NATIONAL SECURITY STUDY DIRECTIVE:
US POLICY TOWARDS THE PHILIPPINES —

EXECUTIVE SUMMARY*

THE PROBLEM

The United States has extremely important fnferests in

the Philippines.

— Politically, because tne US nurtured the indepen-
dence  and democratic institutions of our former
colony, the Philippines must be a stable, democra.
tically-oriented ally, A radicalized Philippines would
destabilize the whole region,

—  Strategically, continued unhwmpered access to our
bases at Subic and Clark is of prime importance
because of the expanded Soviel and Vietnamese
threat in the region. Fall-back positions would be
much more cxpensive and less satisfactory,

- A strong ASEAN that includes a healthy Philippines
allied to the US isa buffer to communist presence
in Southeast Asia and a model of what economic free-
dom and democratic progress can accomplish.

—  Economieally, we benefit from a strong investment
and ‘trade position.

Political and economic developments in the Philippines
threaten these interests. Long-standing political and economic
problems came to a head following the Aquino assassination
in August 1983, which destroyed most of the political credi-
hility the 19-year old Marcos Government enjoyedyand exacer-
bated a shaky financial situation. A positive political dynamic
in the direction of greater openness has developed in the wake
of the Aquino assassination, but many question whether Pre-
sident Marcos can or will allow sufficient revitalization of
democratic institutions to prevent a fullscale polarization of
Philippine society.

Meanwhile, although the Philippines is likely to overcome
the current financial crisis with considerable outside help,
medium-term economic prospects are quite gloomy and in
the absence of major structural economic reform the longer
term outlook does not permit such optimism. At the same
time, the communist New People’s Army, taking advantage
of the depressed cconomy, the weaknesses of the Philip-
pine military and its abuse of civilians, popular fear and resent-
ment of the military, and the government’s inability to deliver

* Retyped from original; rcleased 12 March 1985 by the
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economic and social development programs, has continued to
expand significantly. This threat will doubtless continue to
grow in the absence of progress toward credible demoeratic
institutions, military reform including the curbing of abuse,
and basic economic reform, Absent political and economic
stability, continued steady progress toward an insurgent com-
munist take-over is a distinct possibility in the mid-to-long
terms, and possibly sooner,

However, reforms are likely in the shod-run to weaken
some bases of support for the current government, which will
resist many of them. While President Marcos at thisstage is part
of the problem he is also necessarily part of the solution. We
need to be able to work with him and to try to influence him
through a well-orchestrated policy of incentives and disin-
centives to set the stage for peaceful and eventual transition
Lo a successor government whenever that takes place. Marcos,
for his part, will try to use us to remain in power indefinitely,

Us GOALS

Politically, the US wants a strong, stable, democratically -
oriented, pro-US Philippines. However, without a healthy eco-
nomy, the Philippines cannot achieve political stability, Thus,
specific US  economie goals remain;

To strengthen the Philippine economy through our
multilateral and bilateral assistance programs:

- To mowve the Philippine economy toward a free mar-
ket orientation:

— To maintain and expand current levels of trade and
investment (US exports; $1.8 billion; imports: §2
billion; direct investment: $1.3 billion).

— To contribute to lifting the Philippine economy from
its currently projected negative prowth rates in 1954
and 1985,

Qur security and defense goals are to maintain US mili.
tary presence, and to fulfill treaty obligations and commit-
meiits made operational through our naval and air bases at
Subic and Clark, Through military assistance and training pro-
vided the Philippines Armed Forces our objectives are:

—  To assist in maintaining internal defense and conven-

tional deterrence capability;

— To continue to support military, civic and social
action activities;
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—  Toassist in defeating the ongoing insurgency.

Strong people/cultural relationships and broad existing
institutional ties over many vears assist us in achieving all our
goals.

PREMISES UNDERLYING US POLICY

The US does not want to remove Marcos from power to
destabilize the GOP, Rather, we are urging revitalization of
democratic institutions, dismantling “crony™ monopoly ca-
pitalism and allowing the economy to respond to free market
forees, and restoring professional, apolitical leadership to the
Philippine military to deal with the prowing communist in-
surgency, These efforts are meant to stabilize while strengthen-
ing institutions which will eventually provide for a peaceful
transition.

Our approach assumes that ourinterests in the Philippines
are worth a high-priority and costly effort to preserve. At the
same time, and although we have important influence and
leverage wvis-a-vis the Philippines, we cannotl take the lead in
reforming the Philippine system; the Filipinos must do this
themselves. Our influence is most effective when it iz exer-
cised in support of efforts that have already developed within
the Philippines.

We must pursue a comprehensive approach to the triad of
challenpes affecting our interests because, the problems them-
selves are interlinked, This will require;

a4 more open economic system that ends or substan-
tially alters “crony capitalism™ and agricultural mo-
nopolies:

a more open political system that offers a credible
promise of democratic reform;

an effective military capable of carrying the fight to
the communist insurgency while controfling abuses of
its oWl power,

Our assets include not only the economic and military
assistance that we are able to provide but also the respect and
sympathy that we conlinue to enjoy with most segments of
the Philippine population. Our support is one of Marcos'
largest remaining strengths. Our assets, particularly at the
people-to-people level, could be lost if we come to be seen as
favoring 2 continuation of the Marcos regime to the exclusion
of other democratic alternatives,

US policy during the current crisis has included aid and
other measures tailored to respond to the crisis in ways that
have underlined US resolve to be of assistance. Our active
public and private diplomacy has been aimed at demonstra-
ting to the Philippine public that we stand with them in their
time of troubles, but that we are encouraging the basic reforms
necessary to the survival of their democratic institutions.

We have adjusted our policy to the evolutionary internal
political dynamics at work, an approach which has achieved
some success. Through public and private statements, we
hawve:

sought to support those Filipinos who have been on
the cutting edge of moderate reform or change;

influenced positive decisions and movement on such
issues as the need for a new presidential succession
formula, a credible investigation of the Aquino assa-
sination, and the beginning of institution-building
through an acceptable parliamentary election.
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Bilateral and multilateral economic steps aimed at helping
the Philippine economy weather the current difficulties have
included:

—  viporous support of the IMF standby program;

—  maintenance of hilateral assistance programs and
expansion of CCC and EXIM credits;

adjustments within the bilateral ESF program to
accomadate the GOz need for foreign exchange;

increased PL 480 Title 11 feeding programs at GOP
request and in cooperation with the Philippine
Catholic Church; and

support for World Bank and ADB measures aimed at
bringing about structural economic changes, parti-
cularly in agriculture.

In considering how this policy can be strengthened in the
fudure, we have examined appraaches differentiated primarily
by the level of resources we would be prepared to devote 1o
encouraging needed reform in the Philippines and by the level
of the US profile in the effort, We have also examined nega-
tive approaches:

— a‘no sale” option to be followed should Marcos fail
to agree to our proposals for assistance in retum for
reform, and

a “non-feasance™ option should Marcos agree to
undertake reform measures but fail to comply,

SPECIFIC SHORT TO MEDIUM TERM GOALS

1984 to 1987, that is, from the 1984 parliamentary elec-
tion to the 1987 presidential election, may be a major transi-
tion period. Changes are already underway: new political
forces are mobilizing; the first signs of economic response to
austerity measures are being seen; the military, following the
Agrava Board revelations, is looking inward. In order for the
Philippines to remain politically and economically stable, and
for its military to be able to contain the growth of the insur-
gency, the following high priority changes are required, US
policies must be linked to progress in all of them,

Political

[nstitutional change in preparation for the 1986 local
election and the 1987 presidential election,

Reformof the Commission onElections (COMELEC), the
key to the control of the election fraud.

— A new election law which at feast offers the same guaran-
tees as the election law which applied to the 1984 parlia-
mentary election.

— Legalization of NAMFREL (National Citizens’ Movement
for Free Elections),
— Amendment of reform of presidential decree-making powers.

—  Changes in the media—particularly television but also
radio and print— to permit opposition access,

Financial, Economie and Developanental
Adherence to the IMF Program.



—  Significant reduction of government interference in agri-
cultural production and marketing; an end to monopoly
capitalism.

—  Policy reforms in rural credit.

—  Continuation of import liberalizalion.
A diminished role for public enterprises in financial and
industrial activities or improvement in their performance,
including accountahility,

—  Significant tax reform to reduce distortions.

Military
Restoration of professional, apolitical leadership in the
Armed Forces in order to deal with the NPA threat,

— Improvement in dealing with military abuse,
—  Improved training,

Maore military equipment in logistics, communication, and
basic military needs,

THE CONSENSUS APPROACH: QUID PRO QUO

The basic consensus quid pro guo approach beging with
the tacit understanding by the Philippine leadership that the
palitical ‘and economic liberalization trend currently underway
will continue, and continued U § assistance is linked to this
trend,

The measures we can underiake, and the steps the Marcos
Government would have to undertake in return, are as follows:

. Economic and Finagncial

Our economic dizlogue with the Philippines is critical and
ane ared where we must and should be activists. This daes not
mean that we should get out in front, Our bilateral dialogue
should be closely coardinated with the multilateral banks, who
should have the lead. We seek the not-too-gradual liberaliza-
tion of the economy, not only because liberal reforms should
spur more balanced growth, but becavse they will foster
decentralization of economic and political power, To under-
ling our concern, we should consider providing President
Marcos periodie, high-level economic briefings. Specific mea-
SUTES:

— Implementation and compliance with the IMF standby
arrangement,

— A comprehensive structural reform program, developed
by the GOP and agreed to by donors, to resume sustain.
able prowth,

— IBRD and Asian Development Bank loans,

An uppraded IBRD consultative group, the most readily
available method to better coordinate bilateral and multi-
lateral development efforts. A maore efficient alternative
might be a streamlined consultative group consisting of
the US, the MDBS, Japan and one or two other major
donors,

— Active policy dialogue, which should involve steps to be
taken that are concrete, specific and achievable. Bvery
tranche of every  program-type loan should pull the
Philippine economy some small step toward the market-
place by requiring specific, concrete steps in return,

—  Adjusting the sugar quota and/or reducing the duty on
sugar, which could be worth as much as 530 million/year,

2. Foreign Assistance Measures

The ‘starting quid we would expect is compliance
with the IMF, performance sufficient to release the second
tranche of the IBRD agricultural inputs loan; and formulation
and presentation of a comprehensive agenda for structural
reform, along with a plan for implementation,

—  Any additional £8F provided by Congress would be
provided jas program assistance in an effort to bring
about policy chanpe in the apricultural sector, With
agricultural sector policy changes as well as continued
progress in implementing the overall reform program,
additional dollars might be provided as free foreign
exchange,

— D4 would be continued at approximately current
levels ($35 — 40 million annually), but with greater
focus on halanced rural agricultural and agribusiness
development.

—  The scheduled phase-out of PL 480 Title Il programs
should be reviewed in light of new information on
hunger and nutrition.

— To enhance leverage, we would seck authority to
provide a PL 480 Title I or multivear Title I program,
contingent  upon  reform/implementation of the
agenda,

3. Military Megsures

To impress upon President Marcos the seriousness with
which we view the insurgency and the deplorable state of his
Armed Forees to deal with it, we may need to provide private
briefingy for Marcos by a US military intellipence team. This
would be a sensitive undertaking, Marcos is not uninformed
about the NPA threat or the deficiency of the AFP to deal
with them. However, he is probably unwilling to admit either
fully to the NPA threat or to the deficiencies of the AFP
because to do so would be an indictment of his nearly twenty
years of rule,

Major US efforts to halt any further deterioration in the
Philippine military will be hampered by the Philippine
military’s structural weakness: poor, uninspiring leadership;
corruption; mismanagement of resources. Given the growth of
the insurgency, military assistance is nonetheless essential. A
restoration of professional, apolitical military leadership could
significantly alter the situation,

At the outset, substantial new funds beyond those en-
visaged in the bagesrelated commitments may not be needed.
What is needed is a better utilization of already planned funds,
ie.,a total of $425 million in MAP and FMS for FYs 85-80.

An overriding consideration should be to avoid getting
ourselves caught between the slow erosion of Marcos'
authoritarian control and the still fragile revitalization of
democratic institutions, being made hostage to Marcog poli
tical fortunes, being saddled with ultimate responsibility for
winning the insurgency, or tagged with the success or failure of
individuals in the moderate leadership. A strong case can thus
be made for security assistance which concentrates on
practical programs such as logistics, maintenance, training
programs, and equipment for mobility and communications.
Specific measures:

— Ensure that the provision of military aid {(FMS and
MAPY at least equals that outlined in the presidential commit-

ment over the five-year period.
Ensure  the most efficient use of military assistance
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(including measures against corruption) and prohibit direct
commercial purchases with FMS credits and MAP funds,

— Increase IMET and link increase to technical skills
training in maintenance, logistics, and communications/elec-
ironics.

— Improve communication capabilities.

— Reorient Philippine participation in joint exercises
o concentrate on tasks which will advance civic action cap-
abilities.

— Assist the AFP o fulfill their perimeter security res
ponsibilities at the US bases by expanding FMS and MAP to
offset their expenses.

— Consider means of assisting the AFP with their cash
flow problems hy, for example, rescheduling current FMS
debt; seeking only direct, concessionary loan authority and en-
hanced grant assistance, etc.

— Make a major effort to assist the AFP in improving
the existing logistics system through use of MTTs and in up-
grading their transportation capabilities.

— Assist in reestablishing training programs throughout
the AFP, ranging from basics to advanced programs,

4. Political Meagres
a. Private Diplomacy

In the Philippine cultural context, the way we convey
our policy messages to the government leadership, the opposi-
tion, the Church, and the business community is almosl as
important as the policy.

An effective.  low-key approach involves no special
efforts at communication other than the normal — an
oceasional presidential letter, regular visits by administration
officials, close FEmbassy contact, and regular one-on-one meet-
ings between President Marcos and ambassador Bosworth,
This has the advantage of moving issues along one at a time in
ways that clearly spell out U 5 intentions. Occasional visitors
and tegular communication at the Ambassadorial level, parti-
cularly with President Marcos, would be peared to making sure
our messapes are  received, understood, and placed in the
appropriate policy context. This mode is appropriate for
expressing UJS support for initiatives needed to move the
Philippines successfully through the transition periad such as
strengthened/reformed  election  bodies (NAMFREL  and
COMELEC), a stronger independent judiciary, and revitalized
rural development efforts,

A presidential Terter would be key to setting the stage
for linking increases in economic, military, and financial assis-
tance to major reform,. The same message could be sant by a
high level emissary such as Seerefury Shweltz or NSC Director
MeFarlgne, A third option would be to ask one of several
privite seetor leaders known to Philipping leadership (a “*wise-
men’s mission™) to carry the message. This would be
particularly advisable if a high level trade/aid/investment. initia-
tive effort is made.

b. Public Diplomacy

Public diplomacy involves both Philippine and US
audiences and is an essential part of our policy. As a first step,
we would have to spell out our Philippine policy through a
high level Administration speech, followed by regular policy
statements in Washington and Manila,

Since appearances and the perception of personal ties are
a most important factor in the Philippine relationship, US
officials will have to take care not to appear too close to the
Marcos regime, At the same time, of course, US  officials will
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have to maintain a relationship which permits us to continue
to exercise influence positively. This is a thin line to walk but
it can be done.

DRAMATIC NEW MEASURES

|.  Enbanced Military Assistance - Tnereased MAF vice FMS

Rationale for a larger MAP program — 3100 million in
MAP vice a package of $60 million in FMS and $25 million
in MAP for Y84 — is as follows:

— Continued reliance on FMS as the major component
of military assistance, cven at 10/20 payback, is not responsive
to economic realities,

— Converting to MAP would introduce a significant new
eglement of US leverage to reform the AFF.

Such a major improvement would enhance the role of
the professionals in the Philippine military.

— Additional military assistance will be needed in FY86
if we are to provide the full amount of military assistance en-
visaged over the five-year period of the President’s “best
efforts™ commitment,

Our presentation to President Marcos to link substitu-
tion of increased MAP for FMS would indicate that we would
expect the following:

— Restoration of professional, apolitical leadership of
the Armed Forces in order to deal with the NPA threat.

— Improvement in dealing with military abuse.

— Improved training,

— More military equipment for logistics, communica-
tions, and basic military needs,

2. (Greatly Incregsed Economic Assistance (A "Marshall
Plan'" Approach)

This option assumes adherence to the comprehensive
and fundamental scanomic policy reforms, including but not
limited to the IMF stabilization program, referred {o earlier, In
addition, however, this option assumes some progress in
fundamental political reforms.

Close consultations with key members of Congress
would be required. Specifically, they would have to approve
an Administration approach to Marcos along the following
limes:

— In view of Philippine adherence to the IMF program,
and because of the difficulties the country is now encounter-
ing, the Administration is preparcd to approach the Congress
to recommend a greatly increased economic assistance pack-
age in addition to the bases-related assistance.

— The Congress will not approve this funding unless
there is sufficient progress in economic and political liberali-
zation process and military reform.

— The Administration’s success in this effort will thus
depend upon specific steps in several areas,

On the political side, President Marcos would have to
undertake the following types of measures:

— Institutional change in preparation for the 1986 local
clection and the 1987 presidential election.

— Reform of the Commission on  Elections
{COMELEC), the key to the control of election fraud.

— A new election law which af least offers the same
guarantees as the election Taw which applied to the 1984 par-
liamentary election.

— Lepalization of NAMEREL (Mational Citizens’ M ove-
mernt for Free Elections).

— Amendment or reform of presidential decree-making
POWErs,

— Changes in the media — particularly television but



also radio and print — (o permit opposition access.

On the economic side. in addition to adherence to the
IMI Program. specific measures include:

Elimination or substantial reduction of government
interference. and other restrictions (including monopolies) in
agriculiural production and marketing,

— Policy reforms i cural eredit,
— Uintinuation of import liberalization.

Accountability for public enterprises in financialand
industrial activilies.

— Significant tax relorm to reduce distartions,

An additional measure could involve LS — sponsored
elfarts actively to invelve the US private sector, which would
include facilitating 1S imvestrment and encouraging duly lree
lreatment o the Philippmes. Such an initiative. of course,
woukl be successtul in the context of adhering to the IMF
progrE,

UIOESALEY NON-FEASANCE OPTIONS

Our steategy options rest on the premise that the Marcos
govertment will begin to undertake, secelerate or adjust to the
reforms nesded to correet the deterioraling situation, We,
thus, nead 10 consider what we would do i Mareas refuses 1o
undertake or blocks refomm (“nosale™) or, more likely, aprees
to the reforms but fails to follow through (non-feasance). Al
proposals Tor new assistance should include benchmarks and
discreet but plain deadlines for agreement in principle and
exccution in practice. If there is no agreement; or il agreement
is dilatory  we should:

— TRILErle our concerns;

— gend signals that nen-cooperation In Manils leads to
pon-cooperation n Washington, e.g. delaved disbursement of
funds, delaved program approvals, negative votes in multil-
beral Forens,

discreetly publicize the Fact that cooperation is oot
fortheoming on matters important to the welfare and seCLriLy
ab the Philippines. These signals should increase pressure on
Marcos from the public, opposition, business lsaders, and even
from his own close associates. 1T economic assistance is not
fortheoming, (he deteriorating situation itself should merease
the political and ceonomic pressures on Marcos,

Experience tells us that agreement in principle followed
by non-feasance is probably as likely as agreement followed by
faithful execution. To guard against this, our tactical approach
tor assistance must include;

Clear definition of the elements composing agreement
in principle,

— Clear delinition of acceptable performance eriteria

Periodic in-howse cvaluation of progross.
- Periodic review of compliance and results with the
thilippine Government.

[F review established backsliding, we waould take the
steps outlined above under the “nossale™ aplion.

SELLING A SOLUTION TO CONGRESS

Dealing  effectively  with (he Congress on Philippine
pulicy offers a unique apportunity because of the shared per-
ception, which crosses political party lines and includes the
mediz. that relorms are required in the Philippines and 15§
assistance should in some fashion be linked to refomms Adidi
ticmally, there is a domestic contstituency for the Philippines,
and few Americans favor a military prillont;

Close consultation with the key Congressional commit-
tees 15 imperative. Any thinking about expanded assistance
requests should be shared with the key subcommittee chair-
men s soon as feasible, Some members of Congress can also
be approached to explain our Philippine concerns and policy
tey the Philippine leadership, the opposition, and other Philip.
pine inlerest groups,
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