'s largest inspection, testing and
certification organizations (see box above) has ratcheted up the pressure on the Philippines
Government over some P6 billion (US$120 million) in unpaid obligations arising from its 12-year
contract as a pre-shipment inspector for the Philippines Government. The contract was reportedly
valued at some P30 billion and expired in December 1999 although it was subsequently extended to
March 2000.

The Philippines Government has acknowledged the validity of the contract with SGS and its obligation
to pay but claims it is unable to make any payment because Congress has not appropriated the
necessary funds. The Arroyo Administration had asked SGS to allow the government to pay its
obligation in installments, a concession that SGS was apparently willing to consider provided that
terms of payment be both agreed and adhered to. However Budget Secretary Emelia Boncodin
confirmed that the payment has not been included in the 2003 budget being prepared for Congress.

According to press reports, local legislators have refused to endorse the claim and allege that SGS
over-priced its services. The matter is now being dealt with by a U.S. arbitration court.

Vehicle Sales Up for Third Successive Month

Vehicle sales rose in June for the third
successive month on the basis of aggressive
marketing of deferred payment plans
occasioned by the current low bank interest
rates on consumer loans. According to the
Chamber of Automotive Manufacturers, total
sales reached 39,040 units during the first six
months of 2002 — an increase of 10.3% on the
same period last year (35,379 units).
Commercial vehicles — a category that includes
Asian utility vehicles, sports vehicles, vans and
pick up trucks rose by 15.7% (28,146 units)
while sale of passenger vehicles declined by
1.4% during the period.

Motor Vehicle Sales (1H)

32001
32002

Units Sold

Meanwhile, the Department of Trade and
Industry has announced it will go ahead with a
value-based tax scheme for vehicles instead of

Commercial Passenger Total
Vehicles Vehicles
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the current engine displacement based tax rate. The move has been vigorously opposed by Japanese
auto makers but supported by Ford which is the largest supplier of American vehicles to the local
market and which will allow the company to compete more aggressively in the local market.

In Brief:

Finance Secretary, Jose Camacho has forecast GDP to expand at between 3.8% - 4% during the
recently completed second quarter fueled by consumer demand and improved manufacturing output.
Meanwhile, the Consensus Economics Inc, in its latest economic outlook paper has forecast an
overall growth rate for the Philippines of 3.8% for this year

and 4.3% for 2003. Who Goes Hungry and Where?

According to the latest Social Weather Station (SWS) poll, Manila 7.7%
the number of Filipinos experiencing hunger increased .

slightly during the second quarter of 2002 from 11.2% of Luzon (exc. Manila) 12.3%
the population to 11.5%. Broken down further some 3.1% of Visayas 10.7%
the population went to bed hungry almost every night while Mindanao 13.0%
8.4% went through brief periods of hunger each month. ——

Overall an estimated 1.8 million households — representing | FhiiPpines Average 11.5%

some 9 million citizens were effected. The incidence of Source: SWS Survey
hunger was lowest in Metro Manila and highest in Mindanao.

The non-performing loan ratio of the domestic commercial

banks continues to rise. The ratio of bad loans to the total loan portfolio increased slightly to 18.43%
in May from 18.23% in April. As of end May the total of loans extended by the banks amounted to
P1,657 trillion (US$33 billion approx.). Excluding interbank loans from the equation brings the NPL
ratio to a high of 21.16% (20.81% in April). Twelve months ago non-performing loans accounted for
16.81% of the total.

When defined more broadly to include current restructured loans and foreclosed assets the ratio is
even higher and stands at 29.7%. Faced with such numbers there is renewed interest in the
establishment of asset management companies that would assume responsibility for buying the
debt of the commercial banks. Congress is expected to consider the SPAV (Special Purpose Asset
Vehicles) Law when it reconvenes in late July.

In what must be welcome news for the government, the inflation rate for June 2002 dropped to a 28-
month low due to a combination of lower electricity billings and stable food prices. The June inflation
figure was down to an annual 3.0% from 3.6% in May and from more than 6.5% one year ago. Manila
— which has recently seen more rapid inflation than in the country as a whole — saw the greatest relief:
the Manila index experienced a sharp drop from 5.1% in May to 3.7% in June. In the provinces, prices
decelerated overall from 3.0% in May to 2.5% in June.

INVESTMENT NEWS

Despite a depressed equities market — or perhaps because of the opportunities presented by the
situation — the net inflow of portfolio investments increased by 434% in the first half of 2002 according
to information from the Central Bank (Bangko Sentral ng Pilipinas), Inwards fund remittances
amounted to US$838.3 million during the period up by 4.8% on figures for the corresponding period
last year while outflows amounted to US$ 644.5 million — a decrease of 15.6

Portfolio Investments - 1H Data ‘

US$ Millions
2001 2002 % Change
Inwards 799.9 838.3 4.80%
Outwards 763.6 644.5 -15.60%
Balance 36.3 193.8 433.88%
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Capital Hows - Portfolio Investment
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CURRENCY MOVEMENTS

Aided by a weakening American dollar the Philippine peso managed to hold a rate that was virtually
unchanged from the previous week although there are expectations of a slow appreciation in the

months ahead as local trade performance improves.

Philippines Pesos to the USD
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STOoCK MOVEMENTS

Despite the fallout from the US turmoil over telecom, other over-priced stocks and problems of
corporate governance, the Phisex managed to hold its own over the past week and was one of the
few markets that actually saw some gain.

MANILA STOCK INDEX - Recent History
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Market Changes - Last Week
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ONLINE RESOURCES

MCA Limited has prepared this background report as a general reference document. Subscribers may
download this and previous documents (HTML, or PDF) from the Weekly Archive Section of the
Virtual Philippines website. To access, click on the hyperlink below.

http://www.virtual-asia.com/ph/weekly/downloads.htm

Subscriber Resources

Subscribers to this service have available a range of additional resources available from our website.

To read this report online go to:
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http://www.virtual-asia.com/ph/weekly/phil.htm

To read our special reports and articles visit:

http://www.virtual-asia.com/ph/bizpak/reports/

To obtain our political and economic outlook overviews for the Philippines as well as a table of key
economic indicators go to:

http://www.virtual-asia.com/ph/bizpak/bizbriefs/index.html

For our Philippine statistical reference library, a comprehensive resource of monthly as well as annual
statistical series in chart and spreadsheet form, go to:

http://www.virtual-asia.com/ph/bizpak/statistics/statistics.htm

Comparative regional statistics are available at:

http://www.virtual-asia.com/statistics/statistics.htm

To read our online Business Survival Guide go to:

http://www.virtual-asia.com/ph/bizpak/bizguides/

FURTHER INFORMATION

MCA Limited has prepared this background report as a general reference document. Subscribers may
download this and previous documents (PDF) from the Weekly Archive Section of our website.

MCA specializes in:

e Primary Market Research

» Editorial & Publishing

e Information Processing & Data Management

e Online Business Information Systems

» Corporate Communications, Web Desigh and Hosting
For further information about our services please contact us at:

MCA Virtual Philippines Inc (A member of the MCA Group)
@& Tel: + (63 2) 893 6514
Fax: + (63 2) 893 6516

Or e-mail: inquiry@Vvirtual-asia.com

PRIVACY PoLICcY

This report is made available to subscribers by e-mail (default) or fax in advance of the edition that is
posted on the Virtual Taiwan/Philippines websites. In addition to receiving the Weekly Report,
subscribers may receive other MCA reports from time to time, including our Quarterly Review and
certain special reports. Our mailing list is held confidentially. It is not made available to third parties
nor do we mail on behalf of third parties. We support a zero spam policy on the Internet.

DISCLAIMER

The information contained in this report was obtained from sources that we believe to be reliable.
MCA Ltd. furnishes the information without warranty of any kind.
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