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A STUDY OF THE PHILIFPINES: 1906—1953*

by

Gonzalo M. Jurado

‘%he purpose for which foreign loans are incurred and
the ease or difficulty with which they are serviced by de-
veloping countries are of vital interest to both borrowing
and lending countries and institutions. The interest of

borrowing countries springs from a desire to benefit from

e —

external capital in terms of economic development<  On their
part, lending countries and institutions, aside from hoping
to help accelerate the growth process of developing nations,
are naturally concerned that they are paid the opportunity
cost as well as the replacement of the resources that they

lend out.¢

Three questions related to Philippine borrowing abroad
will be discussed in this paper. These are: (1) what pur-

pose have external locans served in the Philippines, (2) has

/

*This paper is based on a thesis submitted to the Grad-
uate School of Arts and Sciences, University of the Philippines,
in May 1965, in partial fulfillment of the requirements for the
degree of Master of Arts (Economics). Grateful acknowledgment
is made by the author of the invaluable advice received from Dr.
Amado A. Castro in the preparation of the thesis. Dr. Castro,
however, is not to be held responsible for whatever errors may
still remain in the paper.
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the burden impose?/py them been within the country's capacity
to shoulder, and (3) what has been the effect of external loans

‘on Philippine economic growth?

In the first section of this paper an attempt will be
made, first, to identify the economic areas in which foreign
loans have been utilized and then to survey the borrowing and
servicing record of the country in the years before and aft%?
World War II. The second section will try to weigh the Phil-
ippine foreign debt burden and estimate the debt service ratio.
The third section will explore some considerations bearing on
the connection between external capital and economic develop-

ment. The findings are summarized in the conclusion.

As used in this study, foreign loans.refer to all loans
contracted abroad and payable ébrnad by the Philippine govern-
ment directly and those obtained %y the private sector with
the guarantee of the government;ffnbvinusly, they do not in-
clude direct or equity investments, capital which came into
the country on the expectation of making a2 profit or taking

advantage of a business opportunity.

The period under study runs from*1906 to 1963. The year
1906 marked the historiecal beginning of Philippine borrowing

from the United States, while the year 1963, at the time this




study was made (1964-65), represented the last year when rela-

tively detailed data on the country's foreign borrowings were

-‘available.

I
#. Foreign Loans in the Prewar Period.
1. Composition. From 1908, when the first ;}Pilquuhlic
Improvement Bonds amounting to P2 million were Bﬂlé_;n New

York by the civil government, to the end of 1941, when World

War II broke out, the Philippines borrowed a total of P172.26

million, of which P19.06 million came from domestic seurces

and the large component of P153.20 million came from the

United States.

The composition and terms of these loans are shown in
Table I. All bonds had a maturity period of 30 years, except
those of 1921 which had a due date of 20 years. Interest

rates varied from 4 to 5 per cent.

2. Uses, How were these loans utilized? What purpose
were they put into? Unfortunately, most of the data on hand
is so aggregative it can permit only 2 macro-economic class-
ification. Accordingly, and following the general practice
in the literature, foreign leans will besclassified -into
"econemie overhead capital,mf"smﬂiai overhead capital,” "di-

rectly productive enterprises;' and “ecnsumption."l The

lror example, see Charles P, Kindleberger, Economic

- : -
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elassification is = harsh one. | It cannot explicitly reflect

iges, if there =re any, of investment igans into consump-

Nor can it show a situation where loans earmarked for

resources from production of consumpticn goods to production
of capital goods. But it is not without merit, sinsp it makes
possible the establishment of a relation between external loans

‘and economic development.
L]

Table IT shows this classification. Out of the P153.20
;;ﬁiiiiﬂn external debt, P77.20 million representinggﬁﬂ.z per
. cent of the total, went into épanemic overhead capital, and
' :g;a remaining P76 million, composing 439.8 per cent, was ab-

in consumption., & word should be said about the loans

soment (New York: McGraw Hill Book Co., 1958), p. 38;
idbert 0. Hirschman, The Strate _of Economic Devel nt
Hew Haven: Yale University Press, 1 , DP. B83-8b. e
definitions are the generally accepted ones. "Economic over-
head® covers public works such as roads, bridges, canals,

ha 5 and similar infrastructural facilities. M"Social

gad” refers tc invesiments in public health and sanita-
‘housing, public administration. "Directly productive
rprises" include enterprises such as factories, shops,
ucers® equipment in industry, agriculture, the instruments
which material cbjects that satisfy human wants are pro-
Finally, "consumption” items are aimed at the satis-

n directly of scme passing consumers' want, with tQ?

+ of such a satisfaction being the end itself. s =
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TABLE IT “?"‘"’

THE BONDED DERT ACCORDING TO ECONOMIC FUNCTION
(In Million Pemos)

Scon- $Social :Directlyt Consump-

i
¢ omic 1 Over- 1 Produc-:  tion
Source/Purpose t Over- : head : tive 1

i hesd 1Capital: DIEnter—:

i Capital: i __prises:
fi‘ﬂ,l Iloilo 2.00 == - -
S & ¥ B, Manila 400 —= — -
S4& W B, Manila 2.00 — - =
PIB 3.00 e s il
8 & W B, Cebu .25 —— = = J“r_g,.,
MRR Purchase B 8.00 - - «wﬁ«_‘r’r,,]r*‘
(P.17 —— Domestic) ¥
m — — == E‘U-m
PIB, Manila 5.50 - - -_
Financial Interest Protection B —_ —= - 10.00
Sundry Purposes B 23,60 - - —_
Currency B - - - 46400
Metropolitan Water District B 6.00 - - —
FIB, Tloilo, Pangasinan, Negros Occ.,

Ilocos Forts, Marindumus 4.27 . - =
MWD B =50 — = = i
PIB, lLaguns, Ilocos Sur, Bulacan,

Nueva Eeija, Pampangs, Tarlac,

Camarines Sur 3.22 -— == —-—
Port Workes B, Cebu, Iloilo znd

FiB, Manils, ka Union #.22 -_— -_ -_—
Port Works, Cabu, Tleilo, and

MWD B, and PIB, Manila 62501 e e —
Port Works B, Cebu, Iloilo 1.00, — - -
Port Works B, Iloilo 1.85 - —_— -
PIB, Occ. Negros 1.28 - - -
{!’1.50 - Bum&stin}

Pllm — Domestic

? -ﬁﬂ' e I}ﬂmsﬁﬂ-)

P .50 — Domestic)

¥ .12 — Domestic)

(P11.70 ~— Domestic)

P3.50 —— Domestic)

TO0OTAL o « 20 - — P 76.00
PERCENTAGE OF TOTAL 5C.2 —_— -_— 49.8

Abbreviationa useds

PIR = Public Improvement Bonds

S& W B = Sewer and Waterworks Bonds
MWD = Metropolitan Water District

B = Honds
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. elassifiod under consumption. These were the P20 million
MBlic Improvement Bonds of 1971, and the P10 million Finan-
33al Interest Protection Bonds and P46 millicon Currency Bonds
of 1922, Intended for the purpose specified by their name,
‘the 1921 Bonds were used instead for the financing of local
‘businessmen's production and importation activities, in order
to save the currency from the crisis that undermined it in
1918-1921. The other two Bonds were used to rehabilitate the
currency after that erisis.? EZven if undoubtedly portions of
‘the prnceéds of these bonds were utilized for investment pur-
poses, in the absence of specific information a1l three have

been classified under consumption in order to avoid any

possibility of distorting the classification,

From these percentages, the conclusion is difficult to
ghﬁﬁid that the prewar debt could have been more productively
'qﬁﬁtilized. Consumption tock clearly too large a part and the
infrastructure could have absorbed a much larger share than

it actually did.

3. The Redemption and Servicing of Bonds. The first

redemption of bonds was made in 1936 when the issues of 1308

25&& George F, Luthrlnger, The Gulﬂ Ex
;tha Phi11*=lnﬁs tPrlncetcn _Princeton University Press, .

|




L ed and as redemption of maturing bonds was made, the
volume of loans outstanding began to decline. At the end of .
1941, a total of P31.25 million had been redsemed of prin-

€ipzl and only P121.94 million was outstanding.

After the War, in 1946, it was found that of the debts

‘shown in' the books to be outstanding, P43.85 million and

F31.82 million had iﬁ fact been previously retired or can-

‘celled and repurchased, respectively, by the government..

This left only the amount of P38.27 million =ctually cutstand-
ing in the hands of the American public. President Roxas |
conferred with the Treasurer of the United States for the
- settlement of that amount and agreement was reached that the. i
‘ entire debt should be retired no later than 1852, |

In accordance with the agreement, the Philippine Govern-
ment made contributions to =2 /sgnking fund held in a Special

%#H&t Account with the Treasurer of the United States begin-
e 2 _
1947. By October 31, 1851, the entire debt had been

extinguished.
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TABLE IIT

ﬂﬂﬂﬂTﬁDmmmmmﬁFHE“RNEEEMHS
(In ¥1lion Pesos)

-n- ngs * Amortisation : Interest® ¢ Outstanding

.':ID — e zim
2.00 - 24 8.00
3-m ry e 132 11-00
—— —— .44 11-00
.25 - IM 11-25
” pe o 112
i == | i
= — W45 11.25
8.0 = 2 15125
= — oTT 19.25
- - ST 19.25
! = 77 15.23
2;}-_% -_ 17 3%9.25
T9.60 - 1.57 124435
- - 3.29° 124.35
— 1o 3.29 124.35
i.g$ - 3.29 130.35
-50% - 3.59 135.12
. 323 - 3.46 138,35
4.22 - 3.60/ 142.57
oi5- = a0t 191.90 |
. —_— - a; |
e = i i |
1.28 == 3.1 153.19 _
= e 3.27 153.19
x.sn: -- 3.27 153.19 '
1.073 2.00 3.28 151.19
507 4,00 3.20 147.19 ° |
L 0 |
wle =l L b i 42.19
:1:!;'-?0 e 2435 142#19 |
'b 3
3.50 20.25 243% 121.94 |
e — = 1-31 121.94 |
— i 1.81 121.94
- - 1.81 121.94
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TABIE IIT (Continued)

:'!:bmrings 2 -Am:-ti sation : Interost Outgtending

15 'I.-uss:
‘Retired hy.thﬂ

Government 43.85
Repurchased by
the Government 33.82
38.27
e T15 1.49 30.47
— T-15 1.22 22472
— T-15 .91 14.97
— T-Ts -6‘0 TIEE
e T-EE -29 S
= 19-05 5% 14
153.20 P153 20 ?87.38

id Total M172.26

o of datar

e from the Prosidont of the United States Transmitiineg the
of the United States High Commissioner to the Philippino

ring tho Poriod from Novembor 15, 1925 to Docember 31, 1936

U.S8. Government Printing ﬂf'fiua, 1937); and Second, Third,

i, Sixth, snd Sevoenth and Final Annual Hoport of tho E‘tﬂd

h Commissionor to the Prilippino lslands to the sidont and

8E !Df the United Statcs (Washington: U.S. Govermment Printing
1943, 1947)%

o

BEstimates.

issued in Manila in peso denominations; interest and principal
) in posos at the Philippinc Treasury.

- the purpose of oetimating intorest payments, it was sasumed the
i;im ﬂnr'kh of bonds uanualla& or ropurchasod and roported in




i e

In the absence of official figures, payments for in-
£ of prewar foreign bonds have been estimated. These
R Pimates are also shown in Table III. Over the more than

..;ifcgﬁtury under consideration, about #87.38 million ac-

::ﬁ;ﬂ as interest to foreign lenders.

Foreign Loans in the Postwar Period.

== 48 Cumggsition, Borrowing in the postwar period started
11947 to meet the yggggtgﬁx needs of the newly established
blic, These borrowings, topether with the unliquidated
ance of the prewar bonds, made up the total of the foreign
. up to the end of 1851. Borrowings from abroad by the
rrment from 1947 to 1963 amounted to $462.88 million. w

|
. In addition, loans were obtained by the private sector I|

‘

» various purposes with the guarantee of the government.

' 5;ﬁ;:tf of 1963, these loans had run up to 5302.56 millibn.

= ..",.. - - A g
The composition, terms, sources, and purposes of these ”

36ans, public and private, are shown in Table IV.
syt 2

Ll ' ! |
It should be observed that loans did not necessarily ﬁ

- - L
=;§§bqg the country in full amounts in the year they were '#q
Ponstructed for. Rather, they flowed in staggered amounts

.?af'iqd_gf +ime., For instance, the International Mone-

ind - Central Bank budgetary loan of 543.3 million
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nesotiated for in 1955 come in five installments running

mf;Qha period of eight years duration. The same thing is
Epe of most of the loans of the private sector.

The public locans from the IMF obtained for budgetary
bjectives carried nec interest. The cthers stipulated

erest ranging from 2.5 to 8 per cent. On The other hand,

est on private loans were higher: & to & per cent

-.‘__ _" (= ' 1?',.

2. Uses. As with prewar bonds, icans in the postwar

ars have been classified accnrdiﬁg toc the economic function

pich they were channeled. Table V mzkes this classifica-

v @f the combined loans of the public and private sectors

mting to $765.4%% million, $69.86 million, =gual to S.1

of the loans, went into éconmemic overhead, $18.71

} or 2.6 per cent went into social owverhead, 5492.72
Yion or 64.% per cent went intc directly productive activ-

inT::anﬁ the remaining $182.73 million eguzl to 23.9 per

Ent was absorbed in consumption.

ed under "directly productive activities" definitely

consumption while another part is suspected to have
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: TABIE ¥ (o —
= 1 |
\/PGETHAR FOREIGN LOANS ACCORDING TO ECONOMNIC FUNCTION
AS OF END OF 1963
(In Million U.S. Dollars)
- t+ Economic: Social t Diroctly 1 Consump-
Source/Purpose t Overhead: Overhead: Produe- &  tion
‘¢ Capital 2 Capital 1 tive t
: 3 thciivities
£9.86 19.72 190.16 182.73
- v ED.GDB ‘
Sl s
133,448
\,'ﬂ-luma
: - ¥ 43.308
4 5.3%
¥15.36
GTT
V207
: ~231.,00
.‘ * 2'5&
:3.06
| Eﬂ-m
: v 9eT1
w1000
Ve 9T
L 475 =
1473
6.45
- "65.43
‘Banks-DBP 178.00 _
| Banks-CB “29.00°
Banks~-PIE , 22.00
302.56
Banka-PT 0il Compznics © 44.04
Loan, +33.02
o 9463
3 937
~ 65.53
1108'04
3 32.93
63.86  19.m 492.72 182,73
9.1 2.6 64.4 23.9
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heen used to finance = similar purpose. The known part in-
cludes, for example, the "knocked down" cars iﬁpﬂrted by
several car assembly firms under the scheme. ~The unknown
portion refers to the varicus goods brought in under the
arrangement by some importers and suspected to have baen

misdeclared as capital goods, for the purpose of enabling

——y

their importers tc evade the payment of high duties on low-

priority items.

One more qualification should be made. Actually, out
of the $182.73 million classified as consumption loans,
§147.74% million was incurred to meet deficits in the budget
and $29 million (acguired by the Central Bank-fram various
American banks) was some kind of stabilization loan. Only
the $1.02 million cobtained from the_U.S. General Services
Administration in 19%7 and the $%.97 million loan taken on
under U.S. Public Law 480 in 1960 may be classified preperly

as consumption loans.

3. The Repayment =nd Servicing of Postwar Loans. Tables

VI and VII show the repayment and servicing record of the
public and private sectors for their postwar borrowings. From
1951 to 1954, =211 matured loans on the public account were

repaid on schedule. Then beginning 1855 to the end of 1963,
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TARLE VI

THE REPAYMENT AND SERVICING OF POSTWAR FORSIGN PUELIC LOAKS
(In Million U.8. Dollars)

Yoar : Borrowings : Amorviz=tion : Intersst . _ agué';f:gi?gar
1947 61.02 — —_— €1.02
1548 - R e < b T §1.02
19497 — -— 1.53 61.02
1951 | -— 6.64 2.36 68.82
1952 | — 5.58 2.21 89.24
| 1953 20.00 9.58 1.96 99.66
1954 | - 9.58 2.87 90.08 -
1955 | 14.76 6.42 2.64 98.42 -
1956 B.66 7.02 2.68 "100.06
1957 21.74 7.83 2.59 113.97
1958 T.97 Teod) CE | 114.10
1959 ( - 13.45 - 967 117.88
1960 F_____ 5717 SN B2 151 .47
1961 | 53.922 34.62 165477
1962 | 734157 5347 185.45
TOTALS 462,88 237.43 0.0 225.45
Sowrcel

Dopartmont of Economic Research, Contral Bank of thz Pnilippincs.

Notest

_ STncludos the $40 million medium torm loan {Gmd.omu—ty;n} of tho
Dovelopment Bank of the Philippines from various U.3. commercial banks.
The funds were used for relending within the Philippinss.

bInclu.ﬂ.as thoe $20 million medium term loan (Cusderno-type) of the
DRP from various U.S. commercial banks. The funds wers ussd for rolonding
within tho Philippines.

®Inoludos tho %18 million medium teorm loan of the DBF, and tho 229
‘million and 822 million short term loans of tho Contral Bank of tho Fhilip=
‘pincas and the Philippine National Bank, rospoctively, from various U.S.
‘commarcial banks.
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THE REPAYMENT AND SSRVICING OF POSTWAR FORZIGE FEIVATE LOALS

(zz ¥\ 1lion U.S. Dollars)

TABIE VII

Year E rrowings i Azortigation : Intorest E ag“;;;aigigg;r
|
1951 11.25 -_— . 11.25
1952 - - 56 11.25
1953 — — «56 11.25
1954 .83 - . 50 12.08
1955 .44 1.12 .56 12.40
1956 8.49 1,13 +56 19,76
1957 0,16 1.12 60 27.80
1958 T.22 2.69 .86 32.33
1959 43.50 23,90 2.20 51.93
1960 45.53 15.77 3.83 81.69
1961 132.64 25.03 £.74 189.30
1962 28.22 44.79 12.13 172.75
1963 14.28 36.48 11.09 150.53
TOTALS 302.56 152.03 48.24 150,53
Souroce:

Department of Beonomic Sogearch, Central Bank of ths Fhilippinos.
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except only in 1961 and 1962, repavments fell short of amounts

due,

Véﬁﬂ deficiencies in the years 1955 to 1960 were caused

by the postponement of the $3.50 million annual amortization

on the Romulo-Snyder leoans from the United States Covernment.

On the other hand, the excess of repayment over maturities in

1961 was caused by the settlement of this loan in full, and
-'the repayment excess in 1962 was the result of the liquidation

of the amounts in arrears on the "deferred payments" on public

account. Finally, the deficiency in 1963 arose from the non-

settlement of the ICA-NEC and U.S. Public Law %80 loans as well

as the incomplete payment made by the Central Bank on its short-

term obligations.

/In the ether account, the private sector was abreast of
its obligations from 19585, when the first maturities fell, to
1958. In 1959 it repaid a big portion of its"deferred pay-
ments", only to fall behind Tfrom 1360 to 1963. This lag in
the recent period was caused by deficiencies in the settlement

LY

of the "deferred payments."

Also shown in Tables VI and VII are the estimated intersst
payments on the public and private accounts, respectively. By

1963, more than $50 million had been paid for interest on the
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public icans and more than S40 million on the private borrow-
ings. In both accounts, the tread of the aggregats interest
payments has been upward, reflecting the increase in external

indebtedness during the period.

II
A. The Foreign Debt in the Context of the Public Debt.
Important as the absclute values of the payments are,
they do not provide any measure as to the ease or difficulty
of actually transferring resources from home to lending coun-
tries and institutions. For this there is need to relate

payments to some other economic wvariables.

1. Public Debt/National Income. In Table VIII, the

public debt as a whole and the external public debt as a
v§’

sector are compared with the national income. he percent-
age of the public debt to the national income ranged from
15.4% per cent in 185% to the peak 22 per cent in 1859-1360

and to 19.3 per cent in 1563,

Is this ratioc high or low? Unfortunately, no one has
yet come up with an estimate of the critical value of this
ratio, as well as of twe cthers that are to be introducsd
presently. In the absence of such an estimate, some other
way of making national income as a measuring rod for the

size of the debt must be found.
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TABLE VIII

tﬂ..-\ /

RATIO OF PUBLIC DEBT T0 HATIONAL INCOME

| Total 3 ?:s reign ¢+ Natiomal Total H Foroign

+ Public s+ Public t TIncomc Public Debt & Dobt as
Year ! Dabt ! I=bt | as Per Cent 1 Pexr Cent of

H H : : of Netiomal 1 Hationsl

: (in million pesos) 1 Income : Incomc

[ 3 3
1955 1,258.1 196.80 7,624.0 16.6 2.5

y A .

1956 1,514.9 200.C8 8,288.0 18.4 2.4
1957 1,564.6 227 .90 8,764.C 17.8 246
1958 1,926.8 22{15 9y436.0 2044 2.4
1959 2,200.6 235372 10,008.0 22.0 242
1960 24321.3 3@2 a0 10, 604.0 22.0 2.9
1961 2,525 .6 251 4 46 11,73740 21.5 241
1962 2,713.0 330.50 12,959.0 2140 245
1963 2,814.0 332:90 14,5770 19.3 2.1
Sourcet

National Incomc figures from the Hational Economic Comncil, Offico
of Statistical Coordination and Standards.

-
At current prices.
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In Table X, an international comparison is made. It
can be seen that among nine countries, with the exception
of two -- Thailand and Turkey -- the Philippines had the
lowest ratio. The industrially advanced countries in fact
had high ratios: between 67 and 78 per cent and, in the
case of the United Kingdom, more than 131 per cent. In the
perspective of this setting, it can only be concluded that
Philippine borrowings ar= not lsrge. They may even be con-

sidered small.,

The same thing may be said of the external loans. Over
the l0-year period from 1954 toc 1963 the percentage of the
external public debt to the national income never went beyond
2.9 per cent, In 1963, it was down to 2.1 per cent. This is

definitely not a high rate.

2. Public Debt/Population. There is yet another way by

which the size of the debt and its external component may be
measured. From Table IX it is seen that in the l0-year period
of 1954 to 1963, the burden per capita of the total public
debt steadily increased from Pu8.07 to P93.17. I8 this burden
weighty? :

Again an international comparison will be helpful,

Table X shows that in regard to the less developed countries
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TABLE IX

THE DEBT BURDEN FER CAPITA

Totsl

5 H Foreign = I. Por Capita Debt Burden
Year ¢ Fublid : Putlic g - ' 3
. Population Total 1 Foreign
- Deb¥ £ Debs : ! Public & Public
. > ; : Jabt ¥ Tebt
: (in million pesos) 5 (in millions}: (in pesos)
1954 1,100.6 180.12 22.888 48.07- 7.9C
1955 . 1,258.1 196.80 23.568 53.53 8.35
1956 14514.9 200,08 24.288 62.34 8.65
1557 1,5ﬁ4.ﬂ 227 .90 25.030 62.54 9.10
1958 1,926.8 228.16 25.795 T4«TO B8.84
1959 2,200.6 235.72 26.584 82.75 8.86
1960 2:321.3 302.90 21 +419 85.10 11.85
1961 2,525.6 251 .46 28.1313 89.24 B.88
1962 2,713.0 330.90 22,257 92.01 11.31
1963 2,814.0 312.50 30.241 93.17 10.34
Source:

For population figures: Bureau of the Census and Statistiecs,
1964 (Mimsographed).
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TABLE X (RN
RATIO OF PUBLIC DEBT TO NATIONAL INCOME, AND DEBT
BURDEN PER CAPITA OF SELECTED COUNTRIES (1961)

; Batio of ; Dabt
Country i Public Debt H Burden

: to Hationsl 8 For Capita

:  Income ; (in U.8. dollars)
Ceylon 44.93 55467
India A2.64 29.00 7
Thailand 11.79 10,50 -
Turkey 20,35 36.22 ~
Australia’ T6.16 943.00
Canada * 77463 1,187.00
Uni ted Kingdom 131.37 i,d?ﬁ-ﬁﬂ
United Stated 67 .80 1,554.00
PHILIPPINES 21.50 44 .62

Source:

United Nations, Statistical Yearbook 1962 (New Yorkt 1963).
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of India, Thailand, and Turkey, the Philippines had a higher
debt burden per capita. However, in relation to the advanced
countries of Australia, Canada, the Unitsed Kingdom, and the
United States,'it had a much lower per capita debt load. The
last four countries in fact had encrmously heavy debt burden
per person -- in the neighborhood of $1,400. Obviously, the

debt load per individual in the Philippines is not heavy.

The per capita burden of the external public debt, rang-
ing from P7.90 to P11.31 to F10.3% over the 1l0-year period,
can also be considered well within the capacity of the popu-

lation to shoulder.

" B, The Debt Service Ratio.

The mildness or severity of the transfer problem in-
volved in the payment of amortization and interest on external
obligations still remains to be considered. To do this, the
concept of the "debt service ratio" will be emplayed.ﬁF This

is the percentage of interest and amortization payments on

foreign loans to current foreign exchange receipts, exclusive

3This is a2 meédification of"investment service ratio” in
David Finch, "Investment Service of Underdeveloped Countries,"
International Monetary Fund, Staff Papers, Vol. II, No. 1
(September 1951), p. §0. Finch was dealing with foreign
capital as a wheole and not solely with the public or publicly
guaranteed private componsnt of it.
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of compensatory finaneing. ("Compensatory financing cannot
be regarded as part of the receipts normally available for
the servicing of debts. (ID comes into being only because
the nermal receipts are insufficient and the authorities take

action to meet the situatinn."h}

1. The Debt Service Ratic Over 33 Years. Table XI

shows the debt service ratio for eleven years preceding World
War II, Table XII that for the postwar period. Tables XIII
and XIV are a separate representation of the ratio for the

postwar public and private loans.

~from 1932 to 1940, the ratic was below 2 per cent.
Only in 1841 when the amortization for principal was almost
10 times the payment for interest did the ratio exceed that

level, i.e., by jumping to 7.1 per cent.

After the war the ratioc started off at a high level:
7.6 per cent. But this is because of a fall in the value of
current receipts as a result of the war and not because of

any increase in the amount of payments, since these remained

“Ibid.

e
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TABLE XTI

THE FOREIGN DESBT SERVICS EiTTIO, PRE-WARE

: Current : Total z Tﬂtal'ﬁaymﬂﬁts

Yaar t Receipts t Paymente 3 ag Per Cent Qf
] (i nillion i) 1 Current Receipts

1931 207.94" 4.21 2.0

1932 258.60 £.27 1.5

1933 266.60 a2l 1.2

1934 285.00 3.27 1al

1935 282.20 3.27 11

1936 376.00 Sefd 1.4

1937 500.00 T30 1.4

1938 389.00 5«03 1.3

1939 400.20 5«35 1.5

1940 409.40 2.86 T

1941 322.27" 23,02 y Pt

Sources of data on receipts:

1932-1940: Amado A. Casizro, The Fhilippiness A Stuiy in Economic
Jependence (Unpublished Ph.D. digsertation, Harvard Dniversity, 1953),
Pe 32‘-

1531, 1941: Department of Co=serce and Industry, Bureau of
Commerce, Summaries of Philippine Foreign Trade (Maniis, 1961).

1946-1949: Central Bank of the Fhilippines, Firs: Annual Report,
1949 (Manila, 1950).

1950-19511 Internationsl Monetary Fund, Balance of Payments
Yearbook, Vol. 8, 1950-1954 (Washington, D.C.: 1957).

-
Hegsipts from mﬂfﬂh&nﬂiua expoeris only.
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TABLE XIT

THE AGGREGATE DEBT SERVICE RATIO, POSTWAR

3 Current t Total . Totel Payments
Year ! Heceiptsa g Payments i as Per Gent of

(in million U,S. dollars) SSbETTeR i caLbus

1946 64.20 4.90 Tieh
1947 264.55 4.62 1
1948 a 11T+ T5 6.01 L%
1949 260.00 5. 86 Faah
1950 322.50 S5e71 1.8
1951 566 .00 12.76 2.3
1952 497.00 12.35 Db
1953 515 « 00 12.10 2.1
1954 539.00 13.01 2.4
1955 545-00 10.74 2.0
1956 628.00 11.39 alf:
1957 620,30 12.14 2.0
1958 647450 14,53 2.2
1959 662.60 39.17 5.9
1940 TOL.74 A7 .00 6T
1961 645.82 TTTT 12.0
1962 T49.58 116.20 155 L -1 2%
1963 - 919.96 99.71 10.8 s
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TABLE XTI

TH= FOREICN PUBLIC ISST S=RVICE HATIO, POSTHAR

[ Current = i Total
Year t Heceipts s Payments

(in million U.S. dollara)

Total Payments
as Per Cant of
Current Beceipts

1948 317.75 1.53 ] y
1949 260.00 1.53 O\ £
1950 322.50 .53 S

1951 566.00 5.00 1.6

1952 497.00 11.79 2.3

1953 575.00 11.54 2.0 i
1954 535.00 12.45 2.3 i
1955 545.00 9.06 1.6

1956 §28.00 9.70 1.5

1957 £§20.30 10.42 1.6 -
1358 647.50 i1.02 1.7 € A
1959 6£62.60 13.07 359

1960 701.74 T 42 3.9

1961 645.82 46.00 T-1 4
1962 749.58 59.28 T:9% ¢ 37
1963 919.96 52.12 Bl

Sources of detz on current receipts:

From 1947 to 1949t Centrasl Bank of the Philippines, First
Annual Report, 1949 (Manilat 1950).

From 1950 to0 1954s International Monetary Fund, Bslance of
Payments Yearbook, Vol. 8, 1950-1954 (Washington, D.C.: 1957 )«

From 1555 4o 1963: Centrzl Barnk of the Philippinss, Annwal
Beports. 1955 to 1963 (Manila: 1956-1964).

°19:'.‘?-—l§49 receipts are from serchandise exports only.
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TABLE XTIV

THE FOREIGN PRIVATE DEBT SERVICE RATTO, POSTWAR

: Current 3 Total i Total Paymenis
Tear 1 Receipia Paymants H gs Per Cent of

: (in million U.5. dollars) : EHcrens Seceryia
1952 497.90 -56 L%
1953 575-00 «56 «1-
1554 533.0C 56 «1
1955 545 .00 1.68 3% 2.5 “’7,,
1956 628.00 1.69 3
195? 629530’ 1!?2 l_é__.‘-
1958 647 =50 355 +2] 57
1959 662.60 26.10 3:9% 2 "9
1960 70174 19.60 2.8
1961 645.82 31.77 4.%
1962 749.58 56.92 T lr L z 9
1963 919.96 47.57 Sel.

Sources of data on current receiptael

Prom 1952 to 19543

From 1955 to 19863:

International lMonetary Fund, Balance of Payments
Yearbook, Vol. B, 1950-1954 (Washington, D.C.: 1957).

Central Bank of tho Philippines, Annuwal Reporis,
1955 to 1563 (Manilat 1956-1954).
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more or less at the same level, From 1547 on to 1958, it
went along at less than 2.6 per cent, rising to about b
per cent in 1955, then shooting up to a peak 15.5 per cent
in 1962, and turning down to 10.8 per cent at the end of

the period being studied.

It should be noted that the denominator for the years
1946 to 1943 represents receipts from merchandise exports
only, thereby overstating the ratic. Moreover, the numerator
from 1948 to 1951 embodies payments for both prewar and post-
war loans. From 1952 to 1963, the ratio covers the postwar

borrowings of both public and private sectors.

/" What caused the radical movement upward of the ratioc
beginning 19527 An examination of Tables XIII and XIV reveals
that payments for both public and private loans increased
greatly during the pariod, particularly the latter in 1959-

62 and the former in 1961-63. These increases were caused

by the bunching of amortization dues on both accounts,

2. An International Comparison. Failure to determine
the critical value of the debt service ratio dictates a less
satisfactory way of determining whether berrowings are large

or small: again an international comparison. In Table XV
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TABLE XV

RATIO OF PUBLIC DERT SERVICE TC EXPORT OF GOCDS AND SERVICES

1251 1%2
Israsl 27 Israel 29
Chile 23 Chile 25
Turkoy 20 Argentina 22
Argentins 20 Er'az.’!. 1 20
Brazil E & Turkey 17
Colombia 13 Moxico 16
Fhilippines 12 Philippinas R
Mexico 2 omy Tugoslavia 14
Yugoslavia a CGuatenala 12
Ecuador 8 Colombia p e §
Iran 8 Indis 9
Paragusy 7 Iran 2
India 6 Costz Rica 9
Costa Rica 3 Sudan g
Pakis tan 5 EBouador 8
Sudan 5 Pakistan T
Nicaragua 5 Paraguay 6
Uruguay 5 ¥icaragus <
Hornduras 4 Trugusy 5
Vereguals 4 Chins 5
Spain 3 Venozuela 4
Guatomala 3 Fthiopia 4
China 3 Honduras B
Thailand 3 Bl Salvador 3
Ethiopis 3 Thailand 5
El Sailvedor 2 Spairn 2
Panams 1 Panams 2
Tigeria 1 i gaxia 2
Source? g

Dragoslav Avramovic, et al., Economic Growth and Externsl Dabt
(Baltimore: The Johns Hopkins University Pross, 1964}, p. 48.

Hotet

Public deobt includos cxtornmsl obligations of ali lowvels of govern—
ment as woll as priveto dobt guaranteed by yu.‘nha agencica. Dobt with
an original maturity of less than 1 year is excludod. For-=11 countries
EXCEPT the Philippines, commorcial arrears arc also excluded. The nu-
merator includes interoat and amortization on all such debt. Again, for
a2ll countries EXCUPT tho Philippines, the denominator is annual average
exports of goods and servicss during 1960-62 or in somc cases 1960-61.
For these ressons, the Philippinc ratio is overatatod rolative to that
of the other commtrics.




such 2 comparison is made. It can be seen that the Philip-
pines stands at the upper part of the list in both 1561 and
1962. These are the two years, incidentally, when the

Philippine debt service ratio was highest.

/ A few points should be taken into account in the ap-
preciation of the Table. For all countries except the
Philippines, the numerator excludes commercial arrears and
the denominator is the annual average of exports of goods
and services during 1960-62 or in some cases 1960-61.
Applying the same definitions to the Philippines as applied
to the other countries, the Philippine ratio would have been
7 and 3 per cent for the two years, respectively, as shown
in the IBRD study from which this Table was taken, as against

the 12 and 15.5 per cent actually used in this paper.

Is the debt service ratio of the country high? There
seems to be no gquestion that, in the years previous and up
to 1958, at no more than 2.5 per cent the ratic was relatively
low. In 1960-63, at more than 10 per cent it seemed at a

moderate level,
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The inadequacy of the debt service ratio for mea-
suring debt servicing CEF*EEF? is well known and should
be noted, The ratic relates only two variables -- out-
payments and current receipts -- out of many. It reflects
the extent of the cash sgueeze that borrowing countries
experience when they begin servicing and settling their

obligations. It is a short-run indicator of the transfer
5

problen.

<f£3ut the most serious shortcoming of the ratio is
that it does not take into account the impact of the for-
e:l.gn loan upon economic g_::qwt"a and, in particular, upon

debt ser91c;ng_;aggc;§g; In other words, it does not

encompass changes of a profound, long-run character.
>

lér long-run analysis, the t pattern of foreign

loans in the borrowing ccuntry is ceial, Whether a loan

can be serviced and repaid in the long-run critically

SAs a short-run index, it is used in Dragoslav
Avramovic and Ravi Gulhati, Debt Servicing Problems of
Low Income Countries, 1356-1958 (Baitimore: The Johns
Hopkins Press, 1960); and Dy the same authors, Debt
Servicing Ca and Pﬂstwar Erowth in Indebtedness
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\ I':
] hinges upon how it has been used,’ what purpose it has served:
/In macro-economic terms, it is necessary to know whether the
loan had any effect upon savings, investment, income, and the

balance of trade,

J&he use pattern of foreign loans in the Philippines a
has been drawn in the first section of this paper. There it ~
was found that, in respect at least of the postwar loans,
most had gone into economic and sccial overhead and directly v
productive enterprise -- investments, in other words -- and
only a relatively small portion went into consumption. What
have been their effects, if any, upon income, saving, and

capacity to repay?

h At this peint, because of the inadeguacy of the data
| and the near impossibility of computing the direct and in-

direct effects of each investment proiject financed by foreign [
‘ loans upon the economy, much of the discussion becomes some-

what theoretical.E

6This analysis draws on Dragoslav Avramotic, alialy

et.

M Economiec Growth and External Debt (Baltimore: The Johns

Hopkins Press, 1064). Other principal references are R.F.
Harrod, "Desirable International Movements of Capital in
| Relation to Growth of Borrowers and Lenders and Growth of
Markets," in Roy Harrod and Douglas Hague, eds., Inter-
national Trade Thenr* in a nevelaging World (New York: St.
Martin's Press, 1963), pp. 113-14%13; and Gerald M. Alter,
"The Servicing of Foreign Capital Inflows by Underdeveloped
Countries," in Howard S, Ellis, eds., Economic Development
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w&he first impact of foreign capital is to the aver-
age rate of saving in the economy. making pcssible a higher
rate of investment. Given the capital-output ratio, its
next effect is to increase the rate of growth of national

income.

The succeeding effect then depends upon what porticn
of the additional income generated is plowed back into pro-
duction, that is to say, upon the marginal rate of saving.
To the extent that the marginal rate of saving is high, the
average rate of saving is increased, the rate of growth of
national income is increased, and the need for further ex-
ternal capital is reduced. The need for foreign capital to
supplement domestic savings stops when the domestic average
rate of saving is enocugh to sustain the desired rate of )
investment and therefore achieve the target rate of income

growth. 4

Borrowing does not necessarily cease at this point,
however. Resources from abroad are still borrowsd, but for

paying wholly or partly amortization and interest on previous

for Latin America (London: Macmillan & Co., 1961), pp. 138-
167; and J.J. Polak, "Balance of Payments Problems of Countries
Reconstructing with the Help of Foreign Loans," Quarterly
Journal of Economics (February 1843), reprinted in American
Economic Association, Readings in the Yheory of International
Trade tLondon: George en b Unwin, 1950), pp. 458-H493,
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loans and not to add io domestic savings. At a point in
time, even this stops as the country accumulates an exXcess
of savings over Iinvestiment and wlth it is able to make a

net repayment of its maturing obligations.

While this is taking place, scmething is happening

to the balance of payments which bears the brunt of the

actual transfer of resources. By definition, as long as ﬂ?n{
savings are less than investment, the balance of payments xh=

s .
will be unfavorable (since S = Id = X = M). The balance g

will become favorable only when savings exceed investment,

-

In the real world, a more vital matter is the
behaviour of imports and exports. We can assume that both
imports and exports are increasing, but which are increas- I
ing faster? In respect of imports, they are susceptible of
manipulation by domestic policy and under some extreme neces-
sity can be brought intc line, assuming they are compressible,
i.e., they include items not necessary to the execution of
economic development. The growth of exports will depend upon
their composition and the character of the demand for them
abroad, sﬂacifically their price and income elasticities. In b
any case, historical evidence support th:s proposition that
the problem of paying and servicing external wobligatiocns

becomes insignificant as the economy achieves self-sustaining

- e

growth. el




= 36 -

The conclusions of this paper may be summarized.

A major portion of prewar loans went into economic |
proiects of a productive kind but the percentage could have’

been higher. Most loans of the postwar period were chan-

neled to economically productive enterprises, with only a
relatively small pertion going to consumption. ©On the whale,
it can be said that postwar loans were more productively ==

utilized than those of prewar;¥5¢mﬁ-

The country has not defaulted in its commitments
at any time., The burden of foreign lcans has been rela-
tively light and the country has transferred resources for
their payment with relative ease, Viewsd in the long-run
,context, foreign loans in the Philippines may be said to f
have been utilized for speeding the rate of growth of the

econcmy.

Quezon City
August 5, 1966



