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Our negotiating failure

ast year, the Philippines negofiated for a
anrw rescheduling agreemant with our
commercial bank creditors, No other debfar
country with as much foreign debt had under-
faken as fundamental and as wide-ranging
structiural reforms as we had. We were also
currrent on all our interest payments and were
in compliance with an IMF  stablllzation pro-
gram. Underthe Baker Plan, such exemplary
behavior should have been rewarded with
favorable treatment fram commercial banks.
Just the year before, we had thrown out the
dictatorship thal had taken owt the loans and
had stolen the money. Then we came 1o the
negotiating table generously expressing = will-
Ingness lo pay every penny, Yet the agree-
ment we signed in July 1987 gave us much less
than the banks had given Mexico and were
just about to give Argentina, and much less

than the banks are now in the process of giving
Brazil,

Structural reform

It is very difficull to understand this turn of
events. In the lasi two years, the Philippine
sconomy has begun 1o recover from the deep
depression brought on by the economic  and
financlal crisis of late 1283, The economy has
taken off and iz on the path ol suslainable
growth, Inflation had keen kept down and
balance of payments problems aveided.
Wide-ranging structural reforms were intro-
duced to reduce government intervention in
pconomic  decision  making, roestablish  com-
petitive markets and promote a more outward-
locking  economy,

There is no doubt that significan! progress
has been made in atitaining the ambitious goals
the Aquine administralion set down two. years
ago. Government has sold off P&.5 billien af
its carporations and assels lo the privale sec-
tor. I reestablished competition in vital
agricultural markets, thereby adding billions af
pesos a year fo the income of coconut, sugar,



rlecand corn farmers. It rehabilitated fis major
financial institutions and =et them on the road
lowards efficiency and viability, It resumed its
painful liberalization program to build  effieient
industries fo compete wilh the best in the
world, N restruciured its fiscal sector throuah
reforms in the tan systam, decentralization  of
the budgetary process. and fresetting of
budgetary priorities  in favor of redistributive
programs like basic education, primary  healh
care, agrarian reform, and rural developmant.

But these sconomic siructural reforms
pale in comparison with what we, as a paople,
have done on the political front. We loppled a
dictatorship and, with spaed and care, res-
tored  demoaragy,

Yet, even with these remarkable achleva-
Mments, we continue 1o suffer shabby treatment
from our bank eroditors.

Why we gol o bad deal from the hanks

What did Argentina, Brazil and Mexico
havethat we didn't have? hNolonly did Argen-
tina and Mexjco gel =asier paymeant 1erms in
interest spreads and loan maturities, bul mosl
imporiantly, they alze gat new financing from
banks (7.7 billion for Mexico and £1.55 bil-
llen for Argentina). We gol no such financ.
ing because we did not even ask for it. [Aore
recently, Brazil has negatiated a new agree-
ment, not having paid Interest  since
February and having banned the IMF from the
country for years. Braozil will pay the same
Interest spread that Argeniina and Mexica
are. paying — 13/16% dver Libar jnstead of the
14/16% over Libor weare paying —-and will gat
£5.2 billlon In new maonev. For s misohiaf,
Hrazil Is getting = better daai than we got.

What these countries had that we seamed
to lack were tough and compelent. negofiating
leams. Qur own %feam would come to the
negotiating  table  having alrendy  surrendered
the onhly leverage wo had — the threal of not
paylng, Theywould focus on gimmicks -- then
it was Fhilippine Investment Motes [PINS), now
it is Mexican-type dafeasance schemes - jn-
slead of the key Issue of reducing our debt-ser.
vicing burden and financing economic growth,

The other side would be quick 1o fqUes-
tion our numbers, assum pliens, and motives,
because across the table they weuld see the
faces of some of the same oMficials thal had
justltied the excessive barrowing and the
fabricated resarve figures under Marcos, In
the negetiations, It didn’t matier 1hat Mre.
Aqulno was now Presidentand the nation was
now a democracy. In the end, the Philippine
leam would simply take the word of the banks
that the dealthey were giving us was the best
deal possible. The banks never had it so
good, and no wonder they have been lhe
staunchest supportess of our present . negotiat-
ing team.

Our deb? negollaters have glven two
reasons for belng so sccommodating to com-
mercial  banks:

() The country cannot afferd 1o an-
tagonize the fordign commercial banks. They
claim In particular that a "confrontational"
stance would resull in withdrawal of trade
credits,

(B} The country should not use commer-
cial sources since official (e.g., Japan and the
Unied States) and mulilateral {e.g.. World
Bank) loans are quite easy to obtain,

But does asking for reliaf or new maoney
from the commercial banks conslifute a reck-
less negofisting strategy? And are joans from
multitatoral and oMiclal sources  sufficient 1o
make up for our failure 1o oblain good terms
from commercial creditors?

Lessong lram Peru

Cur negotiators never fail 1o point to
problems. of FPeru,  which has clesrly  taken a
tougher slance than the Philipplnes. The
reasaning s faulty, since I ls unclear that
Peru's. recent sconomic woes: are dus o fis
debtstralegy. Neithoer does It necessarlly fol-
low that taking a “tolugher" stance means daing
a2 Parudid. Braziland Mexlco did much better
lhan the Philippines In their negotialions with
creditors without taking a posiion ss “eenfron-
lational" as Peru's or as gutless as the Phillp-
pines.

In July 1985, Peru lim1ed its debt service
lo 10 perceni of Ms export earnings, admittodly
o crude stralegy but one which seems 1o have
preduced better results for them than eur
stralegy produced for us. Before Peru declared
a ceiling on debt serviee in July 1985 jis
productlon and Imports were ahrinking, Im-
portz fell from $2.2 bllllen o $2.0 billieon from
1984 1o 1985 and In 1985 real ocutpul was &.4%
lowar than the feval in 1582, Afler the debt
servica ceiling was imposed, both Imports and
real outputgrew impressively. Imporls grow 1o
2.8 billion in 1986 and $3.3 biliion In 1987,
Real GOP grew by B.6% in 1986 and by &% in
1987,

These stafistios hardly portray a country
that is suffering from a withdrawal of crodif.
While some credit may have been withdrawn,
whatever was lost was made up oy ather sour-
ces and by the reduction in Peru’s debi-sarvice
payments, as k= made plain by the 30% growih
Inimports In 1986, The much feared loss of
trade credits never materialized to the extent
ehvisioned by doomsayers, Banks after all are
in the business 1o makle money, and trado
credils are a safe way to make maney, slnce
the credit is secured by goods in shipment. If
banks did not eul off Peru, why should they do
it fo the Philippines simply because tha couniry
ia playing hardball on the nagotiating table?

Lately, Peru has been besetwith diffieulties
despie the fact that it did berier than the Philip-
pines on the debt front. Peru's terms of frade



worsened. This, coupled whHh gross mis-
management of the domestic economy, in-
cluding the natlonalization of loeal banks, was
enough to wipe oul much of the bBreathing spell
frem the debt eeillng. Peru has many ox-
change rates which discourage exporis, en-
courage caplal flight, and fuel unproductive

speculation. In short, Paru’s economy
probably slowed down despite, not beecausa of
its debt policy.

We do pot advocate the Peruvian solution
al mll. Neonetheless, scare storfes emanating
from friends of our commercial bank creditors
should be discounted. We should search for
betler solutions with a seber understanding of
the facis. And It [ gquite likely that the paths
breken by Mexico and Brazil are more promis-
ing than the Peruvian way.,

Limits of loans from
loreign  governmenis  and  multilaterals

The goodwill of the Aquine government
has ecreated expanded opportupities for loans
from forelgn governments and mulilaieral in-
stitutlons like the World Bank and Aslan
Development Bank. Howewver, the restrictive
nature of such loans will make them [nade-
quate 1o fill the wide gap in our financing needs
ihat servicing our debt to commerclal banks
would  create.

Loans frem the World Bank and the Aslan
Developmeni Bank cannot be rescheduled.
Indeed any new loans we can hope to get from
them would cover only the forelgn exchange
we need to pay amortizatlon and interest on
our exlsting loans from these multilateral sour-
cegs. Meoreover, these multilateral agencies are
slow 1o process leans, with gestation periods
between proposals apd the refease of monsy
of up 1o three years. The money ilself would
be released only gradually over the life of the
project;, typically five years,

Loans from such governmeénts as the
United States and Japan are so restrictive that
it may not even be wise for the country to fap
them all. In particular, these loans are ofien
lled 1o imports from the lending country. The
country cannot rely on these sources to meel
unanticipated increases in the country's finan-
cial neecds that are brought about by external
shocks or disturbances (e.g., a sharp deciine
In exporl prices).

Elements of a new debt strategy

An effective approach to debt negotiatlens
sheuld have the follewing elements: {(a) a
focus on nel resource flows; (b) a conlingent
agreament 1that links net resource flows io
economic condltions; (¢) a distinction between
old debt and new that gives senlorily to new
loang; and (d) a new negotiating team unen-
cumbered with baggage from the past.

The focus on net resource flows recog-
nizes that the overrlding lssue s whether the
country will get the financing It needs to con-
tinue to grow. Tha best way to getsuch financ-
Ing Is through some debt relief, so ihat thae
coundry ¢an use more of s export sarnings for
it own needs rather than for debt service,
While no major debtor couniry has yet ob-
tained this, foreign banks are. now In a belter
position to forgive, having sei aside maszive
ameounts of loan loss reserves for LOC debt. If
debt cannol be forgiven, then we musi heve
finanecing in the form of new loans from banks.
We need the money now, and we should take
i In any form we can ged it

We should also work for an agreoment that
will fake sccount of economic uncertainties.
The prices of our exports may fall, the prices of
our imporls may rise, a droughl or typhoon
may devasiate our crops, and labor sirife may
halt Indusirial production. In any such avent,
we will need more financing than anllcipated.
Henece we should bulld Into our agreemont with
the banks edequate provision for more debt
relie! or more new money should the need
ariza. )

H s also essential to distinguish between
old debt and new debt. I we suddenly flnd
ourselves short of resources to service all our
debi, we should sorvice first the loans taken out
under the presenl govarmmment before we ser-
vice the debts of the previous regime. Such
sonlority of new debt over old is Importard nod
only a3 a matter of moral principle bul also
because it would help In obiaining new money
froam banks and in making more workabla such
debl reduction schemes as debt defeasance
and exil bonds.

Finally, we need a fresh negotiating team
with enough sell respeci to stand up to the
banks and enough heart to pul above every-
thing else the well-being of the Filipina people.

A new negotiating team

In any new negoliation, the Philippinas
must approach the bargaining table with o
team that 1 free of the burden from tha lasi
nogotiatione and the paei regimo. In previous
encounters, negoliators for the commorclal
banks have taken the measure of our repre-
seniatives and hove run all over them, To keep
the negotiations [nteresting, we need to face
our adversaries with a new team capable of
regalning some of the |nitiative we lost In pasi
negotiations.

The presence of negotlators connected
with the past regime is very damaging 1o our
slde. The Philippines’ sirongest argument for
a better deal is thal it had the courage to throw
out the diciator responsible for the mess and
that it has taken the bliter medicine to corroct
the sHuation U found Rself in. Cur country, to
say the least, has paid Hs dues in the form of
palnfut  beli-tightening and economic restruc-
turing amid political and social strife, It desor-



ves a negotialing 1eam able to make foreign
bankers appreciate that they should share In
the burden of paying for the sins of the past,

The history of our past negotiations sug-
gesl qualities our new negotiations might pos-
sess. While our negotlators should be
knowledgeable In economlce and finance, per-
haps H Is time to iurn 1o politiclans, urists or
academica whe are free of any vested Interesi,
rather than local bankers eager to please their
foreign counlerparts, Our negotialors should
be internationally respected, with reputations
thalt do not hang on particular oulcomes of the
negofiations and who can walk away from the
table knowing thal thelr life accomplishmanis
will remain Intact. Given the importance of the
lssue, our negotiators should probably serve
full time as nogotiators and as managars In
charge of dealing with cur debt problem,
Above all, our negotiators should be steadiast
in defending the Inferests of iheir country.

Whalto do with the money

The program outlined here is based on a
basic philosophy: the money should be used
in productive invesiment. Since the resource
inflow carries a market price, it should be har-
nessed 1o increase productlon either direcily
or indireetly and must not be used 1o Increase
entitlem ents that require future financing. We
believe the following uses meet this criterion.
a) Indusitrial restruciuring
The industrial restructuring program {IRP)
started In 1380 is designed fto produce an
economy that eventually earns the forelgn ex-
change it uses. The three legs of the IRP are
fariff reform, trade liberalization and the ex-
change rate adjustment. Tariff reform and
trade liberalization are designed to foster in-
dustries that reflact the sirengihs of our
economy. Exchange rate adjustment will
enable our Industries to compele in the world
markel, These changes require large amount
of financing for imports of machinery and other
investments for the (ndustries that wiil compete
in the international markel place.
b} Transport and telecommunication in-
Trastructure
We need 1o upgrade more of our read to
"all-weather" types. Farm-to-markei
foads generate quick and lasting pay-offs,
both economically or politically. Our sea
and air ports need upgrading. We also

need 1o put meoere resources Into talecom-
municalions, especlally telophones,
) Powargenerating faciliiles
Standig in the way of efficient industries
are high energy cosis and unreligble power
delivery. We clearly need another &50-
megawatt plant 1o support the Luzen grid and
for power to come onstream In five years., The
lzabela gecthermal site for Morihorn  Luzon
and the Bicol geothermal siles should be. fully
exploited. This would need huge outlays on
consiruction and imported machineries. For
distribution, bringing Pallm pinon (Hegros)
power to Cebu industrial users would also re-
quire huge outlays for underwater cable,
d) Reforestation
Reforastation leatremendous undertaking
thal wlll pay off hatidsomely but only sMer a
long time. This may well be the challenge of
this generation. There Is no guestion that
forest cover will affect a host of more Immedi-
ale concerns: agricultural productivity, power
generation, flood controls, offshore fishing and
ecology.
g} Comprehensive Agrarizn Reform  Pro-
gram
This is an initiatlive that government ls
committed to and belongs to the category of
producing & ‘“level playing field" where liberal
democracy can thrive. |t Is very difficult for
government 1o finance all the requirements of
CARFP In the nexi five years: acqulsition,
prepatation, and supporl services. Raduced
external debt service would release resources
to help address this issue.
fi Waler Sysiem
There Is a need to improve water supply
and dlstributien. This will benefit bath In-
dustrial and household users. The money
could be used to finance the President's com-
miment to provide clean water to 92 percent
of the rural populatlon by 1992, as compared
to 62 percent this year.
g) Education
Primary and secondary education which
is now "free" musi alse become substantial,
We need additlonal schoolbulldings,
textbooks, libraries, and compulers. As we
Improve the lot of our teachers, we must com-
plement thair renewed spirit with modern
ieaching alds to propare our children for the
218l conlury.
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