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Overview

T he  Phil ippine  public  sector m edium  a n d  long-term 
com m erc ia l  b an k  debt  renegotia t ions conclud ing  in 
S e p tem b er-O c to b e r  1989 were in tended to be the 
centre  piece o f  closing a 1989 external resource  gap  o f  
$1.3 to 1.5 bn and  a 1990 gap o f  $0.1 to 0.4 bn. They  
to o k  place in the context o f  a reaff irm ation  by 
President A qu ino  and  her Centra l  Bank G o v e rn o r  and  
Secretary  o f  F inance that the whole external debt 
cou ld ,  should  and  would be paid.
T h e  o u tco m e  o f  the negotia t ions  was two agreed 
targets :

a. $1 bn o f  ‘new m o n ey ’ e ither as m edium  and  long
te rm  (M L T ) loans o r  as 15 year non-rescheduiab le  
bo n d s  at 13/16 per cent over L ibor  to be taken  up 
by Ju n e  30. 1991;

b. $1.3 bn buyback  o f  public  sector M L T  (20 per 
cent o f  ou ts tand ing)  at 50 per cent d iscount 
f inanced by the IM F, the W o rld  Bank a n d  the 
Ex-Im  Bank o f  J a p a n  to take place d u r ing  the 
course  o f  1990.

Background

Phil ippine  external  debt  is in the $27.5 to $29 bn range 
as o f  early 1990. O f  this $13 bn is com m erc ia l  bank 
including $10 bn M L T  o f  which $6.6 bn is public  
sector debt.

O ver  1986-88 annual  net transfers o f  debt interest and 
principal averaged  $1.7 bn o r  5 per cent o f  G D P  — 
after  a variety o f  partial comm ercial  bank  (CB) and  
Paris C lub  rescheduling negotia tions.  1989-92 p ro 
ject ions are for $1.5 bn annually  assum ing  no new 
borrowings o r  renegotiations.

T he  1988 g ro w th  ra te  was 6.5 per cent.  Official 1989 
projections were: with closing o f  the finance gap 6 per 
cent and  w ithou t  4.6 per cent. In the event to ta l  Paris 
C lub  and  regular  rollover CB savings on ou tf low  and  
limited increases in t rade credit may have to ta lled  $0.3 
to $0.4 bn implying growth o f  a bou t  5.0 per cent. 
H ow ever  g rowth in tourism  and  direct foreign 
investment (likely to be reversed in 1990 following the 
N ov em b er  1989 nearly successful coup a t tem pt)  plus 
som e use o f  reserves allowed 5.8 per cent ( tentative  
first estimate) growth.

T h e  ‘pay at all costs and  b o r ro w /g e t  O D  A /b a r g a in  on 
US p aym en ts  for  bases in o rd e r  to  d o  so ’ s tra tegy o f  
the President,  Secretaries o f  F inance  and  Centra l  
Bank G o v e rn o rs  (including those  a p p o in ted  in the 
J a n u a ry  1990 reshuffle) has kept Philippine external 
d e b t ’s secondary  m ark e t  value to 50 per cent o f  face 
a n d  been welcomed by creditors  — comm ercial ,  
b ilateral  and  official. It has p robab ly  played som e role 
in m o b i l i s in g O D A  and  encourag ing  direct investment 
inflows, bo th  o f  which are  significant.  It has not 
secured  new funds in the sense o f  net inflows o f  overall 
ex ternal  resources nor  has it closed the  f inancing gap. 
T he  stra tegy and  the negotia tions  have been the object 
o f  sus ta ined, widely based crit icism in the press and  by 
an um brella  F reed o m  from D ebt C oali t ion ,  which 
groups  academ ics ,  business organ isat ions,  church  
groups ,  labour  and  peasant  bodies and  sup p o r t  
groups.  T heir  main proposa ls  have tu rned  on gross 
debt  service capp ing  (at 10 per cent to 20 per cent of  
gross visible exports  o r  one q u a r te r  to one  ha lf  of  
1986-88 average gross payments),  selective repudia tion  
(o f  up to $6 bn o f  loans inherently  flawed by 
co rru p t io n  the lenders knew o f  or  should  have known 
of), b o n d  sw aps o r  secondary  m arke t  purchases at a 
high discount  and  Paris C lub  renegotia tions on a multi 
year,  long grace per iod  (interest an d  principal) plus 
long payback  basis.  Legislation on debt service 
capp ing  as a m eans to force sa t is factory  debt 
renegotia t ion  terms was passed by an overwhelm ing 
m ajor i ty  in the  Senate  and  has m ajori ty  su p p o r t  in the 
H ouse ,  but the President has m ade  clear she would  
veto it. Som e C abine t  Ministers (now largely ex- 
M inisters)  favour  debt capp ing  and  going into 
selective partial  a rrears  on debt service.

A Debt Council  including som e critics o f  the 1986-89 
stra tegy has been ap p o in ted  by the President,  but has 
few powers and  exhibits som eth ing  very close to a built 
in ‘pacta  sunt se rv an d a ’ majority .  Som e fairly 
imaginative  but small  debt buybacks  (nom inally  by 
g o vernm en t  ow ned  financial institutions,  not  by the 
State) have been carried out. Beyond that pre-1989 
approaches  and  results were very m uch like early post- 
1982 Latin Am erican  L o ndon  and  Paris C lub models.

Financing Requirement and Timing

The initial National Econom ic Development A uthori ty  
es t im ate  o f  the  1989-90 external resource  gap was
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j ,  $2.2 bn. T he  reduction  to  $1.7 bn accepted in the 1989 

I M F  ‘Letter  o f  In ten t ’ was on a ssum ptions  as to trade 
deficits an d  grow th  ra tes inconsis tent with the N E D A  
m odel (an d  on  trade ,  at  least,  with reality).  T h a t  figure 
was cut to $1.4 bn by Paris C lu b  reschedulings $0.1 bn 
above  es t im ate  (100 per cent not 70 per cent o f  interest 
rescheduled) an d  by £0.2 bn on CB rescheduling o f  
1990 principal  payments .  T he  divis ion —  on the IM F  
es t im a te  —  was $1.3 bn in 1989 a n d  $0.14 bn in 1990.

C o n cern in g  the o u tcom e o f  the CB negotia tion, two 
points  s tand  out:

a. $1.0 bn o f ‘new m o n ey ’ (if achieved) and  $0,078 bn 
o f  net interest saving (for one year  as no  funds were 
d raw able  in 1989) on  buyback  does not  add  up to 
$1.4 bn (m uch  less $1.9 bn on the N E D A  estimate 
adjus ted  for o ther  reschedulings);

b. the  t iming o f  flows is inconsis tent with that  o f  the 
projec ted  gap. O n  reasonable  projections, as o f  
O c tober ,  $0 w ould  come in 1989; $250 mn might 
com e in the first h a lf  o f  1990; $400 m n in the second 
ha lf  o f  1990 and  $425 mn in the first ha lf  o f  1991.

‘New M oney’

T he  ‘new m o n ey ’ co m p o n e n t  o f  the negotia ted  targets 
is $0.9 bn for m ajo r  banks and  $0.1 bn for those with 
sm alle r  exposures.  Th is  can be in no rm al  M L T s o r  in 
15 year non-reschedu led  bonds  at the  o p t ion  o f  the 
banks.  Each b ank  can pick the form it prefers and  the 
a m o u n t  o f  its add it iona l  exposure,  i.e. the target is a 
ceiling with no g u aran tee  it will be met o r  even 
approx im ated .

As o f  m id -Jan u a ry  1990, only $0.62 bn had  been 
pledged o r  semi pledged. The  new Secretary o f  
F inance  was on a four  na tion  to u r  to try to d rum  up 
the  balance by a deadline extended from Jan u a ry  to 
the end o f  February .

As the  ‘new m o n ey ’ is significantly less than  principal 
repaym en ts  on old debt,  is too  late for 1989, at 
13/16 per cent over L ibor  is not concessional and  
u n d e r  the bon d  o p t ion  would  ba r  rescheduling, it is 
h a rd  to  see this  leg o f  the a r rangem en ts  as a great 
success even if $ 1.0 bn is raised.

Secondary Market Purchases

It appea rs  tha t  a 50 per cent discount has been agreed 
with the  banks  (under  pressure from the IM F  and 
W orld  Bank who indicated their reluctance to finance 
b uybacks  at the  30 per cent d iscount  p roposed  by the 
CBs). V o lun tary  offers  o f  the  o rder  of  $1.5 bn face 
value, exceeded the purchasing  power o f  the $0,650 bn 
raised from a Fund-B ank-B ila te ra l  consort ium  of 
lenders who financed the Ja n u a ry  1990 repurchase.

W orld  Bank approval  o f  $0.2 bn exclusively for 
repurchase  is the  first t ranche  o f  what the ou tgo ing

C e n tra l  Bank  G o v e r n o r  described as a pledged 
p ack ag e  o f  $1.55 bn to  re tire  $3 bn m ore  o f  debt  at 
50 per cent o f  face value by the  end o f  1991.

T h e  prob lem  with this a p p ro a c h  — which does mark  a 
b re a k th ro u g h  in using  IF I  a n d  b ilateral  loans to a 
gov e rn m en t  to  repurchase  its own debt at a discount 
—  is th a t  it does little  for  the  short  te rm financing gap. 
In th a t  respect the  deba te  on  the  relative merits o f  
d iscoun ted  debt  buybacks  versus collateralised, 
d iscounted  b o n d  swaps is very m uch secondary  to  the 
po in t  th a t  the m ain  gains com e primari ly  on future  
ob liga t ions  — especially for  repaym ent o f  principal — 
ra th e r  th an  on  present  interest payments ,  so they 
c an n o t  be the  m ain  source  o f  plugging the short  run 
financing gap. F u r th e r  if these approaches  are limited 
to CB channelled  M L T  loans to  the public  sector they 
would  cover only ab o u t  a fifth o f  to ta l  debt. At a 50 per 
cent d iscount they w ould  therefore  reduce the debt 
bu rd en  only  by 10 per cent plus the  a m o u n t  by which 
interest on F und-B ank-B ila te ra l  loans used was below 
tha t  on the  re tired debt —  perh ap s  12 per cent in tota l.

Where Next?

In including debt reduction  (apparen tly  only because 
it was s tressed in the  Brady Plan), the  Philippines has 
altered its m acro  renegotia t ion  strategy in a way which 
increases potential  long-term gains. H ow ever  the 
am o u n t  is m arginal  and  the short- term  gains almost 
negligible when set against the financing gap.

It is ha rd  to  avoid  c o nclud ing  tha t  the present 
Philippine s trategy is unlikely to be adequate .  The 
basic targe t  shou ld  be to  reduce net deb t  service either 
to zero (trea ting  grants as well as new loans as offsets) 
o r  at worst  to  10 per cent o f  visible exports . T hat  
w ould  free 5 per cent o f  G D P  and  20 per cent o f  the 
recurrent  budget  for investment,  would  extinguish the 
financing gap and  be roughly  consistent with 6 per 
cent grow th .  This  in tu rn  w ould  allow 1980 
G N P / c a p i t a  levels to  be restored  in the first h a lf  o f  the 
1990s. It w ould  also give som e stabili ty  to debt service 
net outflow  projections and  force longer term , more 
realistic negotiations.

‘Pacta  nul se rvanda  su n t ’ might —  as the Freedom  
Fro m  D ebt Coali t ion  and  Congress  believe — be a 
better  ap p ro ac h  th an  the present one. It w ould  force 
negotia tions a im ed at reducing present gross debt 
service by an average o f  50 per cent and  de facto  put the 
focus on debt reduction ,  as it would  be clear that 
present debts  cou ld  not  be fully serviced within  a 
10 per cent o f  visible export  earnings net service 
ceiling. CB debt  bu rden  w ould  need to go dow n  by 
50 per cent, i.e. subst i tu t ion  o f  50 per cent reduced 
principal a m o u n t  o f  loans (whether  by collateralised 
swap o r  buyback)  at interest rates no higher than  the 
present ones.  Action  analogous  in results, albeit not 
necessarily form , would  be needed on the Paris C lub
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front .  C onvers ion  o f  all IM F  drawings to E S A F  
(which is beginning) a n d  ag reem ents  with the W orld  
Bank  a n d  A D B  to  lend at least as m uch  as repaym ents  
plus interest are  a th ird  c o m p o n e n t  with selective debt 
repud ia t ion  o f  loans in which co rru p t io n  went to the 
heart  o f  the t ransac tion  a fourth.

T h e  1989 CB agreem en t  does not represent significant 
m ovem en t  in tha t  d i rec tion ,  as well as not  meeting  the 
im m edia te  need fo r  closing the  external resource gap. 
It is m ore  likely to  act as a fu r th e r  im pedim ent to 
sus ta ined  rap id  g row th  and  to require  fu r ther  rounds  
o f  in te rm inab le  negotia tions  with the prospect o f  
fu r ther  delays in deb t  service paym ents  but no 
a d eq u a te  reduct ion  in the overall bu rd en  o f  external 
debt.
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