Development Crisis in the Philippines

FRANCISCO A. MAGNO

WD YEARS AFTER THE FEBRUARY 1986
Uprising which toppled the Marcos regime, the
Philipping ecoenomy under the Aquino govern-
ment continues to suffer from the same
development crisis which afflicted the previous
regime. This stems from the fact that the Aquino
government has chosen lo adopt the same
economic model tor development followed by
the Marcos regime, Such an econamic mode|
subsists on the belief that heawy reliance on
foreign investments and export markets would
spur economic growth, and thus engender
development In the periphery. This calls for no
less than the maintenance of the peripheral
economy’s integration within the global
capitalist econamy,

The pursuit of a dependent form of capitalist
development under the authoritarian regime of
Marcos led not to the development of the
econamy, but to the development of a crisis. it is
doubtful therefore to assume now that the lib-
eral democratic regime of Aguino would be cap-
able of taking the economy on the road to
recovery by using the same development path
used by the Marcos regime in plunging the
country into crisis.

Crisis in the Periphery

According to Samir Amin, tying up the for-
tunes of the peripheral economy to the world
capitalist systerm courts inherent inegualities. He
pointed out that historically speaking.
worldwide capitalist expansion is accompanied
by a growing inequality in the social distribution
of income in the periphery, while at the system's

core, it effectively creates the conditions for a
lesser degree of social ineguality.!

indeed, the ability of the capitalist centers ta
expor crisis from its domain into the periphery,
and accumulate surplus in return, could be
greatly appreciated by looking at the debt issue,
The debt prablem currently facing many Third
Warld countries could, in fact, be viewad as an
outgrawth of the general crisis which con-
fronted the advanced capitalist countries in the
1970s. This crisis of late capitalism was
reflected in a remarkable decline in investmant
growth in the advanced nations. Given the rapid
expansion in liquidity that could not be
absorbed in the center, the international banks
thug came to play the role of pushing funds out
into the periphery of the world system in the
form of leans® The financial centers of the
capitalist world had benefitted heavily fram the
heawvy borrowings in the 1970s made by many
Third World regimes, many of which were
authoritarian in nature. In 1977, Citibank came
out with a brochure entitled The Emerging Role
of Private Banks in the Developing World which
pointed out the endiess opportunities open for
international banks to realize handsome profits
by lending, at high interest rates, to Third World
countres which are constantly In need of loans
due to their chronic current accounts deficits?

With the explosicn of the debt crisis in the
1980s, many debtor countries resorted to the
practice of borrowing to service maturing loans.
In the Philippine case, it is estimated that 70% to
BO% of the foreign debt incurred since the early
'80s have been used to pay Interest on old
loanst
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The Philippine Debt Crisis

The Philippine forelgn debt ballooned from
about 521 billion in 1970 to more than $25 bill-
ion in 1983° As of December 31, 1987, the
Philippine debt stood at $28.629 billion."

The Aguino government so far has taken a
very conventional approach to the debt problem,
Despite the fraudulent character and onerous
terms of a substantial portion of the foreign
loans incurred under the Marcos regime, the
Aquino government has decided to honor all
existing debt commitments?

As a result of this debt policy, a large slice of
the national budget, which could have been
utitized for development projects and social ser-
vices, is being allocated by the Philippine gov-
ernment annually to service the debt burden. In

T

for 48% of the national budget. For 1927 and
1988, the share was 42% and 40% (more than
P&0 B) respactivaly ?

The enormily af the Philippine debt problemis
encapsulized in a Central Bank study which
showed that the debt service burden of the
Philippine government for the next five years
{from 1988 to 1992) would reach up ta $16.907 B.
Interest payments alone will constitute $11.7418
or 69.44% of the total debt service®

However, the prospect of collecting hefty
interest payments does not exhaust the plethora
of reasons why craditor nations and institutions
in the capitalist centers are more than willing to
lend money to the periphery. As Magdoff would
put it, the extension of loans serve as a door-
opener for markets, investment opportunities
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1986, the debl service burden already accounted _

and natural resources.™

In this regard, the IMF-World Bank as guar-
dian of the interest of lending institutions in par-
ticular. and the world capitalist systermn in gener-
al, exerts tremendous efforts to ensure that the
national market of the peripheral economy
remains open to foreign capital and foreign
goods.'!

Due to the lack of political will and the heawy
indebtedness of many Third World regimes, the
IMF-World Bank has often been a crucial force
in the restructuring of Third World economies to
make it cenform to its stabilization and austerity
measures. In the observation of Petras and Brill,
what is called stabilization by the IMF is, in fact,
destabilization to the peripheral economy
{thmugﬁ transfer of surplus to the center), 1o the
working class (through unemploymert and

decline inincome), and to local capital {through
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credit squeszes and I‘ESuEtir‘lg bankruptcies )'?

Continuities in Economic Policy

Immedialely after she assumed the reins of
gavernment, President Aguing reappointed Jose
Fernandez as Ceniral Bank Governor, as if to
emphasize the new regime's unwillingness ta
break away from the economic policies of the
past, In June 1986, President Aguino's Cabinet
approved the Policy Agenda for People-
Powered Development which shares a vary
cloge affinity to the 1984-87 development plan
prepared by former Finance Minister Cesar Vir-
ata and MNEDA (Mational Economic and
Development Authority) Director-General Vig-
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ente Valdepenas based on the policy guidelines
set by the IMF-World Bank."

In general, the econaomic program of the
Aquina government, which hewed closely with
the IMF-World Bank's idea of economic
development, could be characterized by the fol-
lowing features: (1) commitment o pay all
fareign debts; (2) encouragement of fore:gn
investments: (3} debt-to-equity conversion
scheme; (4) privatization thrust; (3] export
promotion: (8) import liberalization; and
{7) wage palicy based on market determination.

Reliance on Foregign Investments

The Aquino government's efforts Lo showcase
the existence of political stability in the Philip-
pines is in large measure part and parcel of its
effers to entice foreign investors to come Lo the
country, as it political stability exists for foreig-
ners rather than for Filipinos, By virtue of this
policy to encourage foreign investments in the
country, the Aguino government is forced to
abandon its rhetorical centrist posturing and
take a clear stand favonng big business at the
expense of labar. In a speech before prospective
farsign investors, President Aguine promised to
look into the possibility of forging a strike
moratorium between labor and management.”! A
banon strikes would infact viclate the Canstitu-
tien which recognizes the right of workers to
unicnize and strike for their commen welfare.

Even if there is political stability, it remains
doubtful whether foreign investments would
really spill into the country in o substantial
amounts, considering the slackening of the
qrnwth rate on a global scaln Thls has een
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“The Philippine economy continues
to suffer the same development
crisis... (because} the Aquino govern-
ment has chosen to adopt the same
model followed by Marcos.”

attributed to the crash of stock markets
worldwide which was precipitated by the col-
lapse of the American stock markel on the Black
Mondsy of Octobar 189, 1987.1°

Debt-to-Equity Conversion Scheme

Cineof the mechanisms devised lor alleviating
the Philippine debt problem is the so-called
debl-to-equity  conversicn program  [Canlral
Bank Circular Mo, 111} which was first
implemented in August 1986, The debt conver-
sion scheme operales in such a way that inves-
tors are allowed 1o buy at a discoeunt the coun-
tre's debt papers fram the secondary market
The debtor country then officially retires the
dent and the buyer of the debl papers uses the
peso proceeds to make an equity investment in
the countng 't

Onece again, this sel-up opens the ecanamy
to greater contrel by foreign entities, Since its
implemantation, approved transactions amount-
ing to S280.9 M have raised foreign investment
by B15 M in 1986 and S166.M in 1987, ar a tolal of
5181 M7

However, it has been observed thal debt-to-
eguily swaps have been discoverad to be very
expensive for the countries which underiook
such programs since they dao not elicit any addi-
tional foreign Tund inflows, Al the same time, the
program endangers the stability of the money
supply and the exchange rate '

Privatization Thrust

The privatization policy is meant to emphasize
the "free enterprise’ ideclogy guiding the
Aquing government, The economy is supposed
to function meore efficiently through the market
mechanism when government is taken out of the
backs of business. In ling with this policy, the

1
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Agquino governmeant has started selling
government-owned and controlled corporations
(GOCCs) ta the private sector. Some 108
GOCCs, with assets amounting to $7.65 B, have
been |laid on the block "

The implementation of Proclamation 50,
which creates the Asset Privatization Trust, has
harbored fears that the privatization policy
would lead to the massive retrenchment of gov-
ernment employess and the further tightening of
fareign control over the sconomy, Such fears
have been proven correct in the case of Cebu
Plaza Hotel which was sold for P328 M by the
Development Bank of the Philippines and the
Philippine Tourism Authority to Pathfinder, a
foreign-ownead company. The sale did not only
result in the transfer of ownership to forsign
entities; the turmover of hotel management
which followed in lts wake likewise led to the
termination of 592 employees. Such incidents
have encouraged assessments within the labor
ranks that the privatization program is an effec-
tive instrument for union-busting.®

In the past, the IMF-World Bank has voiced
its strong opposition over the establishment of
government carparations and monopolies by
Marcos crony capitalists. It should be clarified,
however, that the financial institutions were
opposing the government monopolies during
that time not because they were genuinely
interested in seging through the democratiza-
tion of tha Philippine economy, The IMF's main
line of opposition to crony capitalism centers on
the fact that the domestic monopolists closely
linked to Marcos stood in the way of forgign
penatration of the economic sectors undertheir
contral. With the privatization policy of the
Aquino government, such problems have been
eraged,
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“The Philippine state has TEmamEd
basam”w capitalist in nature..

Export Promotion Strategy

Instead of endeavoring to develop a domestic
market, the Agquinc government has instead
chosen to centinue with the Marcos regime's
export-oriented  industrialization  strategy, By
relying on the export market as the engine of
growth, the government thereby professes its
wish to follow the footsteps of the so-caled
newly-industrialized countries {MICs) like South
Korea, Taiwan and Singapore, However, pros-
pects for Philippine development along NIC
lines is relatively bleak considering the severe
competition for shrinking markets, rising protec-
tionism and stagnating world trade existing at
present. 2

Marecvear, it should be pointed out that unlike
inthe Philippine case where export promotion is
anchored on agricultural development
prioritized over the development of basic indus-
tries, in the Taiwan and South Korean cases,
agricultural and industrial development pro-
cecded simultansously. The remarkable growth
of the economies of these two countries, with
particular reference to its export sector, could
therefore be attributed to their relatively well-
developed domestic Industries with packward
and forward linkages, which is something the
FPhilippines cbviously lacks ™ Al the same time,
industrialization becomes more feasible with the
implementation of a genuine agraran reform
program. This is imperative for the development
of a viable domestic market since 10 million or
45% of the counltry's total work force belong to
the agricultural sector® At the rate the discus-
sions are going on in the Senate-Housze Confer-
ence Committes, the prospects for the passage
of & land reform program which meets the ends
of justice and equity appears to be bleak,
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Import Liberalization Program

The Aquino government has likewise commit-
ted itself to continue with the Marcos regime s
import |iberalization program, which is in per-
fect adherence with the IMF's free trade ideolo-
gy. Under the previous regime, the liberalization
program which was ushered in 1981 delisted
1.027 [tems, The cument program under the
Aquing government targets 1,232 goods for
deregulation =

Glven the Inherent weakness of the protec-
tionist saction of the local bourgeoisie. consid-
aring their historical dependence on state inter-
vantion to protect domestic industries, the con-
tinuation of the deregulation policy would be
pxpected to further wreak havoc on their for-
funes, At the same time, labor would also be
affected by the collapse of domestic industries
In such an event, the Philippine Chamber of
Commaerce and Industry estimates that around
110,600 workers could lose their jobs ™

ulnu's Wage Polioy

The priorities of the Aguine government are
evidently lopsided in faver of big business and
transnational interests al the expense of the
tower classes, especially the workers. While the
government has taken great painsin coming out
wlith all sorts of incentlves for fareign investors,
the plight of the laboring class appears to have
ramalned unheeded. Inher 1988 Labor Day speech,
President Agquino refused te accede to
organized labor's demand for a P10 wage
increase and instead claimed that “wage
increases are not the only means to improve
workers' Incomes,"?

Al present, the employment situation Is not
very encouraging. According to the Department
of Labor, out of a total work force of 23.3 M in
1987, 2.4 M were |obless. The NEDA placed the

Kamirnlnn

unemployment rate at 11.3%, which is higher
than the statistics of the Labor Department, The
underemployment rate, on the other hand, was
placed at 7.8M which is about 33.6% of the
Philippine labor force.

Change in Regime, Maintenance of State

When Aguino stepped into the corndars of
power two years ago, much hope was pinned on
the ability, of har government to break away from
the technocratic economic policies of the Mar-
cos regime, To get out of this cloud ol confu-
sion, It is important tharefore to point oul the
fact that while the Fabruary Uprising of 1986 led
to a change in the political regime, from an
authoritarian to a liberal democratic form, the
Philippine state has remained basically capitalist
in nature, According 1o Jessop, state power 18
capitalist to the extent that it creates, maintains,
or restores the conditions required for capltal
acoumulation in a given situation® More speci-
fically, the Philippine state could be charac-
terized as dependent capitalist In essence
because il Is sustained by a process of internal
accumulation which is highly dependant on the
state of accumulation, financea. markets and
technology in the capitalist center countries ™

Cardoso made a usaful distinction betwean
the concepts of requme and state. A ragima,
according to him, refers to the rules of the game
which link palitical |nstitutions and administer
the relations between the people and the paliti-
cal leadership. On the other hand, he defined the
state to be the pact of domination that exists
among the dominant classes or class fractions
which guarantee their domination over the sub-
ordinate strata)

It is to be kept in mind, hawaver, that while the
dependent capitalist state has persisted (which
expiains the technocratic and elitist economic
program of the Agquino gavernment), the change
in regime form has aliowed for the restoration of
democratic procedures which weuld apen up
these very same programs for wider serutiny by
the public. Within the context of popular strug-
gles, a democratic regime offers greater pos-
cibilities for popular challenges ta the dominant
system of dependent capitalism within and out-
side the state structures,

“However, while the state... has per-
sisted, the change in regime form...
offers greater possibilities for popular
challenges within and outside the
state structures.’

13
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With respect to the debt issue, for instance,
the cause-oriented group Fresdom from Debt
Coalition has been meeling relative success in
getting the support of legislators tor the formu-
lation of a progressive approach to the forsign
debt problem in the country. In the Senate, the
Committee on Finance has responded favorably
to the coalition's proposal to limit deb! servicing
to a certain perceniage of export earnings, con-
sidering thal in 1986 alone. total debt service at
$3.8 B amounted to 78% of the country's export
receipts lor that year The Committee has
already come oul with a consolidated bill, drawn
from Romulo's Senate Bill 13 and Gonzalez
Senate Bill 14, which would direct the Depart-
ment of Budget and Management to allocate
only 10% ol yearly receipts from commodily
axports for foreign debt payments® On the
other hand, more than 20 sclons belonging to
the Houge of Representatives co-signed with the
Freadom from Debt Coalition a press statemant
demanding for alternative approaches 1o the
debt problem.™

In this regard, the debt crsis, as par of a
larger development crisis alflicting Philipping
society could in fact be used as an issue to gal-
vanlza the efforts of people to build a seif-reliant
economy. |ndeed, the debt issue would prove to
be a veritable testing ground for the popular
movements 1o make use of the available democ-
ratle space In the painstaking effort to build a
regime of democracy based on social justice
and popular participation.
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