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Ab s tract

Canventional debt strategy claims to be growth
eriented. This paper argues however that sffectively,
growth is treated as a residual after debtr service
requiremaents are met. This is borne out by resulis of

Philippine negotiations with the IMF in 1986 and 13988.

Owing to this, the prospects for achieving the
country's development targets over the medium-term are
dim. Current debt conversion schemes and the Philippine
Assistance Plan may bring only negligible benefits to the

country at bhest.




DEET O DEVELOFPHENT:
FHILIFPINE IMPERATIVES AND
THE CONVENTIeNAL STRATEGY FOR DEBT MANAGEMENT
by

Bolita Callas—-Monsod

I. Tntraoducstion

After the "people—power" revolalion in the Phidippines in

1986, +the restored demccracy found itself facing  seFious
problems: an economy that had contracted by over 15% in the
previous two years lollowing ite debt moratorium with the inter-
national commercial banks and subsequent "stabilization programs"
with the IMF; real income levels down to the level of a decade
‘before: nationwide unemployment of 12% and underempioyment of
38%: double-digit inflation: and almost 60% of families living
‘below the poverty line. The Philippines'exteraal debt was more
than five times the level of a decade befere, reaching 94% ol
GNP, with a debt-export ratio 3.3. Servicing that debt took 34%
of exports of goods and services and amounted to 9.7% of GNP,
6.6% of which was in interest payments. The country’s debt
"service obligations exceeded inflows from foreign creditors.
" This net resource transfer amounted to 5.6% of GNP. Tables 1 *To
4 show data on the external debt situvation of the _Pﬁilippines,
and also compares the Philippine situation with .;thﬂr Pacific

haszin countries.

This paper outlines the directions envisioned under the
Philippines' Medium-Term Development Flan (1987-92) describes the

results of its efforts under the constralnts of conventional



international dett management sirategy and analvzes the

prospects for gustaining economic growith over the medinvm=-Lterm.

The rest of this section will be devoted to an overview of
the current development plan and the conditions necessary for its

accomplizshments,
-

The next section presents an organizing Iframework that
brings out some of the key parameters needed for growth and *the
inherent tensions ‘that the conventional appreach +to the debt

problem debt creates.

The third section discusses the appreach to planning fakon
by conventional debti strategy as a growth-residual rather than a
growth-oriented approach, and describes the Philippine economlc
performance for 1987-1%838, within the . constraints of this
approach, as well as the results of its recently concluded nego-

tiaticns with the IMF for 989-1991.

The fourth section analyzes the prospects of the Philippines
vis—a—vis attaining its stated development ahjectives over the
rezst of its medium-term plan pericd (1989-1992), within the
latest IMF framework, and discusses the possible effects debt
conversion schemes and the U.8. Multilateral Assistance
[nitiative would have on the prognosis. 3

The last section presenis the summary and conclusions of the

paper -
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The Medium—Term Philippine Development Plan, 1987-19972 gete
four major goals., namelwv: 1) alleviation of poverty; 2) genera-—
tion of gore productive employment; 3) promotion of equiiy anpd

social justice; and 4) attainment of sustainable economic growth.

In quanbtitative terms, real GNP is targetted to grew by an
nnnaél average rate of 6.5%. At this rate, the highest real per
capita income achieved in 1981 will be regained by 1991. It must
be noted <that this growth target is what is expected as the
avﬂragé performance of the countries in the Asia Pacific rTegion

in the medium—term.

The unemployment and underemployment rates are projected +o
decline respectively from 12.5% and 38% in 1985 to 4.6% and 25.2%
in 1992, The underemployment rate is the proportion of those
employed who worked for less than 40 hours a week during the

reference period.

Poverty incidence is expected to fall from about 60% in 1985

to 453% in 1992,

On the other hand, the inflation rate, which averaged 3.8%
in 1987 and 8.8% in 1988, is envisioned to remain at a single

digit level,




In order to achieve these obhijectives, the government would
pursue a rural-based, employment-—criented development strategy.
This approach is imperative because:

1) Unemployvment and underemployment aré serious problems.

23 Two=-thirde of Filipithes reside in the rural aread whersa

poverty is more pervasive and acute.

3) This strategy is the most effective way of simultaneocusly

addressing the objectives of poveriy alleviation, employ—

ment geperation, and income and wealth Tedistribution.

The underlying thrustis of policy are to!

a) Improve efficiency lo both the government and private
sectors;

bi Remove the biases against the agriculture and rural
sectors and improve the access of the poor te land, eredit
and other productive assets) and

c)Y Enhbance the sffectiveness of delivery of basic social

services.

These polisy directions were expected to  lead ko a

gustainable broad-hbased, private secter—led development.

Wide rdnging structural reforms hawve already haan
implemented in both the ecornomic and social spheres since 1286,
These reforms laid the groundwork for sustained economic growth
among others, by improving the gevernmenil's ability te generate

tax revenunes and to implement infrastructure projects, .dmproving




the efficiency of financial intermediation and revitalizing
gnvﬁrn;ent financial institutions, reducing the presence of
government corporations and other forms of government
intervention in business activities, and removing distortions in

the commodity and factor markets.

The economic reform package instituted included those in the

following areas:

.,

Tax Baform

Privatization

Deregulation

Trade Reform

Rationalization of Investment Incentives
Strengthening of the 2 largest GFIs
Financial SBector Reforms

Improvements in the Infrastructure Program
Decentralization

-
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On the other hand, social reforms included the Comprehensive

Agrarian Reform (CARP), and expanded social services.

But internal structural reforms, although a MeCcessary
cendition, are not sufficient. The aim of these reforms is to be
able to use existing resources in a more efficient and equitable
mAnneT . But if +the resocurces required are +to be available,
external cooperation 1is necessary to reduce +he net resource
outflow to creditors +that the countrv is experiencing. The
economy  must be allowed some breathing room to grow, and thus
not only Ffulfill ite obligations to its peopie, but also increase
its capacity to pay. How much external cooperation is required,

and why, is aanswered in the succeeding sections.




¥ THE IMPACT OF EXTERNAL DRERT ON GROWTH:

AN ORGANIZING FRAMEWORK

The discussion below will be fozused on the following simple
planning for-growth accounting model, designed to bring out some
of the kKey parameters needed for growth, as well as to show how

the debt burden impacis on them:

(1) I* = kg*¥
-1
T
(2) 1I* = 5 + 8§ + 8
F E f
t L T
(3) 1I* = I* + I
t P &
t L
() (I* =8 ) + (I*-8 ) = 3§
e B
=) g f
where Y = output
gd¥ = targeited growih rate
I1* = ‘invesiment levels needed to achieve output level
1.
s = =avings
E = incremental capital ouiput ratio
I* = 8§ = wubliec sector deficit
- -
E
The subszeripts p; gy and £ refer to private, publie
and foreign secltor, respectivelw. -
A growth=oriented approach would determine the lIeve! of

investments 1If npeeded to achieve the desired cutput growth g*.

=3

Financing this invesiment would reqguire savings Irom domestic (8
) ) y ) ) P
and & 3 and foreign sources (5 ; which is the current account
o4 I
£

balance] .




¢The amount of savings (current revenues minus ecurrent
expenditures) the Philippines can mobilize to finance the

4

ihﬂEEtment require 1o achieve its targetted output level is
greatly constrained by the burden of its external debt f Interest
payments' on gxternal debi form a large part of its current
expenditures. The larger the expenditures, the less the gavings
for a given level of income and the larger will bhe +the deficit
for a given level of imvestment. For example, in 1986, interest
payments {E foreign creditors alone amounted to 6.4% of GNP (see

Table 3), while the total debt burden was 2.7% of GND. The

publie sector deficit, on the other hand, was 4.8% of GNP.

The options open to the country are unenviable:

J}a} contrel /reduce its interest payments, e.g., put some
sort of interest cap. This goes against the conventional
international debt approach, which reguires full interest
servicing.

Ab) reduce its other currenl expenditures. For the private
sector, this means "eat less.” ¥For the national government, this
means cutting back on its ability to provide basic services such
as health and education. Already, the per capita government
oparating expenditures net of interest pavments in 1985 were

about 20% lower in real terms than the 1976 figure.

Ac) increase its revenugf through additional taxes. First,
one must bear in mind that the economy has just emerged from a

state of collapse. Furthermore, the tax system in place is guite



TABLE 1

PHITTPPINE EXTERMAL, DEET

A5T0=1%HE

~mm—

Raldo to Ratio to Expowt of
Year Level (GMD Nominal GNP (%) foods and Services (%)
1970 Lt i3.949 1T 0
1871 2,293 31.0%F 70.81
1972 24132 372.50 188,02
1873 i 27.03 114,30
197 3,755 25..2 105,51
1975 4,933 31.28 154, 30
1576 P 37.52 195,45
1977 8,089 285.498 190.5%9
1978 10, 654 Ll 50 Z17.8y
1879 13,352 5.138 7a3.ujy
1980 17,252 Lg.59 215.38
1581 20,853 Oh .35 A2.u3
1952 o 62.83 AGB. 31
1983 24,816 T2.81 305,16
1984 75,810 80.49 317,08
159B5 e Ry g1.72 451,58
1986 28,206 93T 327 .30
1587 28,648 B3.74 3i0.83
1988 27,515 Ti.48 FE1.28
s

Souree of Basic Data: Cemtral Bank of the Philippines.



TARLE 2
PHILIPPTHE EXTERMAL DEET, BY MATIRITY AND BORROWER®:
{Leve in Million [FS%)
1983-1925

- Srort-tern Lorg-term

Public Private FPublic Private Total
1983 ~ 4, 3L 5,080 12,386 3,028 2,816
1984 4,655 4,827 12,883 3,083 75,418
1985 4, 083 Ty 15,039 2,640 26,252
1985 2,643 2,735 19,186 3,592 28,256
1987 1,914 1,87 20,837 %020 28,649
1988 1,823 1,938 0,845 3,308 27,915

*HErezlcdoem by matuedty and by Porrower are not available
L 1270-1982 serdes.

Juarce: Central Bank of the Philippines.
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TABLE . 3
PEILIPPINE DERT SERVICE BURDEN
1971-1988
Debt Burden

Debt Burden to Exports Interast

Principal Interest  to Exports of Goods and  Debt Burden Pavmants

Debt Burden Payments Payments of Goods Serwices to GNP e GNP
Year (USSM) (Us5H) {US5M) (%) (%) (%) (%)
1471 502 W22 g0 By.,2 5.8 G5 1,0
1972 L0y 317 a7 36.5 27.40 4.8 1.8
1973 432 331 101 22.9 17.1 4.0 0.9
1974 bO& 385b 121 18.6 142 a.h 0.8
1975 403 366 132 21.7 15.6 3.2 0.8
1976 458 025 233 i [P 4.9 .8 1.3
" 1977 547 n.a. n.a. 1848 4,1 2.8 n.a.
= 1978 B33 M.a. M.da. 26.1 18.2 3.7 n.a.
1979 1,261 a3y 627 27.4 20,2 4.3 2l
1980 1,578 600 a7h 21,2 19.7 b, 5 .8
1981 2,15 769 1,37 37.5 24,9 5.6 &8
1382 2,930 sun 1,590 S8.4 IE.B Tl L |
1953 2,653 914 1,749 531 32.7 7.8 Sl
1984 2,808 623 2,115 52.1 3.0 5.9 6.7
1985 2,921 22E 2,395 63.1 6.9 9.1 T4
1966 2,937 999 1,938 60,6 4.0 9.7 B.4
1987 3,005 1,092 1,913 Y 3z.8 d,8 o0
1954 2,083 a2 2,041 2.7 2749 T a3

& ] .
“Data on interest payments and amoptization in 1970-76 refer to payments on all Fixed-term
ron-monatary’ credits (211 mturdtles) plus IMF credits. Data on interest payments and amortization,

in 1977 orwards refer to payments on medivum- and long-term monetary and non-menetary credits including
interest payments on short-term liabilities {(including payments on IMV credits and under the
rescheduling and rew morey agreemant). Mo breakdown of debt service burden using the latter
definition available for 1977-1972.

n.a. = Hot fAwvailabla.

Source of Basic Data; Centrel Bank of the FPhilippines {(CEP).
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PEBT AND DEST BERVICE OF PACIFIC BASEN AKI LATLY ARERICAN COUNTELES, 1946
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by R Yares 45, | =51 7.8 14,9 10,15
1. Indemeris 11,1 it BE. 5 16, % .48
3. Phillpplnes 1.2 1.8 3.4 §.4 Bl bt
 “India 1.1 13.8 1.1 5.0 1h. 23
Falayada % & L6 Thad Fl 13, 7)

v Thakland {1: % i | 15,7 i6.1] B0
i Breni! LB ) .0 L1 4.8 gY, 15
ve Mation 01,7 L7 R 5.5 T6,27
I, Argenting 089 48 bih bl,8 §1.43
§, - Yenetnela 11.% sdi Tl in.5 45.34
§. Chile 20,1 I8 Le. 4 3T G,
. Peru I5.1 [ . §diA 1.5 7.5
1. FEewadar k.4 - Bi.5 1) 5 i

dource! World Benk Debt Tebles 1987-1988, end World fevelopment Aesoct, 1984,
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regrassive. The required %tax reforms instituted %o achieve
pquity and efficiency may hdve negaltive T @veTile imnact.
Pastponing these reforms or distorting them by additicnal revenue
MEasures will further aggravate ihe present ineguitable

structore.

Taking the first option will, according te tLhe standard
line, probably invite retaliation and other dire measures lrom
the creditors. The second and third options will certainly incur
the wrath of the populace, and give rise to further economic,

social and political instability.

The choice between the probability of external retaliation
én +the one hand and the certainty of domestic unrest on the

other is hardly very attraetive.
¥ ¥

and since the investment levels must be financed. tae only

recourse is to seek external cooperation, i.e., foreign savings.

Put in another way: the ability ¢of the economy €o use
domestic resources to Finance the investment leveéls reguired to
attain its growth target is inversely related tp the amount of
these resources that flow out to its crediters e service the
external debt. This net transfer of resources to creditors
{defined as mnet capital flows minus interest p&yéLnti} ia tha
major reason why an external financing gap exisis. The external
financing gap is the amount necessary to enaure a basic balance

in the balance of pavments: curreni-account balance plus capital

account balance eaquals external finapncing gFap.

12




If the Philippines 13 to achieve I%s development targets, it
must close that gap. Table 3 shaws the actual net -resource
transfers to creditors by the Philippines, which averaged about

&.8% of GENP for the period 1986-1988.

Model Descripition

The Philippine government is aided in planning and policy

- " .
formulation by a macroeconomeiric model .

The analyeis is based on an annual mﬁcrﬁ—ﬂtanﬁmctriﬂ mode ]
that econsists of four major blocks: (1) real, (2} Eiscaly =£3)
financial, and (4) external sector.' The core of the model is the
real sector block which @enters on the determination of output
and its expenditure and productien  components, prices.
employment, and wages. The model has 108 eguations, 52 of which
ars ijdentities, and the rest are behavioral eguations. Tta 5%
exogenrous variables include major domestic policy instruments
(i.e., those directly affecting the budgetary deficit, the
current account, debt service, and money supply expansion) as well
as the external economy f(e.g., exporit and import prices, output

o frading partners].

i3



TaRLLE O

PRILIPZINE EXTERNAL DERT SERVICE BURTDEN/
NeTl RESOUACE TRANZTER TO CHEDRTTORS
1G85--1988

" ' L & ] Actaal
1986 19487 15938 1956—1988
. T A

ebl service burden [DSE)

fobkal outflows P i 53,0035 24883 B,920
Amortization 99 1,092 g2 3,033
Interest pavments 1,938 R B 2,081 e L

Total Inflows L7410 1,169 l ., 0309 3.918

1

MLT pipeline GG 525 259 1.348

IMF purchases 275 161 91 327
i
dentified new money i 583 S5 2.3
el Desource Transfer 1,227 1,836 1,944 5,007
Perocent -of GNP O 5.7 = 3 4.9
[Ave.)

1

HMLT pPipeline and Identified  new money Teier o
lispurzements en loans commitied opiior to 19846  and 14846
thereafter, respectively. Committed loans are those with ‘signed
projeci or lean documents.

Souitce of bagic data: Central Bank of the Philippines.




ITI. THE CONVENTIONAL APFROACH TO

THE DEBT FROBLEM

Conventional debt strategy pavs iip service to the growth
apgpraoach., _th macrosconomic Framework in  aoy IMF Memorandum " of
Economic Poliecy (MEP) in fact contnins the growith "targets"” and
the levels of investment and savings npecessary Lo achieve them.

-
But the similarity is only skin deep.

Operationally, the IMF staff would have determined the
"residual financing reguired" or financing gap. mot residually,
but beforehand—-—in terms of what they sxpect would be the amﬁunt
that commercial banks would be willing teo lend in "new money."
[Zince the compercial bapks are going to be happiesi 1f there is

no new money invelved, the amounts are obviously not very large.]

To accommodate this level, they then work on reducing 8§ . the
F

current account deficit o a minimum (er the current account

gurplus to a maximum}. This in turn implies, from egquation (4},

that the public sector deficit, which is where the government has

girect intluence, must bLe reduced.

But since there j8 very little flexibility in reducing
expenditures when a very large portion, i.e., foreign Iinterest
payments, must at ali costs be kept up, revenues must somehow bDe
raised. If that fails, then obviocusly pubiic investment must be
reduced. The final result is of course a growth “"target” which

i% actually a residual.

e ——— . TIRSRRNNN——
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In gum, the conventioral approach requires keeping & to
¥

ihe barest minimum, but without touching interest paymenbs which
show up as outflow in this balance. The items to be manipulated

are merchandise exnorts and imports, which will of course already

affect private investment ir the domestic sector. Tublic sector
deficits are then amended to accommodate this "given® 8 =—and

r
the growth that will in turn accomoodste Lthese levels areg finally
et up as the “"target®. In the conventional IMF approach, Lhe
growth- "target"” is really a residual, while the "residual”

“imancing required, is in actuality the targei.

The +tools used to ensure that these levels are adhered 1o
are Lhe ceiling on pubiiec sector borrowing reguirement (to  make
sure +that the public sector will not borrow more than the

levels) and the eceiling on base or reserve

noney (to make sure that money is not printed).

The Beassn for Compliange:

One must restate the reason behind the ultimate docility

with which otherwise intelligent governments accapt the

impositions of <conventional debt strategy which is actually a

i
b

rrowtn-residual approeach: The IMF's "seal of good housekzeping’

ig necsssarv not enly for negotiatione with the commercial banks,

but alsoc negotiations with creditor governmenis amd the other
muliilaterals. The loans and disbursements flowing Iro= the

atter two form part of the regular capital inflows of the
country. Without these flows, the "residual financing"' needed

aould be even larger. and the debter ceountries even tarther awey




from filpancing their developmeni plan——assuming of course, that

these countries will faithfully continue to servica their debt.

Unfortunately, the link between the IMF negotiations and the
commercial bank negotiations is not s one-=way link, but a two-way
link. Even if the seal of good housskeeping has been awarded., it

will be revoked if the dehior country fails to reach agreement

r

with +the commercial banks. The latter, knowing this, have
tremendous leverage over the debtor countries, who would have Lo
accede to their demands or find themselves without access to
official lending. This twe-way link effectively creates a

ecreditor cartel against the debtor country.

Attempts to Improve the Conventional Approach

A. The Baker Plan

In late "85, then US Treasury Secretary James Baker proposed
the &o-called “Baker Plan," which calied for greater effort on
the part of the creditors to reduce the net transfer problems . of
debtor ecountries by more "new money,” i.e., debt financing, im
tandem with the internal structural adjustments that were being
imposed by the Conventiomal IMF approach. Baker's proposal
came on the heels of the announcement by President Alan Garcia of
Peru that his country would in effect unilaterally reduce its net
_respurce lransfer 1o creditors by limiting its debt service
payments to a percentage of experts. This dramatic announcement
highlighted the plight of debior countries whose attempt <o

follow the impositicns of the conventional debt approach resul ted

in mnegligible or even negative growth and therefore tremendous

[y




frstabilitss The » Baker Plaan tris=d to prevent other similarly
situated ‘debtor countries from following Peru's example by
holding out hope to them that the conventional debt approach

would be leavened by larger amount of "new money.'

The Baker plan was a failure, and other couniries have, with

less attendant publicity gone npto arrcars witn commpercial

banks in their resolve to place their obligations to thsir people

ahead of ohligations to creditors.

The main reason for the failure of the Baker Plan was thal
there was no compelling reason for the commercial bankes %o
increase their "new money" lendings, especially since the debilor
countries were afraid to go into arrears wiih them—--the fTwo-—way

l1ink at work.

B. The Brady Flan:

A mew initiative was proposed.in March 1%8% by Treasury
Secratary Nicolas PBrady. 1t emphasizes the need for debt
reduction’ rather than just debt financing of "aew money.” This
i a much delayed recognition of +the faect that the total
international debt stock is too large to ever be Fepoyed 1o £ulls;
a fact which has bteen recognized in the existencze of ‘a sacondary

parket which sells debt paper at varving fevels of diacount.

-

Under the Brady plan, which is ailmost as vague as ite
predecessor (US Senator Bill EBradley was quoted as having asked,
"What are the numbers?")}, creditor banks voluntariiy agree 1o

reduce the value of their claim in sxchange for guarantees on the

remaining portion of the debt The IMF and the WB are to heip




finance these guarantees. Japan, which earlier had already
proposed a debt-reduction scheme but had given the honor of tThe

name to Brady, also has a "Credit-Enhancement Program."

Whether the Brady FPlan will work, i.e.. whether it succeeds
in effectively reducing the net transfers of debtor couniries by
reducing outflows in amounts which will allow for sustalinable
growth, is not wvel clear.

-

The Philippine Experience, lqﬂT—igﬁﬁ:

The Philippines experienced a growth rate of 53.7% and 6.7%
in real GNP in 1987 and i98B. Unemployment dropped to 9.6% and
underemployment to 33%; single-digit inflation levels were
maintained; and most important, poverty incidence droppped frowm

39% to 49.5% in 1988.

Except for the 1987 growth targoet, which was not attained,
the performance of the economy has besn as planned. This,
however, may have been in spite of, rather than because of, the

IMF approach.

Puring the  negotiations for the 1G87T IMF atandby
arrangements, it was determined by the IMF that the residual
financing requirements, or the financing gap, for the two years
would be zero, i.e., no "new money" would be mneeded from ihe

commercial banks.

The required accommodation on the part of +the Philippines

and its effects, took the following form:

13



(1} To meet +the required deficit levels, the national
government did not touch the tax structure on petroleum products,
nor the import duties on crude oil, both of which wEre
inconsistent with the +tax reform measures approved by the
government in early 198§, On the other hand, much needed
increases in military expenditures (for salaries and supplies},
among others, were alsc ignored. When the interpational oil
prices increased, causing similar movements in domestic petroleum
products, a massive transporit strike occurred, followed by o
coup attempt. The instability caused negative reactions on +he

part of investors, as well as a run on the peso.

It may be perfect hindsight: but had the government “hitten
the bullet" immediately and implemented the tax reforms as wall
as allowed for a larger public sector deficit., the destabilizing
events and its even more destabilizing aftermath might not have
occurred. The 5.7T%E growth rate, instead of the expacted A.5% was
the re;ult. As it happened, the government subsequently did lower
the duty on erude oil (but has not yet moved to reform +the  tax
structure on petroleum products) and did increase the budget of
the military, which lowered revenues and raised expendiiure. But

.

this took place after the destabilizing events.

£y No contingency mechanism was available tqh allow for
divergence of certain exogenous variahles from their assumed
path. The Philippines was truly on a "tight leash". The
financing gap remained zero, indeed, but at a cost in the form of

higher interest rates and a running down of inteFnational

]
£2




reserves, which at one point fali to 1.5 months of imports from a

high of over 5 months.

Compansating for these were ihe effacts of the other reforms

that were being implemented. albeit late. The relatively
peaceful labor-management relations, the greater flexibility
givens +to the private secdior, and the more cast—efficient

government investment expenditurcs were some of the resulis of

these reforms.™

Also remarkable is the fect that +the Philippine economy
aceomplished all these in the face of a net rescurce cutflow to
creditore amounting to § 3.78 billion in the form of net
capital outfiows and interest payments for 1%87-1988. This large
outflow in part explains why, compared to &Guntrieﬁ like Thailand
and Malaysia, which posted growth rates of over 10% and 8%

respectively, the Philippines did not fare as well,

Growth Before Debt or Debi Before Growth: FPhilippipe—IHF

The Fhilippine negotiations for an Extended Fund
Facilitvy ({EFF} gtarted formally in November, 1988, with the
Phitippine authoritiss presenting their plamming framework to the

IME (Table 6).

The IMF. on the other hand. suggested {(a) a lower growith
target of 6%, (b) higher public savings, lower private savings.
(¢} lower foreign savings, and {(d) lower total investments, both

publicand prlvate.
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Although the summary tables appear the same, the methods for
deriving the government estimates and the IMF figures are not.
As mentioned earlier, the former are bBased on a maEcroaconometrie
mode! that ensares Interpnal consistency with feadback mechanisms
from the demand side to the supply side and vice versa. The IMF
model , from what could be gathered, uses 4 gimple nationsl income
acn&untiné-tramewnrk with private savings and private investment

as the balancing items.

o,
The IMF -« framework was unacceptable Yo the Philippine

anthoritiee; not only was the lower grnrﬁh unacceptable, ‘but
running the IMF values in the macroeconomeiric model had shown
that +these were consistent with an even lower growith rate than
the 6% the IMF had indicated. The objections were mot limited to
the growth targets, The components of these aggregates implied
decreases in what were copgidered wvital i1ofrastrucsture and

current expenditures. The negotiations were suspended.

The negotlations were resumed in February 1989 and ended in
March, with the Philippine govarnment signing & letter of intent

and its accompanyving Memorandum of Economic Policy {MEP).

In the MEP, the growth targets of the Philippine
development pian were nominally retained. Operaticonally; however,
it would be well-nigh impossible to achieve them. Table 7 tells

part of the atory.

Even with a higher target, & comparison between the MEF and
the initial IMF framework shows that although total savings would

have *tTo increase ag expected, projected foreign savings are

23
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COMPARISON BETWEEN THE ORIGINAL IMF' FRAMEWORK AND THE MEF®

TABLE 7

(Percent to GNP)

1589 1940 19931 1992 Average
MF MEP IMF MEP IMF MEP IMP HEP IME MEF
Savings
Total 5 i6.8 20. 5 20.8 22,7 1.8 24,2 23.4 2.7 1.3 23:0
Foreign | g 2.6 2.5 2.6 Z.4 2.8 2 2.5 2.3
14 Privats 16.0 16.4 1.1 17.2 16.0 17.8 16.6 18.1 15.2 17.5
¥ Public 0.7 1.4% 2.2 3.0 s 4.0 b, 2 b 2.6 32
Total 18.7 0. D 20,9 el 2158 L 23.4 24,7 o 23.0
Public 4.0 4,2 5,0 u,7 bih h. G 6.4 h.8 o Bl
Frivate 6.7 16. 3 15.9 18:0: © 16,3 18.6 17.4 18,9 165 18.0

ATHF-sugpested Framework in Hovember, 1988,

i

The growth rate targe: was £.0%, which the

Fhilippine Bovermment rejected.

MEP framework approved in March 1939, Target growth rate was 6.5%.



lower, and this had to be made up for by increases in the savings

ol the private and public sectors. On the investment side, the

1nerease 1m  total investment 1is accounted for by private
tnvyestiment. Peblic ipvestiment at a4 Eime when infrastructure 1is

badly needed, is actually made to decrease. The increases and

-

decreases are all in terms of percentages to GNP

The findncing gap in the MEP is pnow at what must be supposed
as "fipanciable" levels, which means, what .the commercial banks
are willing to land.

Table 8 shows what the financial gap would have been had a
more internally consistent macro framewerk been adopted and
compares 1t with the financial gap in the MEP. There 3is a
difference of more than § 1.4 biilion bhetween the two estimates
aver +the Four—=yaar pericd,; much of whic is accounted For in
different estimates of the current account balance or § . The

i
Philippine authorities will be using the MEP financing gap of  §
%-75 Dpillion for the two years 1989-1990 as the basis of their
requeslt for "new money”. The planning estimate for the two years

i

15 5 2.0 Billion,

Table % shows the estimated net resource ftransfer to
creditors for 1989-199% according to the planning estimate. Note
that with iodicative inflows,: the net rFreazource Transfer to
official creditors will be reversed by the end of 1992. The
country, however, will stil]l be paving out § 5.9 billion to

private banks and financial institutions.
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TABLE 8
EXTERNAL FIMNANCING GAP,
PLANNING ESTIMATES V3. MEP,

1989-1992
(Million US %)

EEEE RN R e s s T s T e T ST T T R TN N e e e S R

Flanning Estimate MEP Egtimate

Trade -8, 024 —& 500
Non-merchandise (net) =1,510G -1,726

of with interest payments -10,326 =-10,533
Transfers (net) 3,896 3,896

Current Account 5,647 =i, F20
Medium— and long-=term loans {neﬁj] =i, 6% =1,064
Direct investment {(net) 3,453 3,433
Short—term loars and others (net) -5, 53% =4 LE4

Capital Account -2,163 _ ~2.153
External fTinancing gap ~7,810 -6 483
Less: Net indicative flows ﬂfhﬂﬂz 3.,6%1
Equals: External financing gap —d 02 =2,592

T

e

Fepresents flows from commitied [{].:r!h.\""dl-f-!_.. those with
gigned loan deocument.

2

Represents flows from those under negotiations or to be
arranged, which are expected., such as OECF loans.whose relative
magnitudes are known.




TAEBLE 9

ESTIMATED NET RESCURCVE TRANSFERS TO CREDITORS
1989=1992*
(Millien US &)

IR S RS s s s N N s s N T s o Y 5 T I I O N I N e e e Y
1 2
As Tredit Source Commitbed + Indicative = T ot &1
Official . 3,167 —-3.83086 =541
Bilateral 1138 —1 ., 977 —B4d
Multilateral 2,034 —1,831 203
Banks and FIg 5,970 - 5,970
dthers o849 - 989
Total 0,126 =3, 808 6,318

¥

*Planning estimates; negative figures mean inflow, positive
mean ouwtlflow.

!

Represents flows from committed loans, i.e.; those =7~
signed loan document.

Y
-

Eepresents flows from those under pegotiastions to be
arranged, which are expected, such as OBCF loans whose relative
magnitudes are known.




There are several shortcomings of the MEP, as brought out in
a technical assessment of the decument by the NEDA. The more

glaring ones are:

(1) 1internal inconsisiencies: inflatien rates are too low.
resulting in very stringent menetary and fiscal targets, whick
would likely lead to lower growth and higher unemployment than Is

targetted in the medium—term plan.

{a) The inflation rates, vear—-on-vear, for January and
Pebruary 1989 are already 9.0 and 8.9% respectively. It is
unlikely that a low 8% for the whole year can be attained,
givan'expected increases in oil product prices, the minimum

wage, tuition fees, power rates, and interest rates,

(b] High export targets and [ow import targets which
are inconsistent with the postponement of the trade reform

program and the sluggish pace of pesco depreciation . assumed

in the MEF.
(2) unrealistic fiscal +target and stringent monetary
tergets. "

ta) Public savings are expected to increase from only
U.6% of GKP in 1988 to 1.4T in B89 to 3T in 1990. Most of
these will be borne by the national Fovernment, whoseo
deficit is expected to decrease from 3.1% of GNP in 1988, to
1.6% im 198%, te 0.4% in 1990 and 0.007T% in 19%1.

o - i =
ironically the sources of the revenue incresases have not wat
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aeven been identifiod.

ikl The monetary base and net domestic assets arfe lower

than what can be expected based on seasopality and

historical growth:

L3 inconsistency with axisting policies, which are

contravened by seme MEP provisions.

There is & GATT provision allows LDCs to idinstitute trade
barriers barriers for balance of pavments reasons. The MEP

states that the government will refrain from doing so.

The logical guestion that can be asked is why a Memorandum
of Economic Policv, which effectively mocks of the Phlilippine
Medium-ierm Flan, was signed by the Philippine authorities.

Three reasons have been given by the proponents of this poliey.

{1} The first reascn given was that there was ne difference
between what was contained in the MEP and the bBevelopment Plan.
The evidence given for the assertion was the fact that target
ievels [or growlh weare the same for both. That the IMF gave in
to the authorities’ insistence on a 6.5% average growth rate

target was even cornsidered a victory.

{2} The secoend reason was that time was of the essence, 4as

it always seems L0 have beem. The Fhilippines was already in

ATTEeATS with the Paris Cilub, and without ‘the agreement,
suspensions of loan dishursements would follow. It was not

explained why the country was in arrears to official creditors

who waere granting new loans rather thanm to the private
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commercial banks, from whom no “new monev”™ leans had been

forthcoming.

£3) The third and major reason, which had also been use
very effectively to convince Lhe government to sign the 111.5.

military bPases review agreement, was that unless the MEP was

signed, the Philippine Assistance Program (which will be
discussed below), supposedly & mini-Marshalli Plan for the

Philippines, could not progress. The latter, it was +thought,

would provide more than enough to cover the financing gap. Arnid

the MEP signing would be the aey Lo progress of this PAP,
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IV.. PHILIPPINE PROSPECTS FOR 1989-1992

A. Lnder ihe Conventional Debt Strategy

It would seem that the Philippines’ reward for oxcellent

ecgnomic performance and implementing struciure reforms 1s to be

-

~—

placed on an even tighter ileagh than 1t was with the 1987 IMP
standby arrangement. The target ceilings on National government
deficit and .public sector borrowing requirement (PSBR): the
targetted growth of net domestic assetls, monetary base and broad
MOy ; the amall financing gap estimates which are to be the
bases of the negotiations with the commercial banks for "new
money"; these. together, have removed all flexibility from the
government in its efforts to achieve its growth and equity
targets. The IMF program is unrealistically harsh on the
Filipino people, and reflects the priorities of the private
creditors rather thar the reslitles of economic adjustment.
Under the conditions imposed by conventional debt strategy, the
Philippines most certainly will not grow at a rate +that will
allow the race against social and political unrest to be won, nor
will it grow at a rate that will ipncrease substantially its

capacity to pay its ebligaiieons.

B. The Reole of Debt Conversion Schemes

Since 1982, a secondary market for debt paper of ' chighly
indebted countries held by privete creditors has emerged. Debtor
governments are noet allowed to be direct buvers of +this paper

under  the terms of current debit restructuring agresmants.
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However, several schemes have been formulated so that they can
benefit indirectly. THe resualt would be a reduction iInm net

transfers through reducing outflows.

The Philippine government in August 1986, adopted a pPrOgTanm
for the conversion of debt into eguity ipvestments. Since tHen,
several other debt conversion schemes, such as debt=for—dsbt,
debl-for-asset, and debt-for-nature, have beesn alse instituted.
The debi-eguity program has by far been the largest, as shown oy

Table 10.

There seems to be a great deal of enthusiasm, particularly
on the part of foreign creditors and financial institutions, for

the continvation of this program. Thiszs is understandakile, from
thelr ©point of view. First, to the extent that demand for +hat
debt paper incresses, *te warket price increases, j.e., the

discount at which +the debt paper sells goes down, and +heir

revenues increase (or losses decrease)

i

Since under the Brady Plan the secondary market discounte
will bDe used for negotiations based on debt-reduction schemes,
the higher (lower) the market price (discount rate), the befter

-
off they are vis—a-vis the deblor countries who will benefit from
any direct debi—-reduction evysrcise. Finallwy. the feet from
brokering the purchase transactions simply constitute "an addition

in income.

Enthusiasm iz also great on the part of the potential
investérs. Under the present rules of Central BPBank Circular

1111, which governs the debt aguity conversions, investors enjoy

£k
[ |




Table 1

DEBT REDUCTION UNDER V
1986—19R

£in Millisn US Dollars}

ARTOUS BSCHEMES
3

SCHEME t 1l g A8 Y9 - L SRTHT TOTAL -

1. TDebt o Equity ] - 3 2 2
UConversion [/ : L5 : 267 i 343 : 7% .

2. Debt for Assel awap ) - H - : 1049 : 105 =
- : i H . -

e Debt Lor Bebt Swap : - : i H 13 4 13 :
4. Debt for Nature ' 5 : 0.4 = R -
Total H 15 i 270 Y 463.4 Baf.q4

1/ Excludes 5137 million debi converted

1 ity for which
investment 1s ftemporarily placed In OB bills

£ 1

Source: Central Bank of the Philippines




exchangs rate premiums or bonuses of as high as 100%, for a 70%
discount {see Table 11j}. In effect, the debtor countryv

subsidizes foreign investors.

Reasons for enthusiasm on the part of the Philippines seem

more elusive, however.

First, most of the paper traded represent obligations of the
Central Bank, as shown in Table 12. That entity's buy-back of
the debt will represent either an addition to reserve money, if
it is paid in currency, or it wiil cocnstitute anp upward pressure
on interest rate, if 1t is paid through issuance of central bank
bills. Table 13 shows the effect on reserve money of the debt
to equity conversion program. The 1988 reserve money increasne of
B 5.5 billion is eguivalent +o more than 30% of the targetted
increare in reserve money for the year, per previous IMF

agreemaent .

Given the stringent monetary targeie under the IMF program,
keeping within the ceilings will reguire adjustments elsewhere.
The upward pressurd on interest rates as a result of issuing CB
bills not only discourages other private investment:; but alsc
increases interest expenditures of the public sector. To keep
within the deficit ceilings {alsoc imposed by the IMF) may
therefore require reducticns in other current nxpﬁnd{;ur35 or in
public investment expenditures. It may well be that any foreign

investment brought in through these schemes may be nullified or

even overborne by the decrease in domestic investment.
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TABLE 11

1
EICHANGE RATE PREMIA BOE TW¥ESTORY, TERT EEDOCTION END FRESE MONEY ISFUSICRG,
AT BIFFERENT JECORCARY MAREET DISCOUSTS, POR PRICRITY (SCEEDELE 1) INVESTHESTS

e i e e et e e e F B RSN TR ER SIS EE T=z=E=SSEEED EEEEEERE

______________________________________________________________________ EZLSIEERIEFEEREER

facandary Harket Discoznie
{Teaf Face Talae)

Fregh Hone¥ conveceion Peed
{% of favesteenid (% of Face Yoluel ] 11 &0 ! £l T
Jriginel CH Q111 i i I3 1} B B 131 L5
E I
Dedt redection § 100 5*
. 1
Porexr imfesion § 5
g
Bevieged CH 1111
H Y
Debt reduction § 50 | 5l 0 SO RO L S 43 B4
0,
Ferez infesion § 506
1
Peit reducticn 4 60 uil bt U L 15 35 g7 b1
I ]
Porey infusica § &4 |
i
Pebt reductios § 7O i } 5 & 5 15 i7 ] &9
1 §
Forar fnfosien ¢ 3% 4
Debk reduckion § b L | 151 4 14 i3 5 L1 R ]
1
Farer iafeeion & 32 |
; 3
Bebt reduciion § A0 L ] {@.0 i 12 5 i b1 BR
i ;
Forez infusion § 3¢ !
5 1
Fobt reductiien 2 04 L i it i [ 13 4] a7 [og

Forer tafusies § 1% }

e ey e S —————————— S

L
Caleelated ae Eollowe: F = 1 age of investaest required as fresh werey; ¢ = cosvresioa fes as
t age of face velae of debt paper: amd 4 = digcownt of debl paper.
1
Under the revieed reles, ihe invesior has & cheice emesg different cosbinslions of fresh moeney,
infrsions End comversion fees,
3
Per § 108 of investment cost. Brcmange Haie Prewing [5) = /0 ¢ (1 - d}{l - f} + el -} - 1
£ 100,
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TABLE 12

DEBT-EQUITY CONVERSION TRANSACTIONS
EY TYPE OF DEET PAPER, AND INVESTOR
19686=-1968
{In Million %)

FEEEE SRR S SCSS s s  E EE E T EE S S E SS TSSEs ENEEFE TR AT EEE T T T A

Tvpe of Debt Papar Tyvpe of Invest
Fresh Monsy !
Period Transactions CB Non—-Trankx Infusion Resident Non-resi
1986 15.2 ) R 1.0 0.0 0.9 4.3
1987 2664 LB B 17 .6 0,0 100.1 166. 3
1988 479.2 T68 . 1 87.9 23,2 194.72 285 .08
Total Ted.8 = G2%.1 + 148.5 + b fur T - 205 .2 + G465 .6

Source: Central Bank.




=l

Tadte 13
[HFACT OF BERT-EQ4ITY CORWEES|OH SCHERE
ﬁH_iHi KONEY, 1%86-1084

Im Milliee Pesas) .

SR e AR N ST S R S A3 A —— i . Py —. . L S .o e . S L S~ (—
Contractiamary E:':mﬁl:nar]rJr B ild-up F-]
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R e f'“ E:.:L:i||.|
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Lin BEfa)  Bgui- Impasi  Cenversion  Freeh 5B IR E tram. Bilis BN Tepect Trensiarred) BN [egact
valent if OB Pebl  Homey Pasued few geyuentered
if ¥ Papers L g hEEals” < §f i
i an Thiad) 17, %% RN LET 1= - - §%.113 == 1H5, 075 = L E
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in addition, it must be emphasized that although the
country's.debt to forelgn banks may have been reduced., its laecal
debte increase by almost the same amount. And since the latter
carry much  hiigher interesi rates, the burden on publie sector

current expenditures may be mich higher.

Second, onliv & nominal portion of investment inflows o fEar
under +the debl equity swap constitute additionality, idi.e.,
investments which would not have taken place without the schome.
At most, the arrangement may have hastened the timing of

decisions already wade to Invest.

Third, even if there is additiocnality, there is no inerease
in foreign exchange available to help absorh inreased demand in
the medium—term. The savings in foreign interest payments are
not sufficient ko oveircome these sffective reductions in Eoreign

exchange availability.

Fourth, to the extent that resident investors are allowed to

participate, fthere . wil be a decrease in foreign exchange
reserves, or there will he an upward pressure on foreign exchange

ratef which again %1l Impaci on the public sector deficits,

as local currency costs of servicing the forsign debt rise.

&Fifth, the additional hurden of administering these schemes,

cheir costs or maximize their effectiveness, could

|l

to minimize
have wery well beer concentrated on sclving other structural
problems of the economy. This, by the way, is alze one of +the

bEgg®st costs of these vearly or bi-vesarly negotiations with

28




foreign creditors,
cAfter all is said and done, tharsfore; these debt conversion

schemes, from the point of view of the Fhilippines, represent at

their very best minimal net benefite to the coun¥ry. And in the

medimm=tern, 1e89—1992, ‘thelr net eifect on the country's
-

o

balance of payments are definitelv naegative.

C. The Role @i the Mujtilateral Assistancd Initiative

— v B - =T 4

A early as November 1986, the Philippine government had
already sent out {feelers to Japan, asking them %o Taunch a
“Pphilippine Initiative,™ by April., 1987 the glements of which of

were the following:

(1) & commitment by Japan to extend a substantial amount of
official development assistance to the Phlilippines in the next 5-
6 wyears, oconsistent with the requirements of the Philippine

Development Plan for 1987-—-1992:

{2% expressed willingness of Japen L0 take the le@d in
mobilizing foreign assistamce from other crediter governments and

multilateral institutiomas

£3) jrnitjative to be taken by Japan te organize a high

The monetary auvthorities suspended all new applications
under the debt equity conversion scheme since February i988. The
b reguested the World Bank io send 4 miesion to analyze the
program as well as some potential implications of contindging  it.
The report has been submitted but has nox vet been discussed.
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level standing committee on ithe Philippines, to be chaired

hy Japan and composed of representatives ol major indusirias

couniries and multilateral institutions: and

:'I'_J_ tll‘:uuragﬁm(;ni ]‘_|._-\.- _-l_'u'p.;l[] +a 1tz bhusiness -:'.‘Dmmunit:f To
take an, ackive part in our growih efforts.
Japan m@may noil have felt ready Lo assume such & consplcucus

rele in this efftort which wonuld essentially lead to he
formation of an Inter-goveramental Grouws {for the Philippines
(IGGP), similar to the special groups established in the 60s and
TOs tn; Indonesia and Turkey, which proved to be decisive for the

successful eronomic recovery of those countries. At any rate,;

the initiative came to nacght.

A vear later, o bipartisan group of American senators and
congressmen  wrote President Reagan urging for a  special effort
patterned after +the EBuropean Marshall Plan, Dbecause ..."We
believe +the Philippines i% now at a critical juncture, with the
fusure of democracy in thal country hanging in the Dbalance...
(this)} net transfer nf capital out of the country 1is a

significant impediment to a sustained econcmic recovery...'" “The
e

crux of their proposal wes § 5 billion in additional official

development assistance, above and bevond nermal flews from the

international “donor" community. This plan, called “the Eclarz

Plan in the Philippines, called for a consortium composed of the

US, Japan, the EEC, Australis and the World Bank.

In May of 1983, almost colnciding with the start of

Philippine-US Military Bases review, newspapers carried  banner

4




headlines divulging a & I0 hillion five-year Multilateral
Assistance Tmitiative being pushed by the iUnited States, ‘and
again likened to the Marshall Plan. [Two days later, a U8 state
department spokesman was guoted as saying it was premature te
talk &buulﬁ the money involved, but Lthe figure has stuck

in evervonse's minds!.

The Philippines took the news seriously, despite private
T

warnings from the other countries that were supposed %o be

involved: first, they did not ike the tﬂrm.ﬁin1—ﬁar5hﬂll Plan,
because it implied that the United States would be +the largest
contributor, although it was obviouwsly mnot in. a financial
position for such a role; and second, they also warned that they

themselves would not be in any poesition to increase their aid

amgunts €to the levels heing bhandied abouat.

The government constituted a task force inm June 1988 to

prepare the groundwork for a Prap

=
La

atory Committee composed of
high-level representatives of the differeni countries, who ‘would
in turn suggest memberd of a Wissmen's Group (Japan's suggestlion)
of distinguished international private sector figures. It was
hoped that either an IG6GL type of organization would evolve, or
at +he very least a group headed by the Asian Development Bank,
ge that a claar distinction could be drawn between this and an
existing Consultative Group for the Philippines headed by the
World Bank. This distinetion would ensure that the "incrémental”

or "special" characteristics of the PMultilateral Assistance

Initiative would not be confused with the mormal aid flows.
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The first meeiing of the FPreparatory Committee was scheduled

for August 1958,

it szems that this burst of initiative from the Philippine
side was not appreciated. Subseguent eavenits, all from the

"donors"" side

{a) postponed the maeting of the Preparatory Committee

(h) dismissed the idea of a Preparatory Committee altorether
{(cY dismissed the idea of o ¥Wisemen's GLTroup

{d) guestioned the "absorptive capaciiy” of the Philippines

to abzorb additional aid=®

{a) dipmissed fthe concept of an IGGI-Lype mechanism, and
talked about an "energized" consultative group. an "enhanced”
consultative group, an “"enlarged” consultative group, and

finally, as per the Tokyo meeting, just the “"consultative group
for the Philippines" chaired by the World Bank.
(£} declared the' idea of a "special" er "“incrementail'

program as unviable.

There was confusion in the minds of the Filipimos, however,
because ofF repeated reports op US meoves towards ~a Multilateral

Assistance Initiative.

in short, although the M™MAI/PAP, through time, had been

x

This obviously was a red herring. The World Bank, at the
Consultative Group meeting in Takyo early in July, satated that
the Philippines was "not the best performer but not the' poorest
either.” In  fact, the Philippines; in terms af ite awvallment
rate for foreign assisted projects, is better than most of 31ta
Azian nelghbors.
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distorted out of all recognition from its original concept, the
name staved on, and so most people, both forelgn and Filipino
wore deceived into thinking that a Marshall-Plan aid program Wwas

in the works.

in thpmmnnnlec, on the basis of the sriginal carrot, and
the stick waved that this special program for the Frrilippines
would be jeopardized by protracted negotiations, the Philippine
government sighed military bases review sgreement with the

United States in November 198H.

Thus. the promise of a Multilateral Assistance Initiative-
cum=Fhilippine Assistance—cumn Mini-Marshall Plan facilitated not
only +the hasty signing of an agreement with the mited States
which many gquarters consider inadequate, if not unfavorable
because of new conditionalities, but also the hasty signing of
t+he Memorandum of Economic Policy with the IMF, which is oven

more unfavorable te the Philippines.

The Philippines bas clearly aiready made large sacrifices
tn the hope of getting this “"special" Freatment. What were the
results of the Consultative Group meeting in Tokyo in eariy July
1989 % The World Bank reported that pledges of aid totalling 3
4.5 billion had been made for 1989. This was Immediately taken to

mean success for the MAIL/PAP.

What is important, however, iz to clear up the confusion. As
a pledging session, the Tokyo affair was definitely a sSuccess.

But then, mo pledging session of a Consultative Group meeting has

3




ever been called a fallure. The more basic issue iz whether these
pledges represent rescurce flows inte the Philippines that were
above and bevond expected levels., and were not already taken inte
account in estimating the financing gap of the country by the
IMF and the Philippine authorities. Stated in ancther way., what
ig the reduction in the financing gap that will take place as 3

result of the Tokye pledging zession?

Table 14 shows the result of an analysis of the pledges
made in Tokyo as against expected pledges of regular ODA as of
June 30, 1989 resulting from discussions which started in 1988 or
aven earlier. The methodology used for determining
"additionality” 1is really gquite simple: Expected pledges 'were
ectimated based on regular discussions on country lending or "aid
programs from sach regular source., These were then compared with
the actual pledges in Tokyo. 1f Tokyo pledges were greater, the
difference was attributed to the MAT: if less, (as actunally did
happen for some sourcesl, Lhe origipal estimates were lowered, so
that there would be no deductions from what was attributable fo
the MAI. Countries and ipnstitutions such as Wﬁ: ADEB ahd Japan
for example, are nol included because what they announced in
Tokyo was, in fact, already inputted in estimating the financing

gap under the MEP fto the IMF. =

The table shows that the 'additionality™ represented by the
Tokyo pledges amounted to 5 221.3 million for 1989, of" which 3

200 million comes from the United States, and & 986 million for
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TADRLE 1%

SUMMARY TABLE: PaP/TOEYO ADDITIONAL 0ODA PLEDGESI]
{(Amount im US% Miliionm)

=n_.t;|:iE I M P e e

Dorer 1989 1490 19%1 1992 1993 Total
e ~ G0 . 00 200,00 200 .06 203000 200,00 L, 000,00
Netherlands & .64 & .64
Germany 27 .62 27 .63
~
FROorea L .45
EEC B.46 5. i T dehy 5.46 21.84
Spain 5. 36 8.36 B.36 8. a6 33.4%
France 32 3100 31.00 3L.04 _ 06,22
Tetail Z51.:31 24527 2446 B2 244 RZ 200,006 118622
; ot iz e ey e e e

Over and above expected regular ODA pledges.

Source: Estimates as oi July 23, 1989,

CORRESPONDING ESTIMATED INFLOWS FROM PAP LOAN AND
GEANT DISBURSEMENTS
(Million US5)

BT EESSooST oSO o ST oC oSS Sss s s n s SEECrSrTCSCCSSSSSSSSSSSSS==oon
149845 L&D 1991 1242 Total
Loans 0.0 0.3 o,y T.b 10.E
Grants 7T2.8 |y G 8 S 650, 3
of which U.S. fifa. 7 133, 3 206.0 200.0 GO0.0
Total T2.8 165,10 219.1 221.3 Ghbl.1
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the four=year period 198%9=19%2, of which 3 800 million is
expected from the United States 1;h95& amounts =+t1il]l have +to ' be
approved by the U.8. Congress), This is a far cry from the
Solarz plan which ralls for § 1 billion a yemar or the
Multilateral Assistance Initiative (or Philippine Aid Plan} which
calls for 4 2 hilliom a year., half of which is supposed to  be
official and the otber half private. [ How one can, caleulate

private zector flows attributable to the MEI/PAP has not guite

been resolved.)

But pledges do oot represent cash fiows. They have to
be "committed®, i.e. +tfranslated into signed loans or grant
documents, and then disbursed over time. The expected
inflow of the "additionalities”™ is §'72.8 millionm in 1989 and %
661 wmillion over the four—-yvear period. These would constitufte a

reduction of about 15 % of the financing gap (planning estimate).

Given the magnitudes cited above, 1t does not look like the
results of the MATI/PAP represent a substantial step towards
closing of the Financing gap if the Philippines is to achieve its

growth and equity targets.
Sy,

It should be noted that, in the Tokyo pledging sessions,
part of the publicdized § 3.5 billion is § 600 million from the
Ex—Im Bank of Japan which is not normally considered ODA. This
is part of Japan's {redit Enhancement Program consistent with the
Brady Plan for debt reduction. 1Its impact omn closing the 1989-
1990 financing gap thougsh reduced cutflowes will depemd on “the

conditions and timing of itz use, and on the conditions of the

a
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comercial banks who hold the debt paper. There are no firm

indications on either of tHe above.
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¥. SBUMMARY AND CONCLUSIONS

Except by sheer coincidence, as in the caze of saviags and
investment decisirns, the growth rates peeded by the highly-
indebted develcping countries for broad-based sustainable growth
and those resulting from an IMF/conveniional approach are mnot
going +to be the same. Unfortunately, the latter growth ratle,
which is the lower, will prevail. One merely has to look at the
experience of the past seven years to know how this result has
immiserized the hundreds of millions of people, created all
kinds of social and pelitical unrest, and jeopardized peaceful

international relations.
And yet, the resuli perslsis.

One can uanderstand, although neot necessarily sympathize
with, the reasons why the approach was taken in the first place.
Priocrity was &xplicitty accorded to preventLing o collapse of
international banks and financial institutions, over the collapse

of national economies.

But now that the danger is long past, the rationale behind

. e
the former approach Is no loager valid.

And wvet, it goes on.

-

The Brady Flan iz belng halled as the key to the long-term

solution of the international debt problem: debt reduction, as

oppoesed to debt financing, which was the vehicle of 1ihe Baker

i

Plan, in order to reduce the net rescurce transfer to creditors.
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Thé former works through reducing the oulflows, *the lltt.w

through increasing the inflows. Both plans, of course, recognire
; . .

the need for dinternal structural adjestments in the debtor

countries in order to assure efficiency and eguiity in the use and

dizstribution of the rescurces made available.

L.

There is no guestion that debt reduction is long overdue.
it is superior to debt financing as far as the debtor countries
is concerned because it reduces the debt stock which must be paid

in the future.

But the element which ied to the failure of the Baker Plan
is still in place, and will just as surely cause the failure of
the BPrady Plan: that is,.the current negotlating process which
allows the commercial banks far greater leverage over debtor
counkries +than they would have under npnormal circumstances.
Conversely, the current negotiating process denies the debtor
countries the leverage they would normally be exsrcising against

the commercial banks.

The case of the Philippines is instructive: for the periocd
1989-1992, +the country will be paying out & & billion to the
private creditors. Normally it should be easy for the country to
de so because it then has the confidence te ask, and be assured
of receiving =a new loan of § 4 billion to close the financing
gap, because there will be cn the part of the bankers the fear
that if the 534 billicon is not lent, then the 3 6 billion won't he

paid in the first place.
Instead, it appears that the Philippines may have approached
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the negotiating table in fear and irepidation. Because in the
current negotiating process, if no agreement with the commercial
banks takes place, the IMF agrecment is= suspended, and the
efficial ecreditors, bilateral and multilateral, alse suspend

their lending activities to . the couvnltrw.

With =such a comfortabie interliinked deal going fTor the
lending institutions, it is _no wonder that the bamks did not pay
" 4

any attention to Mr. Baker whem he asked for their participation

in the initiative. Nor wil! they pay a&ttention %o Brady.

If wa truly want to give the Philippines and other debtor
countries an even chance o0 achleve their objective of broad-—
based, sustainable growth, there is no need for any legislation,
regulation, nor otherwise for strong-arming the commercial banks
to participate in apy debt reduction exercise. Thelr ::}ﬂﬂ'atlﬂn
18 assured so long as the creditor gewélnm&nta follow their own

prescriptions: that is-=break up cartels, and allow compétition

and market forces to operate free

this ecan be achieved by

delinking the current negotiating processes from each other.
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