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Wa live in a time of rapid change. It may
seem ftrite 1o repeat this oft-heard
phrase, but the pace today is more rapid than
ever. In this new era, social scientists will be
asked to develop new models and new ex-
planations which are as dynamic as the times
in which they live. Until now, the regnant
paradigms for Southeast Asian politics have
tended to emphasize the (relatively) unchang-
ing nature of the region’s culture and social
structures. We have models which reflect a
bias for stability and the status quo, which
focus on administrative function rather than on
social change, and which tend to divorce
domestic politics from the international con-
text.

In contrast, it is contended here that if we
are 10 adequately understand the domestic
paolitics of the Southeast Asian nations and if
we are to be prepared for the continued evolu-
tion of these palities In the future, then we must
be alert to the changes in the international
political economy and very conscious of the
ways In which this international context
shapes domestic politics.

Developing new models of Southeast Asian
politics which dynamically incorporate the in-
ternational context is a massive undertaking.
This case study on the Philippines hopes to
stress the importance of such a task. The
initial focus will be on decumenting some of
the changes which are taking place In the
international political economy and suggest-
ing how they are linked to the domestic politi-
cal economy. Further empirical research
would be necessary to fully explore and sub-
stantiate all of the potential linkages.
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In some ways, using the Philippines as a
case study to argue the need for new models
of Southeast Asian politics may be unfair. It is
arguably the most open of the Southeast
Aslan economies and socleties, although not
in the traditional economic sense of interna-
tional trade being a high percentage of the
nation's gross national product. On this
criterion, Singapore is the most open
economy in the region. For purposes of this
article, however, openness may be con-
sidered in other ways.

For example, to point out only the most
obvious, the Philippines is one of only a hand-
ful of nations worldwide and the only nation in
Solitheast Asia to host a major military basing
complex of an international superpower.
Second, among the lower middie-income
countries of Asia, the Philippines is one of
those relatively more dependent on foreign
aid. Officlal development assistance (ODA)
equalled 2.8 percent of the nation's GNP for
1986 to 1987. [1] Third, the Philippines is
relatively more sensitive to changes in the
international economy because of its heavy
debt load. Its public debt service ratio Is 47.9
percent, the highest among the major market
economies of Asia. [2] Changes of only a
percentage or two In the international interest
rates, therefore, can have an Impact measur-
ing in the hundreds of millions of dollars on the
Philippines’ debt service payments.

Many might still argue that although the
Philippines, given its unique situation, is in-
deed vulnerable to the winds of change in the
international environment, this does not
prove the argument that we need new models
to explain politics in the rest of Southeast Asia.
There may be some validity to this criticism,
yet political pundits and their traditional
models have been less helpful in predicting or
even explaining the outbreak of political unrest



in Burma last year or in China just recently --
two nations which are considerably less open
and influenced by the international political
economy. The entire region is undergoing a
process of urbanization and industrialization.
Old barriers are breaking down as more
people travel abroad and new technology al-
lows for greater international linkages to the
interational marketplace. All these changes
make Southeast Asia less isolated, perhaps
less stable, but certainly mare likely to change
than ever before. Thus, it Is contended here
that this argument, if true for the Philippines,
will also be true for many other parts of the
region.

The above argument may be tested and
new models of Philippine politics developed
by starting with the international context. This
is the approach proposed here - that we ax-
amine the directions of change in the interna-
tional political economy and its likely impact
on the Philippines. Among the many topics
worthy of discussion, the following develop-
ments and their implications will be con-
centrated on:

1} changes in the patterns of investment
and organization of the transnational corpora-
tions;

2) changes brought about by the debt crisis
of the 1980s; and

3) the relative decline of the United States
as a warld power.

The International Bosiness Environment

If the 19680s and the 1970s were the
decades of US-based multinationals, then the
next decade Is likely to see the rise of truly
transnational corporations. The United States
has changed from being the leading source of
foreign investment to being their leading
recipient. Outflows from the United Kingdom
surpassed those from the United States in the
early 1980s, and In the last year or two it is
believed that Japan has become the world's
largest foreign investor. [3]

CGoupled with this changes is another of al-
most equal significance -- the gradual trans-
formation of the organizational nature of the
leading TNCs. The world's global-scale cor-
porations went through a phase in the 1970s
and early 19805 which was characterized by
the growth of massive conglomerates. These
conglomerates swallowed up corporations
with little concemn for how the latter may fit into
their overall organization. Thus, Mobil Oil
owned the Montgomery Ward department
store chain, steel companies invested in the

Table 1. Tha Largast Foralgn Acquisitione. \

ACQUIRER TARGET YEAR VALUE (billions)
Britlsh Petroleum Co. (UK) Standard Ol Cao. 1987 76
Champeau Corp, (Can.) Federated Dept, Stores. 1988 6.5
Grand Metropolitan P.LGC{UK)  Rillsbury Co. 1989 58
Royal Dutch/Shell Group (Neth.)  Sheil Gil Co. 1985 5.7
8. AT industries (UK Farmers Group 1888 52
Champeau Group (Can.) Allied Stares 1588 3.6
Unilaver M.V, (Neth.) Cheesbrough-Ponds Ine. 1987 3.1
MNews Corp. (Aus.) Triangle Publications Inc. 1988 3.0
Nestle S.A, [Switz.) Camation Co. 1585 28
Societie Mationale BIf Aquitaine (Fr) Texasgulf Inc, 1941 27
Hoechst AG. (W, G.) Calanese Cormp. 1987 27
Bridgestone Corp. {Jap,) Firestane Tire & Rubber Co. 1988 27
Source: Mew York Times, 28 May 1889, F-9.
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petroleum industry, the telecommunications
giants invested in food products and so on,
across the entire gamut of industry and com-
merce. The motive driving this acquisitiveness
was the perceived need to achieve a foothold
Inas many different sectors of the economy as
possible and the assumption that manage-
ment also has economies of scale.

Today, many conglomerates are shedding
aff their peripheral investments and entering
into truly transnational mergers. These
mergers are driven by the rising trend in trade
protectionism and the tremendous costs of
lechnolagical innovation. The decline in the
value of the dollar against the Japanese ven
and the German mark has also sparked a
sharp upturn in investments in the US
economy in general. Examples abound to il-
lustrate these recent trends.

Stocks in direct forelgn Investment in US-
based companies climbed to 304.2 billion dol-
lars last year from a stock of fust 80 billion
dollars in 1980, [4] Several of the major ac-
quisitions since 1981 are listed in Table 1.

In the examples listed In Table 1, fareign
investors bought out US corporations in the
same line of business, Faced with'a declining
dollar and the prospect of increased US
protectionism, they chose to invest In the US
market,

Ina similar fashion, the prospect of growing
protectionism and the desire to gain a strong
foothold In the European market is driving
American and Japanese investors to rethink
their approach towards Europe. For example,
AT.&T. has built a 220 million-dollar semicon-
ductor plant in Spain. It has also agreed tojoin
ltaltel, an ltalian telephone company, in a 25
billlon-dellar program to upgrade ltaly's
telecommunications system, Whirlpool, which
had concentrated for years onthe US market,
has likewise completed a joint venture agree-
ment with Philips N.V., the Dutch electronics
giant. Through this joint venture, Whirlpool
gained a 53 percent share in Philips' two bil-
lion-dollar major appliance business, thus es
tablishing itself in the European market
overnight. It is now the world's largest home-
appliance company, with product entries in
every price segment of its market. This 6.4
billiondollar behemoth has manufacturing
facilities in 11 countries, a 43,500- personwork
force, and a distribution network that spans 45
countries, [5]
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The Japanese have been dramatically in-
creasing their investments in Europe in
preparation for 1892, Their investments have
risen from one billion dollars in 1984 to 1.9
billion dollars both in 1985 and 1988, 3.5 billion
dallars in 1887, and 6.6 billion dollars in 1988,
It is estimated that Japanese investments in
Europe will reach nine billion dollars in 1959,
This increased figure for 1989 reflects both
Toyota's plan to invest 1.2 billion doliars in an
auto assembly plant outside Midlands, UK and
Fujitsu's planned 680 million-dollar investment
in a semiconductor plant in northeast
England. [8]

The corporations of the industrialized world
have chosen to devote a relatively larger por-
tion of their investment capital to the other
industrialized economies partly because of
protectionism. According to the Secretariat of
the General Agreement on Tariffs and Trade
(GATT), the number of expart restraint arran-
gements in operation have risen from 93
during the period April to September 1985 to
118 during the period October 1986 to March
19687, and to 135 during the period April to
September 1987.[7] Paradoxically, as Table 2
shows, the export restraints in developing na-
tions have fallen disproportionately.

There are other motives for cross-invest-
ment (i.e., investment in another industrialized
market by corporatidns domiciled in an in-
dustrialized nation). One of the major factors
pushing already giant corporations into joint
ventures is the cost of research and produc-
tion for the new technologies of the late twen-
tieth century. Two years ago, Motorola (US)
and Toshiba (Japan) created an alllance to
develop a new computer chip technoclogy. In
December 1988, Texas Instruments (US) and
Hitachi Ltd. {(Japan) entered a joint research
agreement to produce the next generalion
computer memory chip. Company and out-
side analysts alike felt that the agreement was
intended to share both the enormous cost and
risk of developing a 16 million-bit memory
chip. The development of the chip is thaught
to require an additional two to three years of
research, and the cost of a plant 1o produce
this advanced-technology memaory chip is put
at roughly 400 million dollars . Pallab Chatter-
jee, director of Texas Instrument’s Semicon-
ductor Process and Design Center, was
quated as saying that each major player in the
computer chip business must have at least
three generations of new chips either in
production or under research, And that a
small misstep can exact a severe panalty: "l
youdon't get to market within six months of
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Number of Restrictions per country

Market Economies  Countries

Al ecommodities 170 355
Agri'l commodities: 47 100
Manufaciures 115 243

Economic Survey, 1988, p, 3.

Table 2. Extent of Quantitative Restrictons In International Trade In the 19805
Proportion of GCommodities affected by restrictions

Developed  Developing Al Gountries

Source: GATT, Group of Quantitative Resirietions and Other Non- Tarilf Measures, "Analysis of the Group's
Documentation: Note by the Secretariat’ (NTM/W/17, 1 September 1986), as reproduced in UN World

Developed Devaloping M| eountries
Market Economies Countires
018 038 032
029 061 047
015 0.32 0.2g

the first company, you don't make money an
that entire generation of products”. Even for a
six billion-dollar giant corporation like Texas
Instruments, the development of the 16-bit
memory chip was the equivalent of betting the
company on a single new generation of tech-
nology. [8] These new |oint ventures in com-
puter chip technology only mirror earier joint
ventures in automobiles, telecommunications,
and a variety of other fields,

The computer deal outlined above is in-
dicative of one of the ironies of the evolving
international economy. Just as the US govern-
ment has come to the conclusion (with the
support of a number of erstwhile free market
economists) that there are advantages to
having an industrial policy and a close working
relationship between government and in-
dustry, American corporations began enter-
ing into wholesale joint ventures and mergers
with their competitors. Two years ago, the US
government sponsored Sematech, the semi-
conductor industry consortium formed to
catch up with Japanese chipmaking techni-
ques by the early 1990s. With the fall of Texas
Instruments, the last haldout, every major US
chipmaker today has a joint venture partner-
ship with a Japanese corporation.

Finally, it is clear that the trend towards
creating larger free trade zones such as
Europe by 1992 and beyond or US and
Canada under the recently concluded US-
Canada Free Trade Agreement are leading to
new Investments and mergers that take ad-
vantage of larger "domestic’ markets.
Businessweek has recently concluded that
the predicted wave of consolidations and in-
dustry shake-outs resulting from the unified
Morth American market is occurring faster
and earlier than expected. For example, Mal-
san, the number two Canadian beer-maker is
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pursuing a merger with Carling, the number
three brewer, in preparation for an expected
onslaught by US producers. In a similar
fashion, Canadian Airdine Intemational is
proposing the purchase of Wadair Internation-
al to prepare tor an eventual battle with larger
US airlines once the entire North American
marketplace is opened to full competition. [9]

The danger for the developing nations s
that the incentives for cross-investment are
increasing. In 1981, the developing world
received 26 percent of all foreign direct in-
vestrments. By 1985, its share dropped to 23
percent. [10] Although more recent figures
are not yel available, it is not untikely that this
downward trend will continue, if not ac-
celerate, given the changing nature of the
global marketplace as discussed above. With
a certain number of obvious but very limited
exceptions, large parts of Asia, Africa, and
Latin America are no longer attractive sites
for foreign direct Investment by the world's
transnational corporations. This is explained
in part by political decisions regarding protec-
tionism and free market arrangements. Chan-
ges in technology also influenced this trend.

The 1970s and early 1980s were an era
epitomized by the so-called "global car” and
the widespread dispersal of manufacturing
and assembly operations by the major
transnational corporations. [11] This invest-
ment behavior was driven by economic and
paolitical motivations. Economically, the search
was for cheap labor and a share in protected
markets. Politically, the goal was to have a
piece of investment in as many different na-
tional markets as possible, thereby enhancing
the chances of receiving favored "national®
treatment. Several changes in the interna-
tional environment suggest that the end of
the "global car” strategy is approaching, First,
3rd & 4th Quarters 1989



the market is no longer as fragmented as it
once was. Each automobile manufacturer, for
instance, could supply the entire European
market from a single plant: & no longer needs
a foothold in the French, talian, German,
and British markets. Second, the dramatic in-
crease In transportation costs makes It less
efficient to be shipping parts from all over the
world to a small number of plants where
workers earning comparatively low wages as-
semble the final product. Third, the “just in
time® system of inventory management
ploneered by the Japanese seeks to reduce
waste by minimizing the level of work-In-
process inventories. This Increases the incen-
tive to have the parts manufacturers located in
close proximity to the final assembly opera-
tions, thereby further reducing the incentive
for the global dispersal of factories. The Just-
intime management system Is also increas-
Ingly being coupled with new flexible
techniques of manufacturing and assembly by
taking advantage of information technology
Incorporated directly into the production
processes. The result is often a process where
computers control Inventories, assist In both
the design of products and the re-tooling of the
manufacturing process, and link parts sup-
pliers directly to the plant floor where assemb-
ly takes place. Perhaps the best way to
llustrate the Importance of these trends is to
quote at length from a recent study by the
Centre on Transnational Corporation.

e,

One of the leading usars of information tech-
nologies in Scandinavia s KF (Swaden). its
automated production jine produces huga
volumes of precision ball-bearing found In
slactric motors and gearboxes. PC-80 Is fully.
automated and computer- integrated from the
moment raw materiala anter the system 1o the
tima the bearings leave fully palished and pack-
aged. The line is sarved by three robots, an
sutomatic conveying system and two atten-
dants who manitor the central computer, which
oonirols all machines and advises of problems,
manienance needs, etc. PCB0 produces
twice as much oulput as the traditional | neg, Ano
with perfect quality, PC-80 ia the laboratory for
SKF's plans to make a complete switch to a full
computar- integrated manufacturing  (CIM)
productian within the next five years.

Ancther Evropean example of leading-oedge
automation Is Fat, which, In the mid-1970a,
began 10 Introduce mssembly robots on a
piscameal basis. In 1978, In a slightly mare
Intograted tashlon, Fiat then Introduced the
Faobogate welding line. A second stage in Fial's
aylomalion strategy was unvellod in 1881 with
the LAM autamated engine-assembly line which
used automatic guided vehlcles (AGVs), auto-
matic transfer lines and computer-directad
waork-stations 1o achieve a 50 percent raduction
inrejaction rates, a 25 parcant reductlon in direct
labour time per engine, and a capability of
producing 110 different versions of the RITMO
enging. The third and most significant stage of
Fiat's strategy came [n 1985 with the Introduc-
tion of the FIRE engine production facility at
Tarmoll, ®aly, The FIFE line was significantly

more integrated and automated than the LAM
line and yialded impraved parformance.
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In Japan, Yamasakl Machinery Works has
placed CIM systems for machine-tool produs-
tion n e five-plant site, two of which operates
24 hours a day and are literally unmanned. s
total empleyment is 215, compared o the 2,500
workere that would have been required in &
conventional factory. Economic 1ol sizes have
besn reduced 1o one unil Another example of
Japanese CIM is to be found in MNissan's
Murayama plant whare computers are usad to
control all aspects of production, including the
oparation of flexible automation technologies
and in-plant NT. Computer-based ordering ac-
counts for 80 percont (by quantity and valua) of
all components used.

TNCs based in the United States have also
been In the process of Introducing IT (informa-
tion techno } Into manufaciuring. A leading
sxample |8 Geoneral Blectrie, The small-parts
shop serving General Electric's steam turbine
plants, with 180 employoes and cver 120
numaricnl-control (NC) machining stations
producing 35,000 ditlerant parts, I8 naw fully on
a CIM basis, H has computers handling all
phases, from order-processing through
manufecturing and shipping, without generat
Ing drawings o ary related paperwork. Lead
times have been slashed from weeks to days,
labbur and management conts have been
reduced. This I the first phase of a six-yoar
CIM master plan to switch all 10 plants In the
division to CIM, so that they are working from a
common data base thal links all aspects of the
buslness. [12]

Although It is too early to tell for certain, and
automated assembly may never predominate
In some Industries such as garments and
shoes, the trend towards the integration of
information technology in the production and
assembly processes raises the potential fora
retumn to on-shore assembly. Some of the in-
dustrialized world's major producers of con-
sumer electronic goods and computers have
already begun to develop new, automated
plants in their home countries. And the
dangers are very real for Southeast Asia. As
ona recent study concluded:

This devalcpment will not hit so much the
so-called newly industrializing countries (aspe-
cially the four Southeast Aslan countrles, Hong
Kong, South Korsa, Singapore, and Taiwan),
They offer lower wages {which are not so
low any longer compared to other countries in
the raglon) and have highly qualified, sx-
parienced work forcas, good Infrastructure and
increasingly important intemal markets.

The victims will be thoss “second tier” newly
Industrializing countries that tried to follow the
successful wirategy of industrialization of the
first genaration of NICs - only to find out that tha
multinational corporations have become much
less willing to make wse of their cheap lnbor
force, that the export markets in the industriak
ized world are already occupled by the
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countries whose strategy they wanted to
follow, and that thess marketa are not expand-

Ing ary langer. [13]
The International Market for Capital

b o e s Bl - T o I

It recent trends In business arganization
and technology ralse concerns for the
developing nations, there are other more d
concrete threats to their prospects for |
development. These are the general shortage I‘
of capital for productive Investment and the |
reverse flow of capital (out of the developin 'r1
nations and into the industrialized wuﬂd‘i t
which have occurred in the 1980s. According
o the World Bank, “total capital flow to
developing countries Increased 1o 90 billion |
dollars In 1987 from 86 billlon dollars in 1986,
Principal repayments and Interest payments
from indebted developing countries also In-
creased In 1987 and total debt service ex-
ceeded the amount of new loans by 29 billion ¢!
dollars, resulting agaln in a substantial reverse
flow of capital, * [14]

Broadly speaking, the causes of the net flow

of resources out of the developing nations are
wall known. Included In virtually every survey
are such factorsas: 1) the endemic US budgel
deficits which contribute to the rise in interest
rates, the overvaluation of the cumency rates o
for the dollar, and the flight of capital from the
Third World Into the United States bond
market; 2) the long-term decline In com-
modity prices for most of the developing
world's raw materlal exports during the 1380s;
3) the drying up of short-term lending by com-
mercial banks beginning In 1982 in response
to the collapsa of Third World exports during
the last US recession and the continued
decline since then of private lending to the
Third World; and 4) the fiscal and monetary
policies of the United States which tend to
keep domestic Interest rates "relatively” high
and which therefore exacerbate the interest
payment problems of the Third World.

Speaking of the most severely affected
region of the world - Latin America - the Unitad
Nations observed that "most of the economies
of Latin America continue to ba in a pracarlous
situation. Noticeable increases in per capita
income in 1987 occurrad only in Chile, Colum- -
bia, Peru, and Uruguay. For the region as a
whole, the average increase In per capita out-
put during the year was nagligible. This was so
despite the structural Improvements that have
been made in the economies of the region
since the debt crisis broke out In 1982
Despita impressive gains in export grawth and

3rd & Ath Quarters 1989 3rd



diversification, "the prospect for the Latin
American regionis for a continuation of a large
net financial transfer abroad to service exter-
nal debt obligations. This will entail negligible
per capita income growth in the next decade.”
[15]

The result in Latin America has been the
development of a new phenomenon known as
‘adjustment fatigue®. This refers to the fact that
the nations of the region have been religiously
Implementing such policies recommended by
the World Bank (WB) and the International
Monetary Fund (IMF) as the liberalization of
the economy, the privatization of the state
seclor, the reduction In government deficits,
etc. Technically, these programs have been an
economic success as exports soared and
balance of payments (BOP) are now in the
tlack. But the BOP surpluses have been
tevoted to paying the bloated debt burdens of
these nations, leaving little or nothing for in-
vestment in infrastructure, new industry, or
human capltal. In short, the right of citizens to
human existence and the prospects of the
nation for a brighter future have been
mortgaged to repay the international lenders.
In January this year, the Inter-American
Dialogue, a group of experts from the United
States, Canada, Latin America and the Carib-
bean, concluded that:

The Latin Armerican debt crisis may soon
touch off a political crisis... As governments lose
credibility and authority, the appeal of extremist
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solutions rises, making It harder to Institute the
sconomic measures needed for recovery and
growth. Latin America may be condemned to a
long period of economic hardshipz and political
turbulence, which rmay force civillan authorities
1o yield to military rule in some places. [16]

The collapse of private lending to the Third
World has compelled countries in this region
1o place more emphasis on multitateral lend-
ing. But the picture here Is not necessarily any
better. Since 1986 the IMF has been a net
recipient of funds from the developing nations.
The amount returned reached almost five bil-
lion dollars in 1887 and the reverse flow ap-
plied to almost every Fund "window” and to
every geographical region. [17] These per-
vasive debt service problems have alsoled the
WB, which provides about 70 percent of all
multitateral lending, to concentrate efforts on
quick disbursing funds designed to support
adjustment progams. By 1987, 23 percent of
the WB's funds were devoted In this fashion.
[18]

It is being increasingly acknowledged,
however, that many debtors cannot be ex-
pected to maintain these heavy debt service
burdens in the light of the unwillingness of
private commercial banks to continue provid-
ing short and medium-term financing. No
government can 'be expected to implement
the long-term adjustment measures which
aredeemed necessaryto repay its debts and,
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atthe sametime, retain its political support and
legitimacy. It is also being acknowledged that
muddling through the debt crisis provides anly
short-term solutions to long-term problems
and that a more fundamental solution will have
to be found. This means that borrowers cannot
be expected to make full repayments of their
debts. This is the assumption behind the shift
from the "Baker Plan" to the "Brady Plan" The
Brady Plan suggests that debt reduction is the
only long-term solution to the current debt
crisis. Given this assumption, it is not surpris-
ing that the final outlines of the Brady Plan still
have not emerged. The intense negotiations
that are currently being undertaken will deter-
mine which countries are eligible for debt
reduction and, more impartantly, which
groups will absorb the losses implicit in the
debt reduction plan.

Mexico Is apparently the first to make
progress towards debt reduction; the Philip-
pines and Costa Rica have also recently
signed new agreements with the IMF. Under
the terms of the IMF agreemeant with Mexico,
4,08 billion doliars in loans were approved.
This approval came in advance of an agree-
ment with the commercial bank lenders to
re-schedule the country’s debts. But in a new
development, a portion of the money from the
IMF will be released even before Mexico
reaches a rescheduling agreement with the
commercial banks. This reduces the lalter's
leverage vis-a-vis Mexico, Moreover, up to 40
percent of the IMF maney {which Is lent at
concessional rates) can be used toreducathe
country's debts. [19]

The new agreement, of course, comes with
the usual IMF demands farausterity, liberaliza-
tion, and discipline. It also does not guaranlee
that the banks will agree to debt reduction on
terms which are favorable to the debtor
countries. The Mexican negotiations with tha
banks have not gone smoothly since the
banks are unwilling to accept the proposed
huge discounts on current loans which are to
be retired, and are seeking to apply additional
conditions to any new loans which may be
granted to Mexico as part of an overall restruc-
turing of its debt. [20] Thus, while the Brady
Plan and the new attitude at the IMF are to be
commended, we are still far from a solution to
the international debt crisis. In fact, there are
those who suggest that the crisis is destined
to get worse in the near future as the US
continues its economic decline and the
growth rate of the industrialized countries
slows down over the next few years.
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The Decline of US Hegemony

The United Nations Industry and Develop-
ment Organization (UNIDO} foresees a global
economic slowdown around 1980. [21] The
IMF and the Organization for Economic
Cooperation and Development (CECD)
believe that the slowdown would begin even
earier in 1989. [22] All expect the United
States to lead this slowdown -- in fact, the US
economy has begun 1o cool off, following a
long pericd of sustalned growth. The US!'
gross domestic product grew by four percent
in 1988 and by 4.3 percent during the first
guarter of 1989, In the second quarter of this
year, however, this item is believed to have
dropped to 2.3 percent and Is predicted to
drop even further to two percent by the end of
the third quarter. [23] A decline in both the
growth and consumption rates of the US, the
world’s largest market, taking 16.4 percent of
all the world's imports in 1887, has immediate
consequences for the rest of the world's ex-
porters. Short-term changes in the growth rate
of the US economy may have the most imme-
diate consequences for Third World exporters,
but an over- emphasis on its GNP growth rate
tends to mask an overall, long- term decline in
its economic hagemony.

The rise of truly transnational corporations,
replacing the predominantly US-based TNCs
which had dominated foreign direct invest
ment for the first few decades after Warld War
I, and the rise of the US as the most impor-
tant locus today for foreign direct investment
from both the established Industrialized
countries and the newly industrializing
countries were discussed earlier. These two
trends are related because increased competi-
tion for the American domestic market has
forced US- based corporations to make new
capital-intensive investments at home to im-
prove industrial plant and organizational ef-
ficiency (thereby limiting the role these US
corporations can play abroad). The figures
reflecting these trends are repreduced in Table
3.

Fareign Investment is not the only indicator
of the relative competitiveness of the US
economy. Another measure would be the
growth of exparts or the ability of a nation to
produce commaodities which are attractive to
consumers worldwide. The Secretariat of the
General Agreement on Tarifis and Trade
{GATT) revealed that for the period 1970 to
1987, the nation with the most rapid growth in
exports was the Republic of Korea with a rate
of 26.8 percent per year. In descending
Jrd & 4Ath Quarters 1989



L2, p. 24,

Tabie 3. Outward Stocks of Foreign Direct Investmant, 1960-1985 {billlens of US doliars and parcant of

tolal stock of FDI).
Cauntry 1560 1975
value % valua %
us a1.8 7.1 1242 440
UK 12.4 183 3T0 134
Japan 0.5 o7 158 -
Germany 0.8 1.2 184 &S

Source: UN Centre on Transnational Corporations, Transnational Corporations In Workd Development, Table

1880 1385
value % value %

220.3 400 2507 351
814 148 1047 147
365 685 Bs 1T
4311 78 60.0 a4

Country 1860 1982 1684
us B4 1.2 965
Japan 0.4 B3 365
Garmany -£.8 1.3 16.0

Source: UN Workf Economic Sunvey 1588, p. 48.

Table 4, Workd Balance of Payments on Current Account (billon dollars).

1885 1888 1987 1888
1020 -127.2 1485 -1280
501 88,7 aar 750
29 46.1 552 52.0

order, the other nations whose growth rate in
exports ranged between 25 and 15 percent per
year were Talwan, Hong Kong, Singapore,
Turkey, China, Thalland, Indonesia, Mexico,
Ireland, Spain, Japan, Tunisia , and Israel. The
average growth rate for the entire world's trade
during these years was 13 percent, and below
that average fell the United States with a
growth rate of 10.9 percent and the Philippines
at 10.4 percent. [24]

We must also think of the impact the US
has on international capital flows in forms
other than direct investment. Table 4-shows
the dramatic shift in the US' current account
when compared with that of Japan and Ger-
many,

As the United States gradually began to
proeduce a smaller share of the world's
product, send less money abroad as foreign
direct Investment, and sell less products
abroad, it became an international debtor —
the world's largest. This international debt in-
creases the flow of interest payments 1o for-
elgners. But it is not only from the internaticnal
capltal markets that the United States borrows

Jrd & 4th Quartars 1989

maney to finance its budget and trage defics;
its domestic borrowing has also Increased
dramatically. With that increase has come a
necessary shift in governmental outlays
towards Interest payments on the national
debt.

This change in the governmental priorities
of the United States Is also reflected in the
decline in its contributions to international as-
sistance, whether bilateral or multilateral. This
is where the US budget crisis has had the
largest impact on the developing nations. For
example, in 1980 the United States ap-
propriated 1.2 percent of its national budget
for international assistance. This almost
reached the average of 1.4 percent for all
Development Assistance Committee (DAC)
members of the OECD. By 1987, the United
States was providing 0.8 percent of its
government budget for assistance while the
average for all DAC members remained at 1.4
percent. [25] Table 6 shows the dramatic
decline inthe share of the United States in QDA
to the developing word. And it is widely
believed that the trends fllustrated in Table 6
have continued into 1989 with Japan overtak-
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Yoar Nat Intersst
1975 G.89
1980 8.87
1545 13.85
1986 13.68
1987 13.66
1988 1415

Printing Office,

Table 5. Composition of US Government Budget Quiiays {35).

Defanze Non-Defense /Non-Intarest
2727 B5.84
23,46 Gr.67
27.07 58.28
28,09 58.23
23.18 5718
28.76 57.08

Scurce: Budget of the United Stat Govarnment, Fi Year 1980 (Washinglon, D.C.: Government
1335%11 10-20. = Sl (washing s

of total O
value
Total, DAY 7,884
us 3,328
Japan 555
UK 629

1970-71

Table % ﬂ?tﬂcial Developmant Assistance, Leading Donots in Selected Years (million dollars and percent

1880-31 1586-87
value % value %
28,720 41,406
6,873 24.3 9,913 238
3502 125 T425 178
2232 7.8 1,939 4.7

*Cevelopment Assistance Committes of the Crganization for Economic Cooperation and Development.
Source: OECD, DAC, Davelapment Cooparation. 1958 Raport, pp. 216, 219-220,

Ing the US as the world’s leading assistance
dongr,

With the United States no longer dominant
economically, Third World nations can no
longer rely on it as an open and voracious
market for their produce nor as a source of
investment capital or commercial bank loans.
The US has been reduced to the rale of both
a world policeman and an arms salesman to
the rising market econcmies. Without doubt,
the openness of the US market and its insa-
tiable appetite for consumer goods did pro-
vide an outlet and source of rapid growth for
the early wave of newly industrializing
countries. This is no longer true today. In fact,
the world has changed in many ways since the
rise of the first batch of NICs.

The New International Context For
Philippine  Development

This article has so far placed considerable
emphasis on the role that foreign capital
(loans, Investment, and aid) plays in develop-
ment. This emphasis needs to be redressedto
a cerain extent, First, forthe entire developing
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world, foreign direct investment represented
only 3.1 percent of gross fixed capital forma-
tion for the period 1980 to 1984, [26] This is
before we take into account the repatriation of
profits which accrue to foreign investment, As
Table 7 shows, the outflow of profits exceeded
the inflow of new stocks of foreign direct in-
vestment for some countries in the region,

Second, for lower middie income
countries, the recipients' ODA represented an
average 1.6 percent of gross national product
In Asia during 1986 ta1987. [27] This must be
contrasted to the total gross domestic invest-
ment for lower middle income countries
which represented 20 percent of their gross
national product in 1985, [28]

Finally, as was discussed In the previous
sections, all of the trends are negative -- the
IMF is now a net reciplent of funds from the
Third World; the percentage of foreign direct
investment to the Third World s declining; and
Third World products are increasingly subject
to protectionist barrlers which prevent the fur-
ther penetration of the markets of developed
countries,
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Countries {million doilars),

Table 7. Average Yearly Inflows of Forelgn Investment and Outflows of Profits for Selected Asian

Country lnflows of FOI Outflows of Profit
197580 1688185 1597580 1981-85
Philipplras ; 735 531 156.6 1896
Talwan 9.3 188.0 832 2074
Thailand 852 2803 aza 406
Korea B0.7 475 1022

Source: UN. Transnational Comporations in Workd Developinent, Annex one.

In short, the decade of the 1950s is likely to
be a difficult period for the Third World, with
declining capital flows and opportunities for
export-led growth. The scenario is even
gloomler for those nations with heavy debt
service burdens. The net flow of capital s
almost cerain to be negative for the most
indebted nations of the world, This category
includes much of the Latin American region
and the Philippines. In the case of the Philip-
pines, this difficult economic situation implies
that:

1} large debt service payments will soak up
capital which could otherwise be productively
Invested in human capital, infrastructure, or
new industries. This will force the government
to preside over an economy In which preduc-
tive new Investment is increasingly rare and
where priorities for investment are determinad
by the private sector;

2} the continued need for financing fromthe
IMF will make it difficult for the govermment to
provide any kind of social welfare program or
subsidles which would cushion the negative
impact of the international economy on the
poaorest section of the population. The results
are likely to be an increasing level of unrest
and, as in Latin America, a growing appeal for
extremist solutions; and,

3) Japan, Talwan, and Korea will prove to
be more important than the US as scurces of
development assistance and investment, and
perhaps even as markets. This will reduce the
Philippines’ "special relations™ with the US to
that of military alliance. The dubious utility of
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this relationship for most Flipinos will make
such relations more strained and limit the
ability of the US to confer legitimacy on
govemments whicih are pro-US in their foreign
and domestic policles.

The present austere International enviran-
mant should drive future governments to take
a more seli-reliant approach to development.
This entalls greater domestic savings, taxa-
tion, investment, and market development. In-
dustrialization dependent on exports to the
world market will be unable to provide the
same driving force for development that it did
for the NICs. In this situation, the Philippines
will be forced 1o achieve market growth and
comparative advantages based on domaestic
factors other than cheap labor. Any altemative
will require redistribution of resources, Includ-
Ing agrarian reform, sothat rapid urbanization
and population growth can be slowed down or
even reversed.

The outiook for this kind of redistribution
occurning under the current generation of
political leaders is not positive. Thus, given
the way in which the international political
economy is evolving and interacting with the
Philippine political system, we should expect
a period of increased political tension as old
paths to economic growth fail and new politi-
cal leaders emerge to preside over alternative
strategies.

(First preserted at the Third international
Philippine Studies Canference, Philippine
Social Science Center, Quezon City, 13-16
July, 1989.)
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