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In troduc tion

The growth and development of the Third World is
effectively impeded by the constricting consequences of its
foreign debt. While the burden of debt servicing does not
constitute all of the development concerns of the Third
World, the pervasive nature of the problem impresses on most
all others and therefore merits that the developing world
take on the tasK of defining an explicit debt policy to set
the parameters wi thin which economic growth and development
become possible. At the same tirrie, any proposal aimed at
providing lasting solutions to the Third World debt crisis
must be informed by an understanding that the developed
market economi es must release their effective control over
the Third World and al low genui ne growth and development to

take place.

The combined effect of the imposition of contractionary

pol ic' upon the debtor countries by the international
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financing instjtutions and the def lationar> policies pursued
by the developed market economi es have caused unto!d

suffer iny in the developing wor Id. Indeed, even a cursory
inspection of the recent historjes of the debt-r idden
countries revea ls that as external debt levels relative to

gross domestic products and per capita incomes started to

escalate, the standards of living for the greater majority
of those 1living in these countries have fallen. The

repor ted levels of unemp loyrnent have gone up; the effective
rates of underemployment have 1lik'ewise increased; and the
real per capita incomes have fallen. Moreover, the stiff

protectionist pol icies adopted by the developed countries
have not only reduced the demand for Third World commodity
exports but have also allowed for the concommittant drop in
the prices of these commodity exports relative to the
industrial manufactures of the developed market economies in
the international market. This has induced a heightened
dependence of the Third World on foreign borrowing for their

import requ irements.

The increased availabi 1lity of funds for lending in
offsh ore banks followi ng the oil price hikes of the ear 1ly
and late 1970s provided the Third World countries with
immediate rel ief from the domestic pressures of balance of
payments deficits. Hi ndsi ght now reveals that many of the
loans issued by the transnational banks to the developing
world were undiscr iminating in character, failing a thorough
examinaticn of the debtor countries' real capacities to pay.

At best, much of the debt was contracted by the developing



wor 1d when the banks' a pacta. lionof tha growth of Third
orid trade far exceeded what has materialized o- what is
now apparent. Domestic econoniic mi smanagement by corrupt
governments in many of the debtor countries - ranging from
varying degrees of instituti tonal ized patronage to the
inordinate emphasis given to unproductive infrastructure and
industrial wurider tak ings - further eroded their capabilities
to make good on these fore ign loans, thus exacerba.ting the

need for contirued tOrrowings.

In the context of the variable interest rates on the
loans issued to the developing world in the 1?70s and well
into the 1980s, the result has been an effective net

transfer of resources from the indebted countries to the

creditor countries. The level of debt servicing by the
Third World now stands at more than US$100 bill ion yearly,
of which about half is for interest payments alone. The

Thi rd World countries are clear ly further disadvanaged by
the prevailing structures of international commodity trade
that permit the realization by the developed market
economies of large profi t margins on their manufactured
expor-1s and allow them fur ther savings from the discounted
rates at which commodity exports from the devel oping wor 1d
can be purchased. And as if this voere not already
sufficient, capital flight from the developing countries has
also contributed io the net transfer of resources from the

debtors to the creditors.

Throughout all this, there can be no question as to who

paysthe price of debt-dependent economic pol icies in the



de elopijng wor1d. As the debtor ccuntry goverriments

inp lement the imposed contraction3ry poljcies attendant to
their -foreign exchange obi igations, the poor have little
option but to su-ffer the consequences of ullemp loyrnent,
underemployment, dec! ines in real per capi ta. incones, higher
prices of basic commodities and the cutbacks in the delivery

of basic social services,

Th ij- paper spec ifical 1y addresses itsel f to the
Philippine foreign debt problem, its place in the wider
concern of the Third World debt crisis and the options being
considered towards the resolution of this problem. It shall
begin wi th an analysis of the current Philippine debt
situati on within the context of the soc io-economi c and
pol itical condi tions prevai ling in the country today, while
at the same time giving emphasis to the primary
considerat ions and historical factors that have given rise
to the present situation. It shall then proceed to a
discussion and analysis of the different positions vani ous
groups in the country have taken vis-a-vis the issue of
foreign debt. Following this, the paper shall consider the
var ious alternative debt policies presenlly considered as
possibilities that the Phi lippines may pursue. From among
these alternatives, the paper shall go into a discussion of
an al tern at ive devel opment model that wi 11 all ow for genu ine
growth and development to take place. The paper will end
with a section situating the Phil ippine debt problem in the

context of the search for an European debt pol icy.



The Phiiippi ne Debl Situatioii

The Philippine ecoriorrijc crisis of the 1980s was 1la.rge ly
conditicned b>» the qualitative change in the character of
the cDUntry's t'ore jgn debt prob lem. Debt serv jce as a
percentage of merchandise exports shot up from 37.9 percent
in 1981 to 81 percent by 1987. The combined pressures of
the slow, even regressive growth of the country's export
sec tor , the seal ing down of new cr-fdi t fac il jties ayai labl e
to the country, as well as the increases in interest rates
on foreign borrowings to high double—digit levels have
effect ively caused what had been debt-dr iven economic growth
from the mid-1980s to crumble 1like a house of cards, giving
rise to what has been the most serious economic crisis the
country has ever faced. In this context, the changes in the
nature of the country's foreign debt over time become
important to understandi ng the present economic crisis; and
at the same time, economic growth and development cannot be
ach ieved outside the pursuit of a solution to the country/s

debt problem.

In 1965, the country's foreign debt fell a little short

of US$000 mill ion, or about $19 per capita. By 19.-0, the
figures ha.d more than trebled to $2,297 million and around
$63, respecti vely. Over the next five years, the 1level of
foreign debt again more than doubled to $4,939 mill ion, or

about $118 per capita. The doubl ing and redoubling of the
level of the country's foreign debt continued unabated over
the years so that by 1980, it had reached $17,252 mill ion or

$359 per capita. The level of foreign debt recently



repor ted for 1987 stood at $28,560 mill ion. For the same
year, the per capita debt burden was computed at $502 - this
in a country where the annual gross national product per

capi ta is only $500.

Over the same period from 1965 to the present, the
growth of the public sector debt has be- i even more
precipitate. In 1965, public sector borrowing accoun ted for
60 percent of the country's total foreign exchange
obi igat ions. By 1970, however, the figure had gone down to
50 percent. Over the next decade wuntil 1980, the level of
public borrowings accounted for 50 to 55 percent of the

country's external debt. On 17 October 1933, the Marcos

government made formal its request for a moratorium on its
debt repayments to fore ign creditors. By this time, public
sector borrowing accounted for 68.3 percent of total loans.

As the country's foreign debt continued to bal loon, so too
did the percentage of public sector debts. In 1985, public
sector borrowi ng accounted for 73 percent of total loans;

and by 1987, the figure had gone up to 77 percent.

The shift away from yuvernmental and international
financ ing agency to comrier eial bank lenders has not only
shortened the matur ity periods of many of the country's loan
transac tions but has also accounted for the sharp increases
in the average interest ra.tes- on thes-e loans-. Consequently,
the debt service burden has- dramatically increased from
about $60 mill ion in 1965 to about $2.7 bill ion for 1988, of
which $2.3 bil ion is earmarked for interest payments alone.

Estimates of both the World Bank and the National Economic



De eloproent Author jty of the courtlry's annual debt service

burdens for the period 1987-92 |Is of the order of £3-4

bill ion.

Quite plainly, throughout the years, the Philippines
has fallen slowly but effectively and deepl!y into a debt
quagmire. Like other developing countries similarly placed,
the reasons behind the debt enslavement of the country's
economy are multiple. And a closer inspect ion of these
primary considerations that have given rise to this
debt—dependence will reveal that a substantjal number of
factors have similarly affected not only the Phi lipine
economy but many other debt—ridden economies throughout the

developing world.

Trac ing the roots of debt-de pendence. Of primary
importance to understanding the country's debt problem s
the consideration that the Philippines” external balance
posi tion has historical 1y been shaky, having relied as it
had on agricultural commodity trade in preferential markets
such as the United States for a substantial portion of its
foreign exchnage earnings, and since the 1970s, on
manufactured exports such as semjconductors and garments

that are highly import-dependent and of 1low value-added.

The country"s ba lance of payments throughout the years
sijnee independence in 1946 has been charac teri zed by chronic
current account deficits. Prior to 1983, extreme economic
diff icul ties were experienced in 1949 with the exhaustjon of

the Liar Rehabilitat ion Fund and which spawned what is now



considered by many as the "golden age" of import
substjtution in the counlry; ayain in 1962 when the
inport-substitution industrial ization strategy -failed to
rsctify the defects of the counlry's *conurny, signall ing in
what has beeorrie the coun tryys continuing re lat ionship wi th
the International Monetary Fund; and then again in 1970 as
a resul t of massive election spending by Marcos as- well as
his investment spree in the late 1960s. Since the 1970s,
the government has increasingly relied on foreign borrowi ngs
to finance the balance of payments deficits, particularly
following the o0il price hikes in the early and late 1970s
and as the IMF-suppor ted expor t-ori ented industrial izat ion
strategy failed to generate enough foreign exchange to pay

for the increasing imports.

The escalati on of the 1levels of the country's fore ign
borrowings was in large measure enhanced by the availabil ity
of huge amounts for 1loans to the deve loping countries from
commercial banks since the 1970s. The shorter maturities as
well as the higher and even variable interest rates on these
commare ial bank 1loans, especially during the late 1970s and
ean ly 19SOs, account for no small measure of the country's

present foreign eXchange obligations.

The world depression of 1930-32 and the unbroken crisis
in lender confi denee wi th respect to all but a few
developing country borrowers have also significant!y
contributed to the unabated negatijve growth in the country's
trade deficits. At the same tima that heightened

protec tionist policies in the West have made |t more



difficult for Thir'l Wor 1d exports in general to pene trate
the developed market economies, there has also been a drying
up of new moneys avai labl e for lending to the developi ng

won 1d .

The instituti onalized patronage so blatan 1ly
character istic of the Marcos regime has, in retrospect, also
contr ibuted heavily to the significant increases of the
country's foreign debt. Under the Marcos regime, there has
been a massiue leakage of the funds borrowed, and where
funds were actually dep loyed, ther e have been hi gh leve 1s of
inefficiencies and wastage . The estimates of furids
appropriated by Marcos and his cronies for their purposes
add up to the $10 billion range. And the estimates of
capital flight are in the league of $12 bill ion. Many of
the crony ventures, even when not corrupt were unsound and
therefore contributed to the inefficient, if not altogether
wasteful use of the foreign funds. Other crony ventures,
while seemingly sound, were heavily ridden with corrupt
overpricing, achieving the same over—all effect with respect

to the use of the foreign loans.

Without the additional debilitating effects of the
extreme fornis of institutionalized patronage under the
Marcos regime, it is estimated that the country's external
debt would be lower by anywhere between $i0 and $14 bill ion,
the debt servic- burden would be proportionately lower, and
the annual export earnings for servicing this debt would be
mgnifican 11y higher. It is important to note that while

et; l.ul ei.mal jzed patronage under the Marcos reg ime was at



its most extreme, it was not characteristic of the Marcos
government alone. It would be more appropriate to say that
institutionalized paironag9e has been endemic in the country
for over 40 years, perhaps even longer, albeit in less

extreme forms.

Outside institutional jzed patronage, there are other
fac tors relatijng to the domestit economic management that
have contributed to the growth of the country"s fore ign

debt. Increased state borrowing was also conditioned by the

requi rernents for boosting the country"s non—traditional
exports, particularly in garments and etectronics
components, as well as for enhancing the Marcos-World Bank
strate gy of infrastruc ture ereation. While these need not
necessarily be considered unsound, the absence of effective
state intervention to attain full resource mobitization and
allocation in the manner achieved in South Korea and Taiwan
somehow undermines the relative efficiencies to which the

use of the foreign loans have been generally directed.

The 1983 crisis. Not surprisingly, the economic crisis
came in 1982-83, and tightened over 1984-85. While there s
nu l'oubt as 11; the effects of the woridwijde recession on the
country "s economy, the 1983 crisis as far as the Ph il ippjnes
was concerned related more to the sudden changes of lenders”
perceptions about sovereign debt foilowi ng the 1982 Mexican
debt crisi s. However, the deepening of the crisis over the
two subsequent years was in large measure influenced by the

deterioration of the country"s econariy, vul nerabl e as it was



to external pre=msures brought about by its cwn debt

depend'*nee bred over the years.

Al though the Aquijno assessinatjon and the resulting
political turmoil and capital -flight directly led to the
debt repayment moratorium in October 1983, it was the
consc ious restrictive policies imposed the foilowi ng year
that accounted mfor the economyys deep plunge in 1934-1985.
What was imposed in the Philippines by both the IMF and the
over-enthusiastic Central bank Governor was the classic
mone tari st cure for price inflation and bal ance of payments

def icits.

The priority given to debt repayment led the government
to undertake sharp ="jsteri ty measures and the mopping up of
excess liquidity. The sale of super-hi gh interest bearing
Central Bank bills brought interest rates soari ng to 60
percent and constricted the availability of domestic credit.
Local firms which were heavily dependent on domestic and
fore ign credi ts had to cutback production, layoff workers

and even close shop. The severe recession caused price

inflation to fall from a peak of 50 percent in 1984 to 17

percent ir>1v85 and finally to 1less than percent iri 1986.
In real terms, the current account and balance of payments
position over the same per-iod al so showed improvements. In

a general -sense, the @dgolicy improved the capacity to gday

debt mainly through the drastic reduction of imports. But
imports fell precisely because of the massive contraction in
output and production. In this sense, recession was the

conditional ity answer to the debt moratorium.



The social costs of debt dependerc&. There can be no
qutl-eiijii that thr uughou * the years the gover-nment has
continued to prioritize the repayment of the country's
foreign debt over- economic growth and development. And as
the government persists in the implementation of the IMF
conditionalities, whal is apparent is that the austerity

measures pursued f« government places the heaviest burdens

on those already having to cope wi th extreme poverty.

The official figures on government expenditures
indicate a reduction in over—all public expenditures
beginning in 1932, and becoming most pronouneed in 1984.
These reducti ons were in no small measure due to the
ccmtracti onary policies under taken by the government, in
turn due to the debt problem. Economic services, social
services and general pub-1ic services all suffered

substential losses during this per-iod.

Measured in constant 1972 prices, government spending

for econooic services to agr jculture, industry, and

util jties and infrastructure dipped from F5,937 million in
1981 to P4,933 mill ion in 1932, dropping further to F'2,339
mil’”ion i 1934. In 1986, the econon:ic services

expendi ‘ures post&d at P2,613 mill ion - not quite half the
1981 1leve! . In the area of socia! services, again as

measured in 1972 constant prices, the government spent

F3,395 million in 1981, P3,245 mill ion in 1982, and F2,245
million in 1984. In 1986, the government expenditures for
-oc ij*1 services added up to F3, 195 mill ion - still not quite

general publ!!lc services measured in

12
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1972 constants, the governrnent spent P2,941 mill ion in 1981 ,

P2,890 mill jon in 1982, and FI ,916 mi 11lion in 1984. The
reported expenditunes -for 1986 oi P2,228 million again

demonstrate that the 1981 levels have not been recovered.

What is even more pi-onounced is that alongside the
contraction in public expenditures, the public fund allotted
to debt service began to increase as total debt service grew

and as government began to assume the private debts that

could no longer be repaid. The official figures in constant
1972 prices show that from F 1,423 mill ion in 1982, the
government debt service fund increased to P2,199 mill ion in

1983, P2,606 mili ion in 1984, P2,7*8 million in 1985 and
final 1y to P4,051 mill ion in 1986. Substant ial as these
increases may have been over the period under consideration,
these figures still do not include the net lending of the
government to governemnt corporations, which were mainly for
paying the debts of these government corporations. If this
fiqvre is ccnputed into total public exp*endi tures, the oebt
service of »984 to t98 would comprise 40 percent *f totai
expenditures — almost as big as the budget for economic and
social services comhtned. The cuts in economic, soci al and
general public services and the present government's

incapac ity to fund its ambitious agrar ian reform prograrj can
be direclly allributable to the policy of prioritizing debt

Payments over econormnic growth and development.

The social costs of the depression in the 1930s are
luemendous, and it continues to inf! ict long-lasting and

een permanent damage to the country's social fabric. Of
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the conntry's 57 mjlljon popul-ation in i987, 65 percent fell
be low the poverty 1line of an annual income of F2,500. The
bighest incidence of poverty is in the countrysi de where an
estimated 70 percent of the country's population is to be
found. According to reports from the National Economic

ijm opment Author ;ty, a total of nine out of the country's
13 regions posted poverty levels higher than the nati onal

average .

The average family size in the country is six.
According to the estimates- of the Food and Nutr ition
Research Institute, the average cost of the daily
nutri tional requirements of a family of six at the end of
1987 was F87.8Q, up from the P80.34 estimate for the
previous year. And to cover the costs of their dail!y food
arid other basic necessities, a family of six will require
P120 in an agricultural environment outside the national
capital region. Within a non-agrjcultural environment, the
same family of six will need PI 30. Again, comparing these
to their 1986 counterparts, these figures have gone up from

Pill and P118, respectively.

The legislated wage rates in the country in 1987 in
nominal terms were P69.33 for non-agricultural workers,
P58.50 for plantati on agri cultural workers, and P47.12 for
non-plantati on agri cultural workers. While these figures
ere higher than the 1levels of the previous year iP57.08,
P46.67, and P35.67, respactively), when deflated to 1978
prices, the increases are not all that significant. The

leg;sl ated wages in 1987 as measured in 1978 constants



amounted to P16.81 for non-agricultural workers, P15.55 for
pi antation agr-icultural workers, and P12.52 for

non-plantatjon agrijcullural workers. The fjgures for 1?30

(F '972 prices were F15.41, P13.25 and F10.12, respectively.

Quite clearly, for those benefiting frori legisi ated
wage rates, there s no quest ion about being able to afford
the daily rutritional requjrement and basic necessi ties.
Not surprisingly, both poverty indicators and public health
probi erris have continued to persist at alarming levels.
Consider ing that half of the country's population is
accounted for by the 20 and below age group, there are

enormous repercussi ons on the country' s future generati ons.

Indeed, one out of every two Filipino famijlies eat 1less
than the minimum nutritional levels. As a consequence, 70
percent of the Filjpino children are malnourished. The more
detailed figures available for 1935 indicate that at least
2.5 out of 11 million pre-schoolers were underweight, 2.7
mill ion were stunted (Low height for age) and 1.5 million
were wasted (low weight for height). The incidences of
common illnesses are likewi se alarmigly high. An estimated
32 percent of the country's population is infected with
varying degrees of tuberculosis. Another 2.3 percent of
the population suffers from varying degrees of blindness
owing to Vitamin A deficiencies - this i= the third highest
rate in the world. And 35 to 90 percent of the population
are infected with asear is, the highest rate in Southeast

At-ia, second only to Iran in the deve loping wor 1d.
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An estimated 83 percent of the country's households
occupy dwe 1ling uni ts less than 50 sa*1r* meters, wi th 56
percent 1living in units less than 30 square meters. The
extreme poverty jn the eour jrysi de ha-- pushed many of the
rural residenis into the cities where they settle as slum
dwellers, in even more deplorable condi tions. According to
the esti mates of the Nati onal Housing Author ity, more than
one out of every four residents in Metro Manila are slum
dwellers or squallers. And wi th the increases in the number
of slum dwe llers come the concomi ttant increases in the
deployment, abuse and exp loitat ion of child labor. The sad
truth is that where increasing number of the country's youth
is forced to augment fami 1y incomes, they automat ical 1y
loose out on their right to basic education and training
which, over the long-run, would improve their chances for-

bet ter employment.

While it is true that in 1987 both the gross national
product and the per capita GNP posted real increases of 5.05
and 2.58 percent, respectively, this is already a marked
improvement from 1985 when the per capi ta GNP dropped to
their 1975 levels. Moreover, the income and asset
distribution remains extrernely skewed. It is repor ted that
60 percent of the total household income is shared by only
20 percent of Phi lippine households, as compared to the
lowest 40 percent rece iving even short of 15 percent of the
total income. Even the government's Department of Agrarian
Reform recognizes that 80 percent of the country's lands s

owned by only 20 percent of the country's population.



The contijnued depreci ation of 'he Phj’ippine peso
against the US dollar, coupled by an inflation rate of 3.82
r¢r-cent in 1987 haue effectively caused the deterioration of
the real incomes of the greater nmajor oty of Filipinos.

Whi le the 1labor force participation rate for 1987 was 66
percent, of concern is the number of establ ishments that
have ac tually shutdown or retrenched. In 1987, the number
reported was 1,874, up from 1,013 in the previous year.
Furthermore the erosion of the purchasing power of the peso
to P0.27 as measured in 1978 constants strongly suggest
significant changes in the consumption patterns of the
lowest—income groups. The most vulnerable social groups
would of course include the landless and upland agricultural
workers, small fishermen, indigenous communities, the urban

poor, women and children.

Cl ear 1y, the prioritization of debt serv ice payments
over national economjc growth and development has
compromised the government's ability to del iver basic social
services such as health care, education, housing and human
selllements, and nven social security. Indeed, of the 1987
budget of PI1 80 billion, 47 percent, or F'75.2 billion was
al located to debt service. The priorities will still have
to change as in the government's 1988 budget of PI 79
bill ion, rough 1y 40 percent, or P89.2 bill ion, will go to
eiwici ng the country's foreign debt. Some quarters have
raised questions as to the constitutional ity of the
budgetary appropri ations as the 1987 Constitution provides

that ttie highest budget allocation should go to education.

17
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However, with the 1lion's share- of the national budget going
to debt service pa>ments5 jt would seeri that the most
vulnerable groups will continue to bear the brunt of the
rnuntry's fof-eign axcNa.nge wbiigat!ons> A" Ic stands-j trey
re al lowed 1little room for manoeuvre j and it seems that

they are provided 1little hope as well.

The Aqu ino Qovernment debt pol Icy. While many look to
the Aqu ino government as having heralded in signal changes
in the country's history, this is not necessar ily true wi th
respect to the external debt issue. It is felt not just by
a few that the first year of the Aquino government would
have been the most opportune time to act on the country's
foreign debt problem. The government absconded on the
chanee to request for a temporary suspension of debt service
payments to the creditor banks in the meantime that it
completed a comprehensive review of the composition of the
forei gn debt. Not on!y could it have negoti ated for the
repudiation of all fraud-tainted and Marcos behest loans,
but it could have also souoht for a debt burden reduction
package that would have been consistent wi th the
governmsntfs projected economic recovery targets.
3peculating that these requests would have in fact been
granted is altcgether a separate concern, but the truth of
the matter is that it would have been easier accompl ished

then than it is now.

On May 1st 1986, President Aquino public!y announced
her government's debt policy of repaying all of the

cduntry's foreign debt. In September 1936, President Aquino



magain reiterate d her promise be fore the joirt '-ess;on or the
US Congressj indi cat ing thet nat ional honor- required noth jng

short of the full repayment of all loans.

By Jaruary 1987, the government conc luded the
rescheduling of some $870 mill ion worth of bilateral Iloans
with the Par is Club. In March 1987, the government reached
a rescheduling agreement with its commercial bank creditors.
‘PHHE agreement involved the rescheduling ot $-7.3 biilion
worth of medium and long-term loans that fall due in period
1987-92. The pa.yrnent of these loans are to be paid over 17
years wi th a grace period of 7 1/2 years. Interest rates
were set at 7/8 percent over LIBOR, 1lowering the old rate of
1 5/8 percent over LIBOR. The negotiations also lowered the
interest rates on the %$925 mill ion new money fac jlity loaned
to the country in 1985 as well as on the $2.96 bi 11lion trade
credit facility due to expire. There was also a four-yea.r

renewal of the trade fac ility commitment from 30 June 1987

to 30 June 1991. Under the terms covering this agreement,
interest will be paid in full wi thout the additional
injection of loans to cover these payments. In addition, a
token yearly payment of $37 mill ion is required for the

years 198739,

While the terms of reschedul ing have been hai led by the
country/s negotiating team as notable achievements, to many
others, these were at best palliative, with little gain made
with respect to longer-run and more lasting solutions to the

country's debt problem.
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Notably, the terms dtd not vary sijgn!ficanl1ll> in either
-form or aubslance -from the prior reschedui ings worked out by
the Marcos reQime. Moreomer , no sjgnif jcant new moneys were
secured. "H:e additional 1925 million accounts -for no more
than 15 percent of 1lhe total 1986 and 198? interest payments

due, and less than 30 percent of that due to commercial

banks.

It has even been pointed out that the rescheduijng, if
anything at all, in fact raises the total nominal interest
and principal payable - if only because lengthening the

re payment schedule also extends the period ouer which
interest must be paide More sjgnjficanlly, despite the
marginal interest rate concessions, the present discounted
value of the future payments is projected to be higher for
the rescheduled commercial bank loans. UWhen inflation
measured in Philippine export volumes required to service
the loa.ns is considered, the net result is fairly clear ly to
raise the present die-counted value of future debt payments

in return for a momentary breather covering the period

JVO? yv

The pos;tion taken by the Phijl ippine negoti ating team
is obviousty dangerous one. Since no new commere ial loars
are being requested, there will be a tremendous net outf low
of funds for the period 1987-92. Even official bilateral
and irullilalera! 1lu-ans *9® 11 regi ster a negative f low.
Estimates from the National Economic Development Authority
ind ca.te that after the reschedui ing agreement, the net cash

outflows will exceed the net inf! ows by some 16 .2 bill ion



¢(-"~p ¢Gix year jieriod. Bws*ri af ‘er the jnc lusion of
oran ts, trausfer-. fpom abroad iid direct inue--tmenl , there

il Bctimated to be a net -foreign exchange out-flow of some

$7.7 bill ion.

Gi ven this environment , there is no reason to suppose
Ilhat the country will be in a positjon to afford the
projecte d rafes of debt servicing, let alone begin to
servire the rescheduled 1936-92 principal pa/ments. Lurki ng
behind the terms of the reschedul ing agreement is the
sln ister fact that it would indeed be difficult for the
country to rebound from the previous depression. While the
general picture of the balance of payments has improved
since the reschaduling agreement was effected, a closer
inspection of the balance of payments will reveal that the
current account continues to post negative. And as pointed
out earl ier, the agreement has just put off actually paying
the debt for some later date. At best, arnother crisis seems

to be looming in the horizon.



8 thout doubt , ue mago itude a :«e’l :; the
—re a .. e zflle: 1« :r ths5 countre= 1 debt problen* has
wswned ctive di= us=;onf ar.d heated debates ori tte issue
Qu'te rtear 1y, ii the Ph*i:ppirues is to escape from the
gjadlii-e it is now ir;, an alterrative debt strategy to the

Aqu inc government's or~ic:a‘ position must be adop ted.

Indeed, it has been po’-ted out that the Phil ippines
pro ides 5 str ong case fs; substan 1lal debt relief,
par ticuiar 1; amor g lower middle incorr.e coun tries. In
internat or.& d'scussions, debt "m’ief tor countr ies has
been suggestad uoder the follow'rg conditions: (a>
unexpec ted significant ;ncreases in the debt burdens due to
exogencus shnrps, (b) ’ow per capita incories, \c) the
absence of a threat to stabtlity of the international
financial system, <d=> little prospect of the resumption of

debt seryice w thout an unacceptable wel fare cost, <e) poor

use of the 1loans, <f' irresponsible lending, <9> doubtful

e j tirg. cf t'e ge ®wrnrent th«t contrscted the loans, and

S r*-~-m=1 he part of 1enders to e<tend further icans
upper t of an e,.:;jus’mar.t program. It is worth noting ho?

rar.> cf theoe sc: c.tiers are actuwa’ly met by the country,

t-:s s eer: the 0 :he case for dabil relief.

:re optiers for an alterr.ative debt pol ic/ leading
*0 debt rel ief ranoe from demanding new money
ties, to debt swaps, to '®aryin3 degrees of

wions, to moratoria and limiting payments on the

22
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uaem rf tr -ou rrr>s r_a 3o city .o py

jji .- p-] m~ op" '"P's will 'rr fact mater > i: the

*~jner< !mil1l1:r: tic3l»y dOpend cm the po, r ca! tv; i
> | jent, = : of mO-stfiding and su/{

r j-vj pCOP le for th©s© pel icies and the ©v©1 of
international solidarity and common actions worked cut by
the iountry with other debtcr countries Foilowing is a
-j;mrums ion of the generamfeatures ofeach of the poli cv
opt ons, and an indication as to who theproponents of each

of these po_itionrs are.

Perr;and:nQ new rone m facilities . “The least radical
among the alternatives is to demand new commere ial loans to
cover at least the estimated fir.anc .r.g gap of '£7.7 bill ion
for the period 1987-92 as projected b> the National Econaric
Deoelopment Authority. The idea, is to minimize the outbre ak

nf anOther fore gn excharqge crjsijs w:thin the per jod

specified. However, the request for this new money facility
wi 11 still amount to ar, 3.7 hi 1lior net outflow to off ioial
and comrrere ial ere:i tors. A stronger positjon wculd be the
TR S te e s sy ente . w0 Ze o Coiin e e e

Nat:onal Eoonomi c Development Autho-ity s estimates, wj,1
et i1 a5k inog fooor a0 d it on 3 1 1o a0 ez 0 f so0om e + 1 2 b iII on
h s f 11 poroov [ so0omoe bow B F 0 o 0o thoe it noaot o ioon a1 reos e v e

to o ak-a I L I | is s U opop e toe d W oitoh tohoe [ T R T T A foo e i g

The arguments in favor of this pel jcy opt;on won 1d be

w,r P€-1q:rj, F;rst, th:s is cbviously a leas confrontational

S to adop:. and wou s therefore .. su. .., to a
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re-L*r nment whose potliticat will is not yet very stror9 and

where poputar support for debt ceil sn9s or moratorja is

-.till weak. Secondly, it is clear that the new loans will
ko_wpneg f t -lure the T.ore substantive for-: cr, exchange
outflows from the country. In this sense, it is considered

bm it= or oponents as a wise move as jt ail ows the country
some bre athi nq space in the hops that output and exports
qgrow so that the country can beiier afford to pay its debts.
Finally, arid even more important than the second reason, the
proponents of this option glean from this de facto bank debt
restruc tur snq that the wave of the future is more and more

towards debt relief and “forgiveress

The disadvan tage for the country of this parti cular
optior would be as follows. First, while speculating into
the possibility of debt relief being granted in the future
would tend to encourage fur then bonrowing, if debt releief
does not occur within the next two decades, and if external
markets and/or domestic pol icies do not encourage high
export growth or reduce import needs, then the debt problem
:3 only postpone J to some future date, certaini/ invo,ving
bigger interest paymnents and targer outfiows. Moreover-,
while bank debt restructur ng may have worked for Mexico and
Brazil, the truth of fhe matter is that the export sectors
of both these countries are far stronger than the
Phil ippines"” own and therefore there is less pre=z-u-e for
them tc borrow for servicing interests. And sadly enough,

thi s option fails to keep the stringert austerity measures
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of IMF conditonal it/ at ba/, and wi th it, domestic econon:c

se 1If-reliance .

31 een the fundamental premise that all Iloans will be
repaid in due time, ;t is to this policy option that many of
the more conservative grcups would subscribe. Qui te

obvi ously the coun tryys debt negot iators have pinned their
hopes on greater concessions in terms of bank debt
restructuring agreements. Unfortunately, the heads of the
country's negotiating team lacked the agressi veness oftheir
Latin American counterparts and gave in easily to the
commercial banks. In part, this can be traced to the fact
that both the Central Bank Governor and the Finance
Secretary then were also of the big business sector inthe
country and whi le technically on leave from theirprivate
busi nesses, had very cl ose relationsh ips wi th the
transnational bank s. Byextension, thegreater proporti on
of bankers in the countrywill recogni ze this option as the

best among viable options for the country.

Debt s-waos . In the Philippine context, the debt swaps
be ng consi der ei' are of several typem= ;he e include t,,e
debt-to-equity swaps, debt-to-development swaps, the less

known debt-1o-ccrmervation or debt-fur-nature swap

debt-for-bonds swaps, and the notoriously popular
ip~ f_pr_Mg LctZBE <%r|be - Ea<_—5x off these shall be considered

in detail below.

The Standard swap is the debt-to-equity swap.

Essent idlly, it involves a would-be investor buying
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discounted Phil ippi.ne debt papers in the secondary markets
and having them encashed at fmce value in Toea! currency.
This has been made operant n the country under the Centra;
Bank Ciretitar 1111* And it has also been made to dovetail
iAjth the 9overriment = privatization prcgram, particutarty of

non-perforrning assets.

The government obviously sees this option as a

convenient way of reducing the debt burden. However, only a
small fraction of the debthas been traded in for equity.
Mor eover , several pr ob lerrsar eapparent. Most objectionable

is of course the fact that the scheme subsidizes foreign
investments and contributes to the de-natioanl iration of the
prcnomy. The scheme gives undue advantage to entities with
fore ign currency availabie for investment in the country, to
the detriment of course of the local entrepreneurs. Not
only are the investors* costs lessened, they are also
afforded windfalls on future profits. In addition, when the
debt papers are liquidated with the Central Bank, there is a
bio tendency to create inflation since most debt papers are
owned by the government, having assumed most of the

cojntr =s foreion debt. Al=po, it all ows a rather convenient
though legal means by which Marcos croni es can buy back at
di=counted rates ror.-perfarming assets repossessed from them
by the Qcvernment in connection with the foreign Iloans

all ached to these assets. Finally, debt-10-equity swaps may
generate an increase in the immediate import demand of firms
which may parti.ally offset the debt service actually saved.

This is particular!y true sinee Central Bank Circular 1111
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gives prior ity fo debt-1o-9qu!t> swaps ahere the pesc
na>.-»ent -for the debt paper» are to be used for the purcha

of capitai goods, much cf whi :h are impor ted

The other va iants wolld be the debt-1lc-development and
the debt-for-nature swaps. Invoking essentially the same
principles underlying the debt-1lo-equity swap, the
debt-1lo-deveopment swap irvo;ves an e>ter nal body buying the
debt papers and turning this over to development NGOs in the
country. The same dangers of negative external payments
apply unless the external agency purchasing the debt papers
provide the hard currencies for all of the import content of
the programs to which the moneys are directed. However, in
cases where there is little or no import content, and the
country was previously servicing the debt papers bought,
there can be substantial foreign exchange savings in both

the long and short run.

While the more conser vat ive grcups would tend not to
dr aw the fire |line of distinction between these two var ian ts-
ar d the debt—to—equi ty swaps, these swaps may in fact be
useful, particularly in the arena of building the capabjlity
of development TIGOs- mn the country. But these nma.> be
diff icul t to structure - they may be even be blocked on
technica’ ties - jnd like’ jhood of substantially reduc ing
the debt burden through these types of swaps is si jm. Qui te
ctviously, the sector that is most enthusiastic about these
typee of swaps is the non—government and private volunteer

sector .



Still another van art of debt swaps would be the
Mexican model for debt-for-bonds swaps. Again this type of
swap follcw = the principle of investors purchas jng the
discounted debt papers r secondary markets. In return for
tteir investments, the receve the full value of the loan in
the form of bonds issued by the debtor governments that are
backed b> some industria’ized country. In the case of the

Mexican debt-for-bonds swap, the Mexican bonds were supposed

to have been backed by US bonds. For the scheme to work,
the transnational banks will have to voluntarily accept the
terms of the swap. Hontever , the Mexican experience has

demonstrated that this has not been the case, however
attractive the options may have been. While the
debt-for-bonds swaps have as yet to be consi dered for the
Philippinee, cther debtor countries should consider the
option in qgreater detail and possibly demand for alternative

solutiona along this line.

A final type of debt swap in the Philippi ne con text
would be the debt-for-US bases swap. The presence of the
US bases in '"he ccuntry and the rather conven ent timing of
~h#r?qg* 1 at *ons for a ranawa of the bases agreement has
hri'jr*\ 4ortr a rather jnteresting type of debt swap .

"nit ally raw sed by a prominent businessman closely
.dentified <gth the depased dictator, this type of swap
3]ue= actually trading the country's fore ign debt, or at

least a signixicant portion of it, for the cont inued

opera tions cf the US bases facilities in the country. By

23
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design» the US government would take charge of servicing the

debt in 1lleu of rentals pa/afe to the government.

This pol icy opt! an is quite controversial . The
c:rservat:ve, pro-bases secto-s of the country have hailed
this proposal as ingeni ous. However, conservat ives who do
nJt nect ssar ily support renewing the bases agreernent wou 1d
tend more to explore the option of bank debt restructuring.
For their part, the popular movement and the national ists
object to the proposition, charging that nat ional sovee ignty
is not for sale. They argue further that for a Third World
country that has perrenial trade and external deficits, this
may lead to a permanent economic blackmail that will make
the Phil ippines more and more dependent on the United States-

ard other countries that share its world interests.

Total repudiation of foreion loans. The most drastic
measure with respect to debt releief for the country would
of course be the total repudiation of foreign loans.
However, the option to repudiate all foreign loans s
carried by only a small segment of the population. More
parti :jlarly, the position is shared among the more radical

labor qrcups in the country.

The case agajnst total repudiation is completely
pragmatic. Any repudiation by the debtor countries would
ppqiiQpo the creditor banks and even the Fir =t Wr1l
countries to retaliate. Any coordinated effort among the
top debtor countries would cause the collapse of the entire

:nternationa’ financi al system. However, the big Latin



gT~r Cecr dE tr-s e quite far from crganizing a ser ious

debtors car tel, let alone planni ng * ooncarted repudiaticn

of their 1loans. As far as the Criilippines is concerned, if
the country were tc eepudiate unilaterally, it would have to
deal w:;th the pol itical, financial , 33 well as other forms
of pressure that will most definitel y be exerted by the

cred it or banks and countri es. Li kewise, it is important to

remember that many of the bank= have increased their
capital izations, making any unilater al repudiation less of a

threat to them in the time being.

Sel ective re pudi at ion of onerou and fraud-tainted
lpans. It is a known -fact that the bulk of the country's
foreign debt was transacted during the Marcos regime to prop
up a dietatorship that was notorjous for its wasteful and
corrupt practices. Indeed, many of the loans were wasted on
useless projects or pocketed by the cronies through

ki ckbacks and lavish payolas and hidden wealth.

The loans attached to the Bataan Nuclear Power Plant
ep;tomi zes the =piri t behind the popular sentiment for a
se lective repudi ation of the country"s foreign loans. The
Bataan Nucleer Power Plant deal was a billion 1oan
des:gr.ed to finance the ccnstruction of one overpr iced

nuc lear p: -e~ plant atop ar earthquale fault and besi de an

active volcano. It also involved a well-publicized
multimillion dollar payoff by West inghouse to Marcos crony
Herminio Desi ni to secure the bid for the project. Despite

the popular .-esi stance to the project, construction began.

The plant, however, has not yet begun operati ons. And



neither .-'ill it as the Aquino go,ernrrent has taken on the
pcs t on of mothball irg the project. However, the country
continues to pay upwards of $300,000 daily on interests -for

fhe or gira' 1loan.

It is indeed a pity that Pr-esident Aquino -failed to
seize the oppor tuni ty open to her government irrimediate ly
-foil owirg the February jprising in 1986 to demand that
investigations be made into the loans incurred by the
prei ous government and to further demand debt reduc tion
based on the results of the investigation. The Aquino
qovernmient*s popularity was at its peak, both
internationally and domestically, duri ng the first few
fi;onths of office. It would not have been difficult tolobby
for popular domestic and international support for this
position. The non-payment of these loans could also have
been tied to the freezing of the assets of Marcos and his
cronies. A deal wi th the commercial banks might have even
facilitated the recovery of these assets in Europe and the
Ur ted States, especially if the banks were offered a share

of the assets as partial payment for the debt.

Even if the above scherre had not v®rked out, the
uncoverirg of muh infcrtiation concerning the possible
ccllusicn and suspicious deal s between transnational banks
and Marcos cronies should have given the Phil ippine
neqot iat ng tearn enough 1leverage to win a L-etter deal for
the country in terms of rescheduling the principul payments

and requests- for new money faciljties.
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Fhe -pt;on tc selective! y r ?pudiate onerous and
t-aud-tainted 1cans wolllc have and can still prov jde the
country wi th substant al debt re! ief arid afford the country
w:rr Add; - #50 erces that can he directed to achievir
econoti.c g-_ th and de elopment. However , immediately

pursu ng thls policy opt on requires a strong pol jtical wi 11

on the part of yovernment. Not only will the government
have to defend the position to the country s creditors, it
will also have to go through the process of identifying

which of the 1loans are classifiable as onerous and fraud-~

tainted.

Full disclosure of all 11loan transactions from the
Central Bank is required. And while the Central Bank
Governor has ir provided Congress with a five volume
report on all transactl ons, the data requ ire further
processing into a form that is easily understandable. There
are few sunmmary tables provided; and the manner by which

the data can be of some use in establ ishing the nature of
the 1can transactions is hard!y known to those outside a
ver> small circle in government. lear 1y, more purposive
efforts by interested anti concerned parties both wi thin and

without gover nment ill have to be directed jn this area.

Despite the seemingly difficult and complicated
drocesses involved, the option to selectively repudi ate
onerous and fraudulent 1loars is quite popular . Certain
spctors of business, the workers, peas-ants, women, youth,
studer 11-, overseas contract tvorkers, suhstantjal segments of

the academe and profess loral s, arid multisectoral mass
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organ :zatic = al1 reer, to be adMocat .ng -for this particutar

optl on. Ir most :ase=m the oall is tor selecti ve

rhpue ation al ongsi de the deniand -for repayments of al { other
oans o the bas s on the courtrys capacity to pa>. This

relates cl osejy wi th two other potlicy options, the 1ast two
ct the var jous policy options that -figure in the debt debate

in the country.

Morator ium on payments. The pel icy option to
temporarilty haltt payments may either be Hormaltily announced
or tacitly implemented by the debtor country. In 1983, the
country formally requested for a moratorium on loan
payments, as required by the extreme economic condi tions

prevail ing in the countr, at that time.

Given the widely-held sentiment for selective
repudiat ion of onerous and fraud—tainted 1oans the
mor ator iun option has been r-aised within the specific
context of the time required to establ ish whcih loans are to
be repudiated. Tne call for a morato-iun is perce ived by
ite a d ocates as a means by which the creditors can be

:alied in to facilitate the process of estabitishing which

- nc 5r.9 r, Hort to be repudiated. At the same time, it is
a} 9 good ooor tunity to demand for concessi ons such as the
jn:+91jz ticr of “terest payments or imposin9 debt

11!nq

L;mitino Oayments on the basis ofthe countr, s
J_;{y_+_r-3%_;*-e iptprpst payments for commere ial debt

and the p rincipal payments ofthe countr, s loans as
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prese~t'y rescheduled pose ery clear and jmmedijate threat
td econcmic recovery and growth, If, as the banks say there

are .ust no more net funds for Ilending the Third World

coun "hillpp :n%s nay to reduce its
debt burden :y putting a cap to the debt service it will be
pay ing. This option is much more feasible than what most

analyses would credit it to be.

If at all, a cap on exports payments on the basis of
the country's capacity to pa, as measured ina percentage of
total exports would serve a three-fold objective. First of
all, it presents a clear and simple alternative to the
current government policy of paying as much as possible.
Secondly, it insists that priority be given to economic
growth and development over debt servicing. And finally, it
fcmges an efficient 1ijnk be tween the caplacity tminplurt and

export and acceptable debt service levels.

For the Phil ippines, in order to avert the onslaught of
another 1likely forei gn exchange sis, a reducti on in the
debt payment is required for the period 1987-92. At the
very extreme, a complete debt moratorium may be resorted to,
vii‘e s:, 11 am=.m.ngq that net transfers and all loan inf lowi
wcu:d stop and tne net outflow of direct investments would

$i bl Th iit woulc be a fure ign exchange
ejrplus of $3.1 bill ion. A more practlc able position woul
him ] imiting payments to 1C percent of merchandise exports,
in which case net transfer s would be reduced from $3.1

bill 'or to $2 bi*1lion. And assuming that net direct
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; 41 tments would be zero, there <car still be eXpeeted a net
scrp lus of $1.94 bill ion.
7he gains for the country are obv:ous. The savings can

gqe deployed to fi.eance other equally pressrig development

concerns in the country. Th;s would inelude, among oOthers,
.aerar ian reform, the creation of new jobs and the del jvery
of basic social services. In part, this accounts for the

wide popularity of the option to pursue a 10 percent cap on
debt repayments. More importanlly, as mentiored earlier,
economi ¢ qrowth and development in the country is given a
new lease on 1life, Of course, the longer term implicat ions
are clear: there will be a need to restruc ture the
country's debt portfolio to insure that the debt burdens do
not again become untenable past the 1987-92 period for which
the 10 percent cap on payrnents may beeome effect ive .
Failing this, the option would again simply mean postponing
debt servicing to a future date — in this case, to post—1992
- so that any gains made over the short-run will most
certain get reversed with the sudden increases in the debt

burdens.

ftt the same tim other costs cf the 10 percent cap
option may not fully reflected in the estlmated £1.94 net
surplus expected. For instanee, the banks' refusal to open
letters of credit may affect the re lat ive ease cf
export—import trading. ftnd foreign investment declines may
affect certain other areas of the economy. But sanctions
froii ccmmereial banks need not necessar ily be ser ious, as

the case of Peru would seem to indicate. Foreign investors
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av rice .Ilth the banks but it wou’ e pne=umptjous to
- |:__j. iKsi the / wouid immediate "> es simpiy because
debt ceil :npi *vi leen

would be more ser;ous wou.d be the possi ble
H:ui=tons that such a move woulid create within the country

ptf' por instance, big bus >nhess and domestic banks have
alwa:/s been dealing citosely with the multinational banVs and
mfore ign investors. These soctors have, tor obvious reasons,
hppr( ppc.i ting any radical solution to the debt probiem.
Should it happen that the Philippines imposes a debt
ceil ing, an®* maitfunctioning of the economy such as trade
defieits and price infiation wouid immediately be traced
back to the debt policy. The alliance of big business, the
rmultinational banks, muititateral agencies and foreign
investors may have tremendous bearing on the country. It s
therefore important to underscore the need for a strong
pol itjcal will from the government to effect what to others
may seem like a radical debt potlicy. It is important to
generate strcn3 popular support from a1l sectors of the

coun tr to sustain and f jght tor the pojicy.

h va: rt of the policy ?rcposal for a 10 percont cap
has been for fixing the debt cei1ljng on ret deb =mmrviue,
thus provicn an ,nlcn. for row credits. If the ceiling
ls expressed as net debt service 8F net resource transfers,
the higher amounts in which the new crOdits wflow into tfte
country, the hi 9her would be the debt servicing for any

per iod. At same time that this achieves the object ive of



in the country, the propossi a so seems Isss controvorsisl

and less confrontational as well.

Indeed, it would seem that much is to be qained for the
policy optijon to l1limit payrnents, especially where debtor
countrjes work together , coordinate with each other and
support each others* ini tiatives. A common action by a
large number of debtor countr ies may eventually push the
commercial banks and mutilateral agencies to give
concess ions to the highly indebted countries. And the truth
of the matter is these countr ies have a strong leverage
because they comprise a big chunk of net capital exports to

the First World.

The FREEDOM FROM DEBT COALITION proposal. The
anti-debt movement in the country which is a coalition of
var ious sectoral and people's organizations representing a
broad political spectrum has adopted for its official
position a comnbination of various proposals considered
above. The Frredom From Debt Coal ition is uni ted around a
pi atform of three mini mum demands: (a) declare a morator iun
on foreign debt service peyments until acceptable terms
based on the country’s capaci ty to pay are won in a new
reschedui ing agreernent ; (b) disengage from foreign loans
that did not benefit the peopie, particulariy those tainted
with fraud, and refuse to assume parivate borrowi ngs.
Investigate thoroughly government officials, institutions,
and other entities involved ir irregular loan transactions

and prosecute those responsit<ej C limit foreign debt
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curther demando of the Coalition include: <a)
ippo- tion to the Ir'c-lJE condi tione which hamper Fi lipino
Vs oty S0 e it oagy F i1 g e econem it we Tl-obe i thragun
wage restraints and currency devaluations; <b) the
util ization of -funds saved -from debt servicing for pressing
needs such as genuine agrarian reform, Fil ipino-led
industrialization, educati on, health and housing; and <c)
the development of effective options to counter possi ble

retal jatory moves by credi tors.
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Desp ite the re’ative youth of the ar;ti—debt movement in
the country, the Coa'ition has won over the support of the
major multisectoral mass organizations, Strong popular
su: port for the Coa eiticnys program has beengained from the
busi ness and professional sector, the academe, the studentry
arid the youth, workers and peasants, women, overseas
contract workers, the consumers movement and a sweep of
unorgani zed Filipinos who have phoned in, written and made
other similar indicat ions of the ir support. Also, the
Coal ition's posi tion has won over some like-mi nded members
of the Philippine Congress, who have on their ini tiative,
introduced 1leglslative proposals that are attuned to the
spirit of the Coal ition's positione Drawing inspirati on
from the support it presently enjoys, the Coal ition has
resolved to conduct a massive nationwi de campaign to arrive
at a nati onal consensus on the debt problem and a nati onal

resolve to bear the price demanded by a self-reliant

economic policy.
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Defir Irq the E:. -ironne t .Required for an
Alfernatlue D=meiopment 9lra”eqy

The above strategics concern ing the repayment of
forejgn 1lcans are at osat, or.1> pal 1:atives . -ore jgn debts
are but a reflection of a more =r :ous illness that afflicts
the Ph 1l ippine economy. It is hardly 1likely that the
Phil ippines can find an easy way out of the debt trap
considering that for two decades now both trade and balance
of payments deficits have been growi ng and accumulat ing.
This hemorrhaging of fore ign exchange has forced the country
to increeasi ngly depend on the infusion of fore ign loans,

d inyestments to keep the my al ive. There 1is no
justification for this to go on unabated. It is therefore
high time that the basic structural defects of the country'
economy under 1lying the conditions of underdevelopment and
debt dependence be confronted. Foilow ing would be some of

the more important considerat ions.

IHhak ppoductiye forces. A cl oser inspect ion of the
Philippine economy today will reveal a system that is now
completely dependert on foreiqn l1loans and dominated by
multinationals and inefficient local monopoljes. The high
Hpp=fdp fjp g Qpe igH iPflows r'el ates directly to the 1low
alce-added cerponent cf naticnal production, as compared to
the costs cf the inputs and <capital goodsthe country
imp rls. This pesultc ir perennial tr'ade deficits as export
eapnings are not sufficient to coyer the ful | >omtm of the

impopt pequirements.
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1Y w rSe way leal ing

ei jci.ts accumu late over time. Another way
direit forelg> investrne ts so that,

sumably, the cap: ta' that comes in from abroad will

Thus, unless the structure of the economy is altered so
that the product ive forces are increased, in part reflecte d
by increases in the value added component of nat ional
Produc tion uis-a-vis imported inputs, the country's debt
dependent, underdeveloped and perennial-crisis si tuati on

cannct hope to be iidproued.

Ren t-seekers and nmultinational stranolehold. The low
lemel of the productive capacity despite the country's
pi]-pf.dowed natura’ and !Iurrran resource base is prec isely
the fault of those who command owners hip and access to the

weel th and resources of the country.

In the agrjcultural, industrial and service sectors,
big landholdings and big firms are owned by monopolists who
extract super-profits either jn the form of 1land rent

, or

monopoly pricing. The main bulk of their income is
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the i iarfj -r=ff prpducteve industrijal activity
but through k:ckbacks and ownership of some fixed assets- or
thrcjgh the nonopol, privilege over an economic territory

s kin.: at nsome may be called rent. And this is where
crond capita sm has taught the country an important lesson.
Throughout the ccuntry's entire post-war economic history,
the state bureaucracy has been continually used to expand
the moriopoly jnterests of meny a powerful per-son and
conglomerate. This practice manifested itself at its most

ex treme wunder the Marcos regime.

In this game, productivity and efficiency - which are
mpor tant charater istics of a capital ist society - bee ome
irrelevant as efforts are channeled into forging the right
polit ical and busi ness connecti ons. The result 1is a chaotic
economy where even the capitalist rules of accumulation,
competition and free markets are given only secondary
impor tance, or even ignored. Re investment for accumulation
likewise takes a back seat to lavish consumption and hidden
wealth. The mental ity produced by such a systern is a
rentier mentality that blocks the road to genuine

anmepreneursh-p, innova on, dynamism and development.

ie Weak produeti ve forces of the economy brought about

b> the ren t-seekers' hold make it genera.ly easier tor
multinationals in the developed countries to exploit the
weaknesses and inefficiencies of the country's economic

svs tern in order to fur ther their own interests. Within this
context, it is not surprising that key industries such as

Hruo* rr+ A-.rmareuticals. tires, and petrochemicals have
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become monopoly territories of these mu;tinatjonals. At the
seme time that they enjoy '*he benefits accruing to them, the
rqyntp, is itade increasingly vulnenable to the international
lerdinc aqgenc ies that make use of the situation of
indebtedness to sha.ckee the country to their own policy

ppee=riptions.

Lopsided distribution of wealth. A corollary to the
above consideration is the fact that the rent-se ekers$
dominati on has resul ted in the lopsi ded income and wealth
distribution that reinforces the stagnation of the economy

Over time.

A society where the top 10 percent owns more than 40
percent of thHe country s income and wealth cannot be
expected to haye a large enough market to stimulate
efficient and effectiye forward and backward linkages in
Industries. It comes as no surprise therefore that the
countryxs manufacturing sector is heayily loaded in favor of
the final assembly of some luxury products because essential
consumpt ion qoods, and the intermediate and capi tal goods

sectors do nct haye a strong domestic market.

Unders orin q the need for change. If the above
analysis is to be used as the basis for an alternative
d velopmert strateqy qeared towarcs nationalist
induetrializaticrnj then it should also be clear that the
prOrpe=s ppqy |p9= gqqjpg beyond anti-debt rhetoric. The
groundwork to be laid has to be conduei ye to and able to

sjstajn Philippine economic deyelopment. he internal
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Towards Defijn*nu an Al tern at iye
Heye lopinent Strateqy

There are no illusions that any reductions in the debt
«<ppiiji-e burdens of the country wi 11 automatica 11y sol ye al 1
the country's economic problems. But any downward
adjustments in the present debt service burdens will provide
an opportunity to pursue an alternative development strategy
that may initiate the processes leading to genuine economic
growth and development founded on an appreciation of the
particular structural characteristics of the country's

economy.

The call for an alternative development strategy is
anchored on the appreciation that previous stratey jus have
failed to address the structural roots of the country's
underdevelopment and that the current one does not seem to
be better informed either. In the main, an alternative
development strategy must work at building the domestic base
and infrastrucutre of the country s economy to insure that
the environment required for the effective implementation of
a strong development plan is in place. Below, therefore,

is a general program for nationalist industrial ization.

An actiyitst, pro—peoole governmentm Fundamental to
any al ternalive development strate gy is the need for an
activist, pro-people government. Any and all such proposals
wil 1 be reduced to nought if the state bureacracy
implementing the proposals is controlled by rent-seekers.

It is therefore imperative that a system: be devised whereby

officials in the executive, legislative and judicial
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KWjth respect to the issue of agrsr ian reform, the
fundamental requirement would be a land—to—the—tiiller
program, envolving a ceil jng jn hectaraye ownersh jp, the
imined jate reo‘istr ibution of crony, idle and a.bandoned lands,
and the provision of basic support services to the program
beneficiaries. In the implementation of the agrarian reform
program, the challenge is to explore various wavs by which
access to lands is assured the country's agricultural
workers. For example, in developed large 1landholdings where
there are arguably greater economies of scale, the
conversion to state-owned or even peasan t-owned cooperatives
should be explored and the mechanics for the transition to
«<ych a system can be subjected to closer analysis. The
program should also effect a rriore rational distribution with
respect to the production of both cash and subsistence
crops. More active state intervention may be required in
breaking up the prevalent monopoly trading in the
procurement of inputs and in the marketing of agricultural
produce. Active state support for credit and input
subsidies to small peasants should be given priority, most

?spec ially :r Mie early stages of the program.

Many studies point to the fact that agrarian reform
will eventually lead to increased land cultivati on since
land speculatjon and idle 1lands will be minimized.

Moreover, the rise of improved distribution and productivity
in the countryside will spur the development of a dynamic
rural market that will serve as the base of rural

industrial izat ion and the forgi ng of a strong interl inkage
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metain sector o ni and di oor

jffjcient power to cornba.i th§ stron9 monopoliO= that

deniinate the countr>ss eccnom In particular, labor must
be atllai-<d to recover al wage to at least metch jts
product iv Ai;ti-labor "aws and decrees shoul d be

repealmd and repgmaceq witn tair Pracl;ce !llat quarantee the

e L T T « R I I co s LKty s et v ag s _
to healthy and safe working conditions. Aside -from the
redistributive efMleet of these on the dofiestsc market, a
3tisfied and healthy wol%« force will ensure that

jiroduct ivity and output is enhanced

To tnis discussion on agrarian reforil and other

redistributive programs, an additionat!, though p*rhaps

controversial point may be raised. Given the -full impact of

the concentration of ownership and access to resouces by
rentiers, a proposal wei1l worth looking into would be a
revision in the concept of private property and property
rights. Alt houoh the proposal may not tie immediatetly

injp1 Minen ted due to the perce; ved destabitlizing effects it
may cause over the short-run, plans can and should be made
for long-lerm change. Private property, particularly large

landtioldirgs, rea’ eslete, big piants, buildings and the

1ike can be iield i "leasel or custcdial" status. Even the

Cathrd ic Church in the country has come out openly for the
"custod lal" interpretation of ownership. The country's
experiencCs with -=enuesiration demonstrates that ill-gotten

wealth and ill—used resources can be expropriated by the

49



di
tate. But the same e. per-ience unfortun*lely has also

hinwed that 'hese sequestratjons can also be rent-eeeking
activities -for the new bureaucrats and power--, that are.
The 1leveijs of wastage anu corruption under the Marcos reqime
poses e constant challenge to recast popu lar thinking about
the absolute right to property. This bears significant!y
ijpgd the people*s access to the countryys othen natural
endowments whijch include among others, mineral , forests, and

aquatic resources.

A strong development plan. Given the ren t-seekers'
hold over the economy as wel 1 as its monopol y—dominated
struc ture, it has become fairly common to overreact to the
Marcos regime's overbloa ted arid corrupt bureacracy . The
popular sentiment has veered in -favor of having the state
withdraw from most economic activities and allow the market
to decide the allocation of resources. However, this may be

a tragic mistake.

Every developing country that had any semblance of
economic success had a comprehensive long r"o and short—un
economic plan. This 1is prec isely important in determining
‘hi* direction of investments that should be undertaken since
markets cannot adequately predict future prices and
har:;inys. Thus a comprehensi ve and de tai leo' pi an for the
various sectors of the economy should be drawn up. Thi s
plan snould strive towards enhanc ing the value-added snd
processing of the country's exports and the development of

intermediate and cap;tal goods industries over the long-run.



51

This 5 of course crucial to the sustainability of the

iountr >ws ecorcxny gjven the ouerarchijng enuironment of
pt prnal debt reconstruction. Wh3teuer the externe.! debt

r3.teg>~ adop ted is, there is the assumptjon that the
couritry has a strong exports base bringing in the foreign
exchange needed for- payments. The specific content of the
country's export sector should be !ooked into in greater
detail by governemnt as the low value added of many of the
country's exports make them vulnerable to the drastic price
fluctuations in the international markets. Also, present
exports are dependent on agro-mineral produc ts and on
manuf ac tured products, the inputs for which are mainly
imported. Again, this reflects the structure of the economy
that is highly dependent on the importation of intermediate

and capital goods.

A strong development plan that del ineates publ ic
particiat ion in the economy, defines long-term targets, sets
priorities, directs resource allocation, and provi des the
appropr iate incentives and/or sanctions is what is required.
The strength of state planning in Japan, South Korea and
some ASEAN countries explain partially their relative
successes in the transition to high value—added
p}:por t—ur iented and self-rel iant economies. As indicated
earlijej=, the staters role in economjc development s an
acti ve one\ the state shou ld not just be a passive market

arbiter

An ti-iTionopoly dr ive . In al 1 sectors of the economy,

there must be a drive against monopoljes for this is where



the rent seekers and multinational hold on the economy is
M™qj fEgtgd - Mojiopolies that are not "riajural monopolies™
should be dismantled and the free entry of firms to these
industries should be allowed. For- "natural"” monopolies, the
state should either closely regulate these sectors and make
sure the firm has a broad base of ownership or national ize

them if the expertise 1is ayaiTable.

A related concern would be controlling and regulating
the operations of multinationals in the country. Given a
detailed and comprehensive economic plan, planners should
del ineate areas of the economy where multinationals can
still participate in the country's economy. Generally,
transnationals may be allowed to operate when they can
provide access to foreign markets which would otherwise
remain inaccessible to the country, where they can provide
the scarce capital in areas not ventured into by domestic
investors, and where there is some technology the country
lacks but may wish to access. Even then, multinationals
that are permitted should be regulated becuase they usually

tend to come in wi th monopoly power.

Promotion of science and technology. Any successful
self reliant growlh should develop research and development
attuned to the 1long—fun economic pians of the government .
The modification and irnprovernent of the imported
technoloqies to suit our gdarticular needs and conditions, as
we 11 as product and technological innovations and changes
that are consistent wi th the overal 1 economic plan should be

implemented. A different set of laws regulating patents
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is more conducive country's needs should be

The state should appropriate

expenditures development country's

technology, and upgrade the domestic capabiljty for research

and development. an economic pian may only be as

good as the technology and scientific knowledge

supports
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Situating the Philippine Debt Campaion
in the International Se 11l ingq

The Philippine debt problem is only appropriately
considered wi thin the context of the debt problem of the
deve lop ing wiorld. As the country exerts efforts to draw
attention to the particularities of its debt problem and
lobbies for an acceptable debt reconstruction package that
is consistent with economic growth, both inspiration and

support can be drawn from sectors of the international
community sympathetic to country's proposals. In this
endeavor, external support can come mainly in the form of

advise, promotions and publ icity for the main themes and
issues of the problem, and the provision of data and other
supports requested by the country within an authentically
Philippine context so as not to undermine the country's
sovereign right to determine the course and directions of

its own future development.

Within a broader context, voluntary organizations and
institutions concerned wi th and involved in Philippine
development, the econonjic development of the South, human
rights concerns and tne global debt crisis are enjoined to
familiar ize themselves with the Philippine foreign debt
situation and identify how this relates with their own
concerns. Uherever possible, the country would appreciate
opportunities to continually promote and publicize its debt
situation. The coordination of all such external support

and assistance to foreign-based Filipino nati onals wiorking

54



i fj.e debt problem will also go a long way in the pursuit

N 3 more lasting and permanent solution to the problem.

Presently, the Freedom Frormi Debt Coalition has already
been drawing tremendous inspiration from all the initiat ives
towards comprehens ive debt reconstruc ti on for developi ng
countries at the international -front. As the Coalition
continues with its efforts to forge a national debt policy
and a strategy for its implementation, it pledges its
efforts towards the common search for humane and practicable
options to the debt problem and itssolidarity with all
peoples working towards the processof genuine

democratizat ion in the Third Worild.

May 1988



Table 1

Total Debt and Per Capita Debt of the Philippines

Total Population

Year millions) (millions) Per Filipino
1965 599.50 31.99 18.79
1970 2297.00 36.70 62.59
1975 4939.00 42 .10 117.32
1976 6768.00 43.30a 156.30
1977 8069.00 44.50a 181.33
1978 10694.00 45.70a 234.00
1979 13352.00 46.90a 284.69
1980 17252.00 48.10 358.67
1981 20893.00 49.25b 424 .22
1982 24677.00 50.43b 489.33
1983 24816 .00 51.65b 480.46
1984 25418.00 52.89b 480.58
1985 26252.00 54.16b 484.71
1986 28256.00 55.46b 509.48
1987 28560.00 56.79 502.91
a

By interpolation

b

Assuming 2.4% annual population growth rate.

Sources: Central Bank of the Philippines
Philippine Statistical Yearbook, 1987



Table 2

Debt Service 1iIn the Eighties

Phi lippi ne

Debt Service Merchandise Debt Service
(in billion S) Exports as % of
(Billion S) Merchandise Exports
198 1 2.186 5.722 37.900
198 2 3 .050 5.021 69.700
1983 2.725 5 .005 54.400
1984 2.886 5.391 53.500
1985 2.921 4 .629 63.100
1986 3 .000 4 .842 62.000
1987 3.128 5.122 61.000

Figures oertain to January to November 1987 onlv

Source: Central Bank of the Philippines



Table 3

GNP at Constant 1972 Prices and Per Capita Values

Growth Rate

GNP Growth Rate GNP per of GNP
(in million nesos) of GNP Capita Per Capita

1981 96041 3. 60 1939 1.15
1982 97539 1.56 1921 -0. 93
1983 9861 9 1.10 1895 -1 .35
1984 91644 -7 .07 1718 -9. 34
1985 87766 -4 .23 1605 -6 .58
1986 891 15 1.54 1591 -0 .87
1987 93617 5.05 1632 2.58

Source: National Economic Development Authority



1980

1981

1982

1983

1984

1985

1986

1987

a

Table 4

Current Account and Balance of Payment

Positions

in the Eilghties

(in million of dollars)

Merchan- Merchan-
dise dise
Exports Imports
5788 7727
5722 7946
5021 7667
5005 7487
5391 6070
4629 5111
4842 5044
5720 6337

Current Account
+ Net Transfers.

Source:

National

Merchan-
dise
Trade
-1939
-2224
-2646
-2482
-679
-482

-202

-1017

Non-

Merchan-

d ise
Trade

-399

-309

-1040

-740

-823

0

757

-76

Current
Account3

-1904

-2061

-3200

-2750

-1116

-103

996

-539

Balance
of
Payment
-381
-560
-1621
-2068
258
2301

1242

264

is Merchandise Trade + Non-Merchandise Trade

Economic Development Authority



Table 5a
NATIONAL GOVERNMENT EXPENDITURE PROGRAM
n/ SECTOR. OBLIGATION BASIS. >977 to 1986
(In- miliion oesns. at constant. 19?72 Drices |

RTIOUIARS 1977 1478 1979 1980 1981 1982 1983 1984 1985 1986
irvices 4022 5237 5292 5074 5937 4938 4087 2389 2744 2618
ire fib9 1284 589 800 1025 1131 920 590 597 640
. trade, labor
ourism 312 448 396 456 873 662 49h 238 234 177
5 and
structure 2841 3528 4306 3819 4040 3145 2671 156! 1912 1801
vices 2153 2495 2658 2728 3395 3245 3134 2245 2273 3195
n 1382 1871 1604 1684 1836 1865 1631 1361 1516 1574

441 449 501 486 548 821 847 401 414 530

ecuritv and welfare 207 2"5 231 252 603 360 369 241 234 891
and comraunitv

oDmer.t 81 131 322- 326 408 399 487 242 110 200

2297 2118 1963 1738 1723 1730 1699 1102 1202 1161

iblic Service 1826 2151 2295 22717 294] 2890 2788 1916 2079 2226

ice Fund 2.3 948 1137 1252 1232 1423 2199 2606 2768 4051

endi tures 11222 12970 13344 13069 15229 14228 13907 10258 11066 13252

biiidpine Statistical yearbook 1987



particulars

iioiic Services

(frimiture

ladusrrv. trade, labor
and tourism

ijtilitipc and
infrastructure

rial services

Miration

Health

Social security and welfare

fiousin? and community
development

leferse

Meal Public Service

ifit Service Fund

‘@l Emenditures

1477

25,31

19.18

12.31

4,30

1.85

0.72

20.46

16.27

8.24

100.00

Table 5b
PERCENTAGE SHARE

NATIONAL GOVERNMENT EXPENDITURE PROGRAM
1977 to 1986

1978

27.18

19.24

12.88

3. A6
1.89

16.33

16.58

7.31

100.00

1979

39.65

A Al

32.27

19.92

12.02

3.76

1.73

2.41

14.71

17.20

8.52

100.00

BV SECTOR, OBLIGATION BASIS,

1960

38.83

3.49

29.22

20.87

12.73

3.72
1.93

13.30

17.42

9.58

100.00

1981

38.99

26.53

22.30

12.06

3.60

3.96

2.68

11.31

19.32

8.09

100.00

1962

34.71

22.81

13.1!

4.37

2.53

2.81

12.16

20.32

10.00

100.00

1963

29.39

19.21

22.53

11.72

4,65

2.65

3.50

12.22

20.04

15.81

100.00

1984

23.29

15.22

21.88

13.27

3.91

2.34

2.36

10.74

18.67

25.41

100.00

1985

24.79

17.28

20.54

13.70

3.74
2.11

10.86

18.79

25.02

100.00

1986

19.76

4.83

13.59

24.11

11.88

4.00
6.72

16.80

30.57

100.00



1977

particulars

(Pile Services

AiricuZure
Industry, trade,
ao tourism

labor

Itiiities and
infrastructure

litial Services

iliacat ion

Health

Social security and welfare

loosine and community
development.

offerse

Rieral Public Service

M. Service Fund

tod Eroenditures

Tabie 5¢

PERCENT GROWTH RATE
RATIONAL GOVERNMENT EXPENDITURE PROGRAM

BV SECTOR, OBLIGATION BASIS.

1978 1979 1480
30.73 0.65 -A.10
07.70  -54.15 15.84
43.67 -11.47 15,03
24.11 22,15 -11,33
15.91 6.53 A.62
20.91 -3.97 3.71
-7.03 11.70 -3.10
18.37 -6.04 9.28
60.85 146.63 1.32
-7.75 -7.36  -11.43
17.78 6,70 -0.79

2,53 19.90 10.11
15.58 2.88 -2.06

1977 m 198p

1481 1982 1983 1984 1985
17.00 -16.83  -17.22 -4] .55  14.83
28.16  10.33  -18,64  -35.87 1.21
91.36  -24.18 -25.03 -51.99  -1.73
578  -22.13  -15.07 -41.56  22.50
2447 -4.42  -3.43  -28.37 1.27
10.36 156  -12.56  -16.54  11.39
1291 13.26 416  -38.00 3.12
139.40  -40.31 255 -34.85  -2.91
2491 -2.06 2001  -50.26 -54.54
-0.90 045  -1.82 -35.14 9.08
2920 -1.74  -3.56  -31.28 8,52
-1.56 1542  54.62  18.50 §.20
1653  -6.58  -2.24  -26.24 7.87

1986

-4.57

-24.19

-5.84

40.56
3.87
28.01
281.49

81.74

-3.41

46.36

19.76



a

Tab]e 6

CASHFLOWS, OFFICIAL AND COMMERCIAL CREDITORS

1987 - 1992

(In S Billion)

Interest Payments
A. Official Creditors

Ri latera 1l
Multilateral

B. Commercial Banks
C. Suppliers’” Credit and Others
MLT Loan Availments/

a
Amortization
b
A.OFficial

Bilateral
Multilateral
B. Commercial Banks
Short-term Capital

TOTAL

NET CASH OUTFLOWS = -$%$16.2B

InFlows

0

Includes monetarv and nonmonetary amortization.

b

Includes IMF purchases and identified

new money.

Source: National Economic Development Authority

Outflows

1.7

20.4



Table 7

FOREIGN EXCHANGE INFLOWS AND OUTFLOWS
1987 - 1992

(I1n S billion)

Inflows Outflows
Exports/Imports . , 50. 5
Non-Merchandise Trade 24 9 24 6
of which: ESF 0.5
Interest Payments 7
-Official 37*g
- Commercial Banks [ iq
- Suppliers’” Credits
and Others i.q
Transfers 3.1 0
of which: Grants 0.7
a
MLT Loan Availments/Amortization 4.2 6.0
Official 4.2 5.3
Commercial 0 0.7
Direct Investment 1.4 0.4
b
Short-Term Capital and Others 2.°4 3.8
TOTAL * 77.6 85.3

GAP = $7.7B

a
Includes monetarv and nonmonetary amortization.

b
Includes monetization of gold and reserve build-up.

Source: National Economic Development Authority



Table 8

FOREIGN EXGHANGE INFLOWS AND OUTFLOWS
ASSUMING NON-PAYMENT OF DEBT

1987 -1992
Inflows

Exports/Imoorts 41.6
Non-Merchandise Trade 24.9
Transfers 0
MET Loan Availments/Amortjzation 0

Direct Investment 0

Short-term Capital andOthers 0
TOTAL 66.5

SURPLUS

$3.10 B

Outflows

50 .5

11.9

1.0

63.4

65



Table 9

FOREIGN EXCHANGE [INFLOWS AND OUTFLOWS ASSUMING 10%
MERCHANDISE EXPORT CEILING ON DEBT PAYMENT

1987 - 1992
Inf lows Outflows
EXDorts/ Imnorts 41.6 50. 5
Non-Merchandise Trade 24 .9 16 .06
of which:

Interest Payments 4. 16
Transfers 2.0
MET Loan Availments/Amortization 0 0

Direct Investment .5 5

Short-Term Capital and Others 0] 0
TOTAL 69.0 67.6

SURPLUS = $1.94 B
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