A POSITION PAPER
OF THE
CONFEDERATION OF PHILIPPINE EXPORTERS FOUNDATION (PHILEXPORT CEBU) INC.,
ON THE HARMFUL EFFECTS OF THE UNRESTRAINED STRENGTHENING OF THE
PHILIPPINE PESO ON THE PHILIPPINE EXPORT INDUSTRY

Background

The recent appreciation in the value of the Philippine Peso vis-a-vis the US Dollar and
the EURO is being attributed by the government to the seasonal flow of inward
remittances from overseas contract workers who traditionally send money to their
families during the school enrolment period and Christmas holidays as well as the
strong surge in overseas portfolio funds which drove the Philippine Stock Exchange
composite index to 3,253.48 on April 6, 2010, it's highest finish since February 5,
2008 when it closed at 3,283.50.

Total inward remittances from Filipino overseas workers grew by 5.61% in 2009
hitting an all-time high of USS 17.35 billion. For 2010 the market forecasts an 8% to
10% growth in remittances which is much higher than the Bangko Sentral ng
Pilipinas’ 6% projection for the period. In January alone this year remittances grew
by 8.5%, a substantial jump compared to the 0.2% uptick in the same month last
year. The number of Overseas Contract Workers (OCWSs), now estimated at
approximately 9 million, will continue to grow this year despite the recession in the
developed countries.

The PESO, after peaking at an intraday high of P44.60 closed today, the 7" of April
2010, at a 20-month high of P44.77 vis-a-vis the greenback. It breached the
psychological level of P45 already the day before. This is good news for importers
and to those who service the country’s foreign debt. However, the unchecked
appreciation of the PESOQ, is bad news for the already challenged export sector as it
further exacerbates the stakeholders disadvantaged position in competing with its
neighbors who have consistently been adhering to rigid currency control
mechanisms. Not even the negative inflation report of 4.4% in March and the
announced BSP interventions could dampen the market’s interest in the local
currency.

The Critical Issues

While government sees the recent developments on the PESO positively, the export
industry, which is one of the two major economic drivers, continues to struggle
further. The export industry contributed roughly USS$S50 billion in export earnings to
the economy in 2008 before it suffered a 21.7% drop to US$38.3 billion in 2009 due
to the global recession.



The exporters have been competing harder during the crisis due to stiff global
competition, high cost of doing business and the exodus of skilled workers to
lucrative destinations overseas. With the sudden surge of an already firm PESO, the
exporters face another crucial challenge as their dollar earnings are being eroded
progressively. This could lead to further closures and business stoppages as profit
margins continue to shrink. Without the incentive to invest in capacity building and
for product marketing and promotion, the ranks of the unemployed will continue to
swell further, with the bulk coming from the exporting sector that includes regular
workers as well as workers in the exporters’ supply and value chains.

A perfect example that underlines the dire effects of an appreciating currency on
economic growth is the “Dutch Disease.” When the Netherlands discovered vast
reserves of natural gas in its territories in the ‘60s the Dutch Guilder appreciated
strongly and uncontrollably that it caused economic stagflation and even depression.
A similar scenario in the Philippines could lead to de-industrialization and
disinvestment as the manufacturing sector will suffer considerably.

Action Taken

Cognizant that currency fluctuation is dictated largely by supply and demand factors,
Philexport Cebu in 2006 embarked on an information drive and ran seminars on
“Currency Hedging” in order to help the exporters manage currency risks and to help
them avoid substantial FOREX losses. Quite recently, it has offered consultancy
services to its members to advise them on currency hedging and risk management.

Exporters’ Prayer

Our surviving exporters are still trying to cope with the effects of the global recession
while there are still no clear signs of a sustainable market recovery. The additional
pressure brought to bear on the industry by the appreciating PESO could put more
exporters out of business. It is time for government to act decisively; hence we
humbly appeal for government’s firm support again.

Our Prayer and Wish List

1. That, DTI to abandon its suggested plan to realign the balance of the P1
billion budget allocation for the Export Support Fund (only P11.6 million was
released) permanently and fast track the approval of meritorious project
proposals that are pending with the Export Development Council;

2. That, DBP to actively promote the P1 billion FOREX hedge fund for exporters,
3. That, BSP to rationalize their market intervention policy and set tighter

intervention levels to avoid wide swings in the exchange rates that could
prove disastrous to the exporters,



4. That, the DOF, who would favor a strong currency, formulate a balanced
approach in addressing the concerns with regards to the current account,
debt servicing and export performance that has direct impact on jobs

creation, and

5. That the DFA and POEA craft investment portfolios for OCWs wherein
invested OCW funds are channeled into projects that will stimulate further

development in the industrial sector.
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