The Economics of the US Military Bases in
the Philippines

Charles Lindsey

The Aquino government, like its predeces-
sors, Is pursuing a policy of dependence
on foreign capital. [1] lts preferred patron is
the United States. This relationship of depend-
ence has been reinforced by the current
shortage in the internatlcma_r money market,
futther enabling the US government to in-
flience the direction of Fhilippine economic
and foreign policies. And one policy area in
which the influence of the US governmant is
most felt concerns the fate of its military
lacilities at Clark Air Base and Subic Naval Bay.

In the current debate on the presence of
the American military bases in the Philippinas,
the US government prefers that such issues as
sovereignty, jurisdiction, nuclear weapons,
and vice be excluded from the discussions. [2]
It wants the debate to be confined to the
economic terrain for, despite budgetary con-
straints, it is confident that it can commit some
resources to the Philippines in a “best effort
pledge”. Filipinos who favor the retention of the
bases also tend to emphasize its importance
tathe Philipplne economy. Parenthetically, the
irony in this argument is that it seems to admit
that the bases have an Insignificant role in the
country's national security.
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This article examines the existence of the
US military bases vis-a-vis the Philippine
economy in terms of the size and impact of
base-related spending and the potential for
enhanced returns under existing arrange-
ments,

international Trade Theories

Base-related expenditures may be con-
sidered as exports to the United States from
the Philippines. The bases are American
enclaves in the Philippines and sales to it are
classified as Philippine exports. Off-base ex-
penditures by Americans are also Philippine
exports for they are analogous 1o the pur-
chases made by tourists. To eslimate the
imporance of such expons to the domestic
pconomy, we must first review certain
theories of international trade

Onhodox economic theory argues that in-
ternational trade is beneficial to those
countries that engage in it for it enables them
to employ idle resources or to utilize such
resources more efficiently. In his rent-for-
surplus theory, Adam Smith pointed out thal
tha limitations of demand in the domestic
market could be overcome by selling abroad.
As a consequence, additional labor could be
put to work, and a nation's output would
increase, This approach is consistent with
Keynesian economic theory.

To illustrate Keynesian economic theory,
cansider all Filipinos employed by the US
military bases or by firms supplying the bases
with goods and services as workers produc-
ing exports. These workers earn wages which
they spend on consumption goods other
than the exports they produce; the latter are
used by the US military and are consequently
unavailable for the workers to consume. [3]
Thus, other workers must be employed 1o
produce consumption goods for the workers
in the bases. They in turn spend their wages
on consumption goods that still other Filipinos
must produce. And the process goes on. But
not all of the value of what is produced goes
to the workers. Profits are claimed and taxes
are paid. The existence of profits and taxes not
spent on consumption goods means that the
additional demand is less each round, finally
becoming Insignificant. The total income (or
product) generated by the initial exports is
therefore a multiple of the latter.

In the theory of comparative advantage,
“free trade” is shown to be preferabla to “no
trade”. Under free trade, a country experien-
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ces increased welfare as world production
becomes more efficient and the prices of tha
country’s exports become more favorable.

The presumption in favor of free trade must
be qualified, however, for several reasons.
First, a country may use ils resources Ii
produce other exports. In the case of the
Philippines, its comparative advanlages with
respect lo the bases include s location and
cheap labor. If it resons 1o export-switching
rather than to a reduction in exports, the levd
of welfare it currently enjoys need not dacline
3rel & ath Cuarters 1960



Table 1. Comparison of 1985 and 1987 Bases Expandiiuras (in million dollars).
1985 1987 % Change

US Air Force

Contracts with local consiruction compantesa 17.9 16.0 -10.6

Local material procurement 48 180 1022

Contracta for local sarvicas o 8.1 11.8 45.7

Electricity, rents and utilitles for US personnel 230 28.7 248
Salarigs for Filipino workers 199  30.5 533

Spending by permanently assigned US personnal 7.6 28.4 61.4
Allotroent checks to depandents or ratlred US porscnnal 4.9 4.4 <102
Spending by personnel on leave or temporary duty 2.0 40 100.0
Civic action /eommunity relations programs 0.3 57 1,800.0
TOTAL 1026 147.5 438
US Navy

Salaries to Fligino workers 60.7 65.9 86
Contracts with local construction companies 508 32.6 -35.8
Local material procurament 24,0 115.8 382.5
Local service contracts 31.6 212 -32.3
Off-baze rents and utiliies 7.6 24.7 2250
Spending by permanently assigned personnel 4.7 251 16
Spending by sallors/marines on liberty 40.8 ar.z2 -B.8
Alatment checks fo dependents or retired US personnel 86.2 339 5.4
Civic action /community relations programs 1.2 a3 175.0
TOTAL 27748 | 3A59.T 29.5
Combined LIS Alr Farca and US Navy Spanding aso2 5072 aza
Sourca; United States Information Service (1886), p. 20; (1988), p. 20.

The latter measure may even induce a shilt in
demand away from import- dependent goods.

Second, the model assumes that impons
are paid with forelgn exchange earned from
exports, a situation that has not occurred inthe
Philppines since independence. Capital in-
flows, including foreign aid, have long been
asignificant source of forelgn exchange. Con-
cern has been expressed that the closing of
the bases would have a negative impact on
foreign ald and capital Inflows, particulardy
from the United States. But should

Washington react negatively, its professed
desire to assist the reemergence of
democracy in and the economic development
of tha Philippines would appear rather empty.

Third, the model does not take into ac-
count the conditions under which economic
growth can best take place. And fourth, all
interactions between trading partners are as-
sumed to occur in the market place. These
last-merfioned items link the economic and
political aspects of the debate on the bases
and narrow its focus on the Issue of whether
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the presence of US military faciities In the
Philippines and the consequent activities of
the United States government have an impact
on economic policy-making in the country.
The answer to this question is relevant to the
formulation of an alternative policy regarding
the bases.

if the bases are not removed, however,
economic theory suggests that the Philippines
could improve its trade position if it raises the
price of its exports ta the bases. The conse-
quences of increasing the price of labor
employed in the bases and the rent for the
use of the facilities will be examined. This ex.
ercise shall only be lilustrative for there are
many other goods and services purchased by
the bases whose prices could also be In-
Creased.

The Direct Economic Contribution
of Ease-Related Spending [4]

The two major US facilities in the Phllip-
pines are large by almost any measure, Cover-
ing some 86,000 acres of land and 26,000
acres of water, Subic Naval Base provides one
of the most comprehensive support facilities
for the US Navy. Clark Air Base, headquarters
of the Thirteenth Air Forge, the tactical arm of
the US Air Force in the Western Pacific and
Indian Ocean, covers more than 130,000
acres. In 1980, there were about 23,000 US
military personnel and dependents stalioned
at the two bases, with an additional 9,000
sailors and marines in port at any one time. [5]
Because of thelr size and, aspecially for the
Subic Naval Base, thelr specialized economic
activity, the two bases affect the Phillppine
economy.

Background on the Bases, a publication of
the US Embassy in Manila, provides some
information on how the bases affect the Philip-
pine economy. It lists the names of local com-
panies and individual entrepreneurs with
whom the US military does business, the
projects financed by the Economic Support
Fund, and the community relations programs
of the US Air Force and Navy. The publication
notes that "each year, the American military
directly spends over 350 million dollars in the
Philippines, a figure equivalent to about 130
pesos for every man, woman, and child Ina
Philippine population of 55 million". In 1985,
over 42,000 Filipinos were employed in the
bases and some 380 milion dollars werg
spent on them. In the second edition of the
publication, these figures increased to 68,500
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Fllipino employees and an expenditura in ex-
cess of 500 million dollars. [6]

Examining employment first, the Filiping
work force in the bases is relatively small in
aggragate terms as it only accounts for ap-
proximately 0.3 percent of the country's labor
force in 1987 (see Table 2). [7] Although this
figure Is not Insignificant, it is doubtful that the
consequences of closing the bases on nation-
al employment will weigh heavily in debates.
On the other hand, the regional Impact of a
closure would be substantial. Efforts towards
Job creation, including base conversion ac-
tivities, will therefore be important.

Between 1985 and 1987, bases expendi-
tures Increased by 29 percent (see Table 1).
Part of the Increase may be the result of better
or more liberal accounting to show the impor-
tance of the bases to the Philippine econaimy
(e.9., the Increase In Navy off-base rents and
utilities category). Other increases, hawever,
are more likely the consequence of changes
in base policy {e.q., civic action programs and
local procurement). It should be bome in
mind that this occurred before the 1988 bases
agreement and, hence, cannot be explainad
by its provisions.

In assessing the direct impact of bases
spending on the Philippine eCconomy, a com-
parison between this figure and the values of
Phillppine GNP and exports is appropriate.
The figures provided in the USIS publications
show that bases spending was a bit more
than 1.25 percent of GNP in 1985 and a bit
less than 1.5 percent in 1987, These ratios,
however, are overstatements. The goods pur-
chased by the bases undoubtedly have an
import content. Lacking more precise infor-
mation, it is reasonable to assume that the
import content of bases expenditures in the
Philippine economy Is the same as the ratio
of Philippine imports to Philippine GNP, le,25
percent. To gain a more accurate measure,
the expenditure to GNP ratios must be
reduced by 20 percent to 1.02 percentfor 1985
and 1.18 for 1987. [8]

Lastly, as shown in Table 2, bases expan-
ditures are a bit over six percent of total ex-
ports. [9] Comparing this ratio with the GNP
and employment ratios, It s likely that the
potential of lost foreign exchange resulting
from the closing of the US military facilities wil
be more significant than the negative impact
on either employment or GNP, As discussed
in the theory section, there are a number of
ways to oifset a fall In foreign exchange earn-
drd & 4th Quarters 1989



1985

US Military Bases
{8} Expanditures P 756040
{b) Expenditures (corrscted for estimated

23 percent import contant) P 6.083M
() Employment 42,265
Fhilippine Econom'c Data _
{d) Gress National Praduct Psg7, 743M
{8) Exports P126,571M
{f) Labor Force 21.24 M
(@) Unemploymeant 236 M
Comparisons
a/d Base Expenditurés /GNP 1.27%
b/d Base Expenditures corrected /GNP ; 1.02%
a/e Base Expenditures/ Exporta B.01%
&/t Employment/Labor Force 0.20%
£/q Employment/Unemployment 1.79%

20, and (1988) pp. 16, 20.

Table 2. Comparison of US Milltary Bages Employment and Expenditures with Philippine Economic Data,

Source: National Economic and Development Authority. Unlted States Information Service (1986} pp. 16,

1987 Change
P10, 3440 P2 740M
P B.275M P 2,182M
68,514 26,243
F700, 4508 P102,716M
P163,472M P 36.901M
28 M 1.64 M
2.09M
1.48% 26T%
1.18% 2.13%
5.37T% T42%
0.30% 1.80%
3.28%

ings due to the closure of the bases -- namely,
through additional exports, expenditure
switching away from imports, and additional
foreign aid, loans, or investment. The point Is
that the Impact Is national and efforts to
mitigate the problem must be undertaken in
the same scale. [10]

That bases expenditures increased during
the period 1985 to 1987 is a completely
surprising phenomenon. Existing conditions
seem to favor the hypothesis that the sig-
nificance of such expenditures is in decline.
For one reason, Washington has adopted
budget-tightening measures. For another
reason, Amarican presence (military or other-
wise) In Southeast Asia has been reduced
since the 1970s as the Cold War thawed. And
finally, unless the US military assigned to the
bases constantly undertake new and varied
aclivities, the impact of the bases on the Philip-
pine economy will not be maintained in its
current lavel.

To test the above hypothesis, it would be
useful to have data on bases expenditures
over a number of years. Such information,
however, Is not available except for the year
1966 (Loveday), when bases expenditures
were estimated to have been 137.7 million
dollars. [11] That figure is 2.28 percent of the
1966 Philippine GNP of 23.24 billion pesos and
12.3 percent of the value of the country’s ex-
ports.

Comparing the percentage for 1966 with
those for 1985 and 1987, we find that the
importance of bases expenditure/GNP ratio
fell between 35 percent and 45 percent, and
the bases expenditure/export ratio declined
by half. Given that in 1966, US military invol-
vement in Indochina was in its early stage, it Is
likely that the 1966 figures were not inflated by
Vietnam-related activities. On the other hand,
in the mid-1980s, the Philippines was in the
midst of a severe crisis. If the average growth
of real GNP of 6.3 percent during the 1970s
had been sustained during the 1980s {average
real GNP growth between 1980 and 1987 was
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Total Impact Multiplisr % Contribution o GNP

7138 13.86
42052 .57
34317 783

a, Estimate 1, Economic Research Associates; 2, other Rand study, 3 and 4, Loveday: 5 and 6, author's

b. Estimates of what bases contribution would ba f real GNP had grown at the 1970s average rate of 6.3 percent
during tha 1980s rather than the naar zero (0.24 percent) real growth that did cecur between 1980 and 1587,

Sources: Douglas Loveday, pp. vi, vil, 22, 24, 39; Unlted States Information Service, p. 20, 2. Sos also

Table 3. Contributions of base-related expenditures to Philippine GNP,
Estimate GNP % Contribution to GNP
Year  Multiplier

1 19686 2.0 5.0

2 1566 2.0007 3.88

3 1866 1.544 3.52

4 1966 1,372 2T

5 1885  1.544 1.96

5] 1987 1.544 22

T 1985  1:513 1.82

a 1887 1.513 224

b 1885 1.513 1:43

10k 1987  1.513 147

Motes:
caleulations using multipliers from 3; 7 through 10, author's estimationa,
Table 2.

0.24 percent), the importance of bases expen-
diture relative to GNP would be between one-
fourth and one-third less than those reported
in Table 2.

The Multiplier Impact

It Is generally agreed that the ecohomic
impact of expenditures by the US military
bases goes beyond the actual levels dis-
cussed above. Loveday presented a range of
estimates for two types of "multiplier” effects.
The first is the Keynesian multiplier which will
be referred to as the "GNP multiplier”. The
second multiplier draws attention to the fact
that imports are an important part of the Intar-
mediate inputs in the production of goods and
services consumed In the Fhilippines. I
forelgn exchange becomes less avallable,
both Imports and the production of im port-de-
pendent goods must be reduced. Making
some strong (unstated) assumptions about
the rigidity of both the structure of productlion
and demand, Loveday argued that the decline
in overall economic activity would be a muiti-
ple of a fall in foreign exchange earnings. It s,
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hence, a "total Impact multiplier”, The model
used by Loveday and those used by others to
whom he refers, as well as the one to be
presented here, are among the most elemar-
tary. Loveday Is very careful to state the follow-
ing limitations of his work: qualifications that
no doubt should apply to other estimates:

The result should not be interpretad as a
prediction or a projected consequence of base
removal; they show a loss-potential that would
occur only in the worst possible casa,

The estimate, on the other hand, may be
ragarded as an upper limit of what & prediction
of walfare Inss followling base removal wiould
be.., The amount of this reduction would dapend
on how adaptable tha Philippine economy
weiild prove to be. [12]

The GNF multiplier model, neverthelass
provides useful information, not so muych
about whal the actual impact of a US military
withdrawal would be on the Philippine
aconomy (for adjustments will be madae), but
rather about the magnitude of the problem
that would need to be addressed, Utilization
ofthefacilities for other purposes, government
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5%

8%

5%

8%

lnterest rate

5%

&%

Tabile 4. Values of yearly rent whose present value equals the estimated cost of moving the bases.

Tweanty five-yaar rant
Cost of moving the basaa
S5bilion 510 billlon.
$355million 709 millicn
$468 million.  $937 million
Fifty-yerar rent
Cost of moving the bases
F274 million 3548 million
$409 million  $817 milllon
One hundred-year rant
Cost.of moving the bazes
$5 bill $10 bill
$252 million  $504 milllon

$408 millicn 817 million

spending, increased entrepreneurial activity,
changes in the exchange rate and the conse-
quent changes in international trade are just
some of the likely measures that would
mitigate the extent of any short-term negative
Impact on GNP,

The same cannot be said, however, about
the impact of the constraint multiplier. This is
not to imply that the potential loss of foreign
exchange is not important -- quite the contrary.
This is to argue instead that the contingencies
and the sources of foreign exchange are too
diverse for Loveday’s total impact multiplier to
be of use. [13]

Table 3 presents Loveday's multiplier and
estimates of the contribution of bases expen-
ditures to GNP and the two studies to which
he referred. [14] The table also includes cal-
culations using Loveday's multipliers for 1585
and 1987, [15] Loveday relied on a date series
ending between 1964 and 1966 in the estima-
tion of the multiplier. (This author re-estimated
the GNP multiplier using more recent cata, but
the results derived were not very different from
Loveday's.) [16]

Loveday argued that his multiplier of 1.544
was the preferred one. Using this multiplier

and the data for 1985 and 1987, the estimated
contribution of the bases to Philippine GNP
has fallen by 35 percent to 45 percent, i.e., the
same percentage as the ratio of bases expen-
ditures ta GNP,

If the Philippine economy had not run into
difficulties in the 1980s, the multiplier would be
even smaller. Consider the following example:
assume that the annual growth rate of the
country's real GNP during the 1980s is the
same as the rate in the 1970s -- 6.3 percent as
conlrasted to the actual 0.24 percent growth
rate during the period 1980 to 1987. Assume
further that the rate of inflation is the same as
the historical record. During the years when
the GNP base is large, the contribution of
bases expenditures to the Philippine
economy is less -- 1.43 percent of GNP in
1885 and 1.47 percent in 1987, about half the
1966 figure.

The figures above suggest a declining
trend in the economic importance of the
bases to the Philippines — a decline that would
be considerably steeper if the economic crisis
of the 1980s had not occurred. The recent
substantial policy shift by Washington with
respect to US military expenditures in the
Fhillppine economy will affect these ratios in
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the shart-run, but then the declining trend
would reassert itself.

Aword should be said about the figures put
out by the US Embassy In Manila. Back-
ground on the Bases estimates the economic
importance of the US military facilities in 1982
to be 3.47 percent of Philippine GNP. Noting
that base spending had Increased since
then, its authors claim that the percentage
contribution of the bases at the time the pub-
lication went off the press would be between
3.5 percent and four percert. These figures
are wrong and the discussion In the docu-
ment is muddled and misleading. No expendi-
ture figure was given for 1982 Loveday's
multiplier, we are told, was used in the calcula-
tion. But the document incomrectly compared
the dollar contribution that Loveday estimated
(566 million dollars) using the total impact
multiplier with the percentage contribution
measured with the use of the GNP multiplier
(3.52 percent). The publication goes on to
report a bases contribution of 3.47 percent of
GNP for 1982, suggesting that there has not
been much change in the impact of base-re-
lated expenditures over a 20-year period. Un-
less there was a precipitous drop in military
spending between 1982 and 1985 fand the
embassy document states the opposite), the
analysis in the document is erroneous. Per-
haps the total impact multiplier was used in
their calculations. In that case. the correct
comparison would be between 9.57 percent in
1966 and 3.47 percent in 1982,

Notwithstanding the elementary nature of
the models presented here, it is clear that Clark
and Subic have a significant Impact on the
Philippine economy, particularly in terms of
expenditures. It is important, however, to
reiterate the qualifications made by Loveday.
The measurements do not provide a predic-
tion of the economic conseaquences of pack-
ing off the American military. No account Is
taken of the actions that might be pursued
either by the government or by individuals to
offset the fall in expenditures and foreign ex-
change. The percentages can be best seen as
an upper bound. That is to say, these percent-
ages can only provide us with some informa-
tion as to the potentlal loss in growth that may
result from a closure. Given current estimates
of a six percent GNP growth rate, the data
presented in Table 3 indicate that at maost
one-third of a year's growth would be lost if the
bases ara closed down.

On the other hand, if the US withdraws Its
military facilities from the Philippines, the ad-
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verse consequences of this decision will not
be shared equally. The brunt of the adjustment
will be borme by those whose livelihood s
directly or indirectly dependent on the bases.
The real issue would be the impact of a closure
not on the aggregate economy but on com-:
munities surrounding Subic and Clark. This is
why studies on the possible conversion of the
bases and other economic initiatives that
could be undertaken in the affected areas are

F'npunant.

Mutual frisndship?

Alternatives

Having examined the potential losses that
would result from the removal of the bases, the
discussion will now turn to the potential returns
that would accrue to the Philippine economy
if the bases are retained. If the prices of Philip-
pine exports to the bases could be increased,
the potential for additional returns exists. [16)
Of course, if individual workers or suppliers are
left to their own devices, it is doubtful whether
such an increase In prices would occur. With
collective action, however, the potential for
additional returns could be realized. There are
other areas where changes could be mad,
L.e., the wage rate for labor and rental for base
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lands. There exists a significant disparity in the
wages received by Fllipinos working in the US
military bases at Clark and Subic and those of
base workers In other nations, Including the
United States. For example, a 1977 US Con-
gressional mission to Asia found out that labor
InUS military facilities costs much cheaper In
the Philippines than elsewhere In Asia — that
s, 20 dollars for a 24-hour day in the Philip-
pines as compared to 140 dollars in Guam and
160 dollars In Japan. In 1982, wages per

Eeotomics of the bases?

annum for host-country nationals at Subic
Naval Base averaged 2,200 dollars; in South
Korea, the same item was measured at 4,600
dollars, [17] The American military appreciates
the significanice of cheap Filipino labor as the
following quotation would reveal:

Crow Valley, 2 mock enermy airfield (on Clark
fir Bazs) s buillt and rebuilt from cane and
bambeo for pilots to practica bombing and
slrafing - "Put tagether and maintained by local
inhabitants who are paid for thelr labors in rice”,
says a Clark briafing paper, "these targets cost
ﬁ:é:]-ul a tenth of what they would in the States.”

Since the US military wish to hire Filipino
labor and the Filipinos are willing to take the
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jobs at the existing wages, it can be argued
that both Filipinos and the US millitary gain
from the current state of affairs. But such gain
can be divided in different ways that are not
independent of the relative power of the
groups involved. The US should be willing to
pay Filipino base workers the same wage rate
that workers of a different nationality In an
alternative base siie would get. Although this
wage increase may result inadecline in such
employment categories as domastlc help
{most biy hired individually by base per-
sonnel), it is uniikely that there would be a
significant fall In those employment
categories that require skilled labor. The result
would depend in part on whether the extra
payment is made to the Philippine government
on a lump-sum basis or to individual workers.

Consider the following example. In 1987,
American spending on the wages and salaries
of Filipinos working at Clark and Subic
armounted to 90 million dollars. [19] Assuming
that the 1987 ratio of payment to Filipinos to
payment of workers in other countries Is the
same as the data referred to above, the
savings accumulated by Washington for
having the same work done In US bases in
other countrles amount to: 105.6 million dol-
lars in South Korea; 576 million dollars, Guam:
and 672 million dollars, Japan. If the alterna-
tive is for the same work to be done in Hawall
or the mainiand US, the savings made by the
US for having its military facillties located in the
Philippines Is even mora dramatic, Former US
Ambassador to the Philippines, William Sul-
livan, was reported to have said that whatever
amount the United States saves in shipbuild-
ing and malntenance costs makes the com-
pensation figure of 900 milllon dollars for five
years seem rather small. [20]

An analysis of the level of the increase in
polentlal benefits should also consider the
retums for allowing the US to operate military
bases in the Philippines. At the time of the
declaration of Philippine independence, the
US had free use of certain areas of the country
for its military facilities. In tha 1870s, however,
the Phllippine government began demanding
rental payments for the bases. An agreement
was announced on 1 January 1979, in which
then US President Jimmy Carter made a "best
effort” pledge to secure 500 million dollars in
ald for the Phillppines over the next five years
in return for the continued use of the bases.
This pledge constituted only one-half of the
amount offered to the Philippines in Decem-
ber 1976 by then US Secretary of State Henry
Klssinger. Marcos, who had reportedly re-
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quested seven billion dollars, misjudged his
abllity to negotiate with the Carter govern-
ment and turned down Kissinger's offer. [21]
In 1883, then US President Ronald Reagan
made another "best effort” pledge — this time
for 900 million dollars over five years. More
recently, Philippine Foreign Secretary Raul
Manglapus and US Sacretary of State George
Schultz signed a two-year agreement for 962
million dollars, an amount double the earlier
compensation but substantially less than the
2.4 billion dollars that the Philippine goven-
ment initlally demanded. [22] The latter in-
crease in compensation, however, may be
considered somewhat deceptively large. For
one thing, the US had increased its aid flows
to the Philippines after Marcos was driven from
power. For another, the new agreement in-
cludes aid items that were not counted in
previous agreements. One report put the ac-
tual increase at only 80 million dollars per year
over current flows. [23]

In setting compensation goals, reference
can be made to the opportunity cost of
relocating the bases. This is a complicated
question because Clark and Subic provide a
combination of advantages that would be dif-
ficult to duplicate elsewhere. Thus, the cost of
maoving the bases depends on the alternative
location(s) chosen and the functions and
capabilities established. In 1885, the reloca-
tion of the bases was estimated to cost five
billion dollars, up from the three billion dollar-
estimate made the year before. Current cost-
estimates reach 10 billion dollars..

Assuming that having the bases in the
Philippines s itself waorth five billion to 10 billion
dallars to the US, how much rent should the
Philippine government charge annually? Put-
ting the question differently, what stream of
payments would add to five billion or 10 billion
dollars? Such an exercise reguires a given
discount rate. The traditional discount rate In
social cost-benefit analysis in Third World
countries is 10 percent. But in real terms (l.e.,
the discount rate after the effects of inflation
have been removed), the discount rate would
be between five percent and eight percent.

Table 4 presents values of rent for 25, 50,
and 100 years which have a present value of
five bllion dollars and 10 billion dollars. As
shown in Table 4, at sigher Interest rates the
future is discounted so heavily that the value
of the rent quickly ceases to decline sig-
nificantiy as the time period is extended. The
values presented, ranging from an annual rent
of 400 million dollars to almost one billion
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dollars, are only llustrative. But they do show
that the possibilities are a multiple of existing
rent/aid payments for the bases.

Combining the potential for rent and labor
payments, ohe can easily see that substantial
sums are involved. For example, consider a
relocation cost of 7.5 million dollars. Al an
eight percent discount rate for 50 years, this
would be equivalent to an annual rent of 613
million dollars, To that can be added the
savings in labor costs. If the next best alterna-
tive base site is Guam, a wage differentlal of
576 million dollars can be added, giving a total
of 1,19 billion dollars. Rounded off, this figure
comes to the same amount that the Philip-
pines, in the latest series of negotiations, was
asking for as compensalion.

It must be emphasized that the above es-
timates and calculations serve only as ex-
amples. In figuring out both the range of
advantages of the bases to the United States
and the cost of relocation, other factors should
be taken into account. For example, wil
rent/aid be pald in the alternative location? Is
it cheaper to conduct navy and air force
military operations from the Philippines than
elsewhere in the Pacific area because of lower
transportation costs? And, what is the cost of
purchasing base supplies elsewhere as com-
pared to the amount paid in the Philippines?
The sum may be substantially larger than the
one billion dollar-estimate made in the e
ample above.

Conclusion

The basic conclusion that can be drawn
from the above analysis is that the Philippines,
forthe past 40 years, has provided the US with
a cut-rate deal: low rent and cheap labor. The
cost of closing the bases, therefare, Is red
but not overwhelming, and is declining. Onthe
other hand, if the maximum compensation is
the goal of the Philippine government, it could
demand a substantial amount. But then, there
is a larger economic issue.

It has been suggested by a Filipino com
gressman that there is need to undertake
studies of base conversion regardless d
whether the bases are retained. The result o
sucha study would be useful to the Philipping
government In its negotiations with
Washington. Otherwise, it is claimed, the
Philippines might have to ask the US to
remain. [24] Concern has also been raised
over the possibility that, In case of a closure,
the USwould retaliate by reducing or cancel-
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ing its aid to, trade with, and investment in the
Philippines. Forelgn investors have been
asked whether they would stay on If the bases
are gusad down — most of them said they
would.

Here, the Philippines’ dependence on
foreign capital reasserts itself. Thus, what be-
comes more important Is not the bases but its
larger relationship with the United States.
Under such circumstances, the United States,
without a doubt, will prevail. As one Philippine
representative to the bases negotiation said,
*Coming from a country with a per capita in-
tome of less than 600 dollars, being offered
the sum of 10 billion dollars makes us speech-
less." [25)

L Charles W, Lindsey, "The Philippine State and
Transnational Tnvesiment”, Bulletin af Concerned Asian
Scholars, AprikJune 1987,

L. Patricia Ann Pacy, The Bases Factor; Realpolitik of RP-
LY Retations (Manila: Dispateh Press for the Center for
Stralegic and International Studies of the Philippines,
1565}, See also Bduardo Y. Romuvalder, A Question af
Sovereignry: The Military Bases and Philippine-American
Relations, 1844-7679  (Manila, 1980} and Roland Sim-
bulan, The Bases of our fnseciriy (Manila: BALAT Pellow-
ship, Inc., 1983),

3. The same argument can be made for investment and
grvemment expenditures, but the fecus here i on exports,

4. This section is limited to an analysis of the monetary
benefis to the Philippine economy from base-related
expenditures. Other possible benelits, such as skills training
or iechnology  transfer, are not taken wp for kck of
informition,

3. Mmbulan, Chapter 4.

& United States Information Service, Background on the
Bases: American Military Facilities in the Phifippines, 1966
anl 1984 editions, N.p.. Two thirds of the increass between
1585 and 1987 is accounted for by domestics. It is likely that
such is not an sctual increase a5 it may have only resulted
from & refiguring of base-retated employment.

Mo effort is made here to assess the approprisiencss of
the embassy-supplicd figures. The inclusion of some of the
listed items is questionable (e.g., civic action might be best
coosidered & Philippine import from the US), and it is
unclear hiw the data for the other ilems were obtained.
The important questions here are whether the employment
Bgures mfer to full-time Filipino workers or to pant-time
warkers, and whether these full-time and part-time worke s
were emplayed the entire year or for only a pan thereof.
Another issue is the determination of the import content of
bages purchases.

7. No account has been taken of off-base employment
that produces goods and services purchased by the bases,
This would somehow increase the size of base-related
employment but would probably not alier the conclusion,
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For the Philippines, there are costs for both
the removal of the bases and lis retention.
Referring to the Impact of the bases on the
Philippine economy, one observer noted,
“..the economy of these communities has
remained a largely service-orlented
economy...Despite the conslderable Infuslon
of American dollars In almost half a century of
American presence, there is no Industrial
development to speak of in the areas sur-
rounding Ciark and Subic." [26] The
economics of the US military bases in the
Philppines, indead, goes beyond sums of
maonay.

{First presented at the Third International
Philippine Studies Conference, Philippine
Social Science Center, Quezon City, 13-18
July 1984.)

Unfortunately, there i insufficient information to make a
determination. The comparison made was with the labor
force as 8 whole. [t would be incorrect to limit the labor
force figure to non-agricultural workers or to some other
smaller group. In derms of cocupation, the workforoe in the
Fhilippines is too mobile for that approach to provide useful
information, Ona the other hand, #t would be uscful 1o
breakdown inlo calegories those workers who are more
highty skilled. For one reason, such an approach would
provide an analysis of the extent 1o which skilled labor is
uwied vie-a-vis unskilled orsemi-skilled labor. Also, it would
allow projections of possible increases in unemployment in
certain arcas requiring skilled labor if the bases are closed
diowm.

8. That is, the correction factor is equal to the ratio of
imports o the sum of GNP plus imporis [0L.25GNP/ (GNP
+ 0L25*GNP) = 0.20].

The rather significant difference between the employ-
ment impact and the GNP impact is due 1o 8 number of
factors, As previously mentioned, the employment data do
not cover expenditures on off- base purchases by Lhe bases.
The use of such data would result in an undersiatement of
the true employment ralio. On the other hand, the use of
the expenditure /GNP ratic a5 8 proxy, as some have done,
may lead to an overstatement of the impact. The bases are
urbai in charscier and the jobs offered in the bases are
similar to those found in an urban setting. Both factors
sugpes! that the eamings of base workerms are higher than
that of workers in other arcas outside Metro Manila
(e.g, the avemps Family incomein Metro Manilais twice
the average family income nationwide). In additicn, the US
Embassy claims that the bases provide relatively higher
wilge: rates and that a significant component of the labor
force therein are highly skilled workers

Lastly , the expenditure categaries include paymenis to
U3 dependents and retirces at, no doubt, US scales, All
these sepgest that the employment ratio should be much
less than the expenditure ratio,

9. Sinece the components of the GNP — in this case,
cxporis — are not individualty corrected for their import
content, the appropriate comparison is between Philippine
cxports and reporied base sxpendilures.
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10, Another potential source of savings in foreign ex-
change is the amount spent on servicing the couniny's
foreign debt. In 1987, the see of the country's total debt
service payents was six  times the stee of all bases expen-
ditures, If the debate is on how net foreign exchange costs
may be reduced, the debdt service ibem in the nationsl bedgel
deserves to be considered a5 an ssue in the debate.

11. Douglas F. Loveday, The Role of the US Milizary
Bases in the Philippine Economy  (Santa Monica, Califor-
nia; Rand Corporation, 1971). Loveday undertook most of
his calculations vsing a smaller figure of 1358 million
dollars. The difference constitutes expenditures on R &
R Also, the 1960 data omit expenditures on  allotment
thecks (o dependents and retired US personnel, and on
civic action and community relations.

If these figures are of any magnitude, the impact ratios
for 1966 may be considered as understatements.

12 Ibid, pp. 19-20, 22,

13, In addition to the above mentioned mitigating fac-
tors, this multiplier does not take inlo consideration the
possible substitution of domestc inpets for imported in-
puts, end the changes in the sirvcture of demand that might
oocur if certain import-dependent goods become unavail-
able. A most important consideration is that, although
expor earnings remain the principal means of oblaining
foreipn exchange, the copilal account (foreipn investmenis,
foans, and aid) is alio 8 major source, Any reasonable
attempt o moddel the foreipn exchange consequences of
a reduction in bases expenditures would have to consider,
at the minimum, the substitution effects thereol and the
altemative sources of foreign exchange, This author will
not attempt, therelore, o messure the impact of =2
reduction in foreign exchange earniogs.

M. Economic Research Associates, "Economic Effects
of US Government Bxpenditures on the Philippine
Feonomy” (University of the Philippines, August 1967).
Loveday referred to another earlier study as "an earlier
Rand study®.

15. Jose Mario Cuyeghkeng, "Retention of the US
Military Facilities: Economic Arsgument” (Pasig, Metro
Menils: Center ﬁJrRﬁmrcthdComunﬁthndﬂﬂta
Cuyegkeng provided the only other estimaic
W%WMI in GMP that [ have seen. He did nof,
howeover, provide an estimation of the multiplier nor o
discussion of his methodology. Thus, @l is difficult to
muke a comparieon. In his paper, Cuyegkeng argued that
gross domestic product will fallby 2.1 percent if ther:
is » removal of beses’ internal exporis and compensation.
The latter is not included in this discussion.

16 For revenue 10 increase, demand for goods  and
services will have o be inclastic

17, Pacz, p. 1.

18, James P, Sterba, "Philippine Pumblings Imperil
Bascs that are Ideal for US Military®, Wall Street Jour
nal, 4 Sepember 1985, p. 1.

19. USIS (1988), p. 16,

20, Sclected Materials from the Confercnce on the
Ahcmatives o the US Facilitics in the Philippines (Foris
Service Instituie: Rescarch and Information Divisios,
1989).

21, Simbulan, p. 4.

22, Nayan Chanda, "Duying Breathing Space’, Fr
Eastern Econgmic Boview, 27 October 1988,  p. 14-15,

23, "Philippine Pact Gives US Breather on ey Bases’,
Congressional (hareeriy Weekly Repors, 22 October 1986

24, Selecred Materiaks from the Conference oi Allema-
tives, pp. 2-3.

25. "The L5 Philippine Relationship in the Next Ad
ministration, p- 62 {not entered in the bibliopraphy s
tioa),

26, Selecied Materiak, p. 9.

Table Al. Expandituren o Groos Domestic Frodiset
Yoar A G [ aT #P e
1060 aTra0.5 TE2ATA 15804.3 BaT2.8 15T A 221433
1881 BRET20 TaiOE2 R0 GTa02 15088.1 2506
1852 9?1_56.3 Ta1e0a | 240, T (iR | 185288 2ET241
1563 1036000 Thaokl @iER T4BA4  Z20EIR 2iasLT
1584 1076430 FHABOT BANEER THETA  ZEasTE 261188
1568 1131810 EOT254 20482 4 BOATY 205658 ‘ZTea5A
h] e, T BA2TAA 257282 £084.3 Zaisa8 200134
1947 1255061 151D 26582 6 BA008 281188 IEEGE.T
1948 132508, 5 1020571 22818.4 SET4A 268048.7 83489
1850 1280538 1m BSR4 Rl ELE 247408 50482
1970 145423.2 1088303 adnal, T 1“?&2 FE4TEL aaarra
1871 1525472 1145208 48151 11831.8 2T24E2 54655
1972 189027.8 12071 i3 B3IV 13B37.3 28ETR.T JEATAT
1873 TT4TTE B 1261238 AFEE] 15088.8 2R 2 ATEE.2
1874 (-7 L AT ¥ o< .~ L Y 171138 306353 AA2E B
1876 1m.5 13'?!.'213 561032 18848.0 208881 ATO0A 5
1878 2Y0BET.3 1380828 BaAT24.2 188012 386418 AT452.8
1877 M.E 1ATE4T,] BARBDTA 181580 425083 B0GE38.T
187 236466 5 18 TF15 TG4 188875 45153 BRO13.2
1879 ET4027  TTIETOZ  TEORYA 20M33T 475488 BEATE.S
1860 2647000 - 1FTANO  BI2000 212000 BMOOD BATONLD
1867 ITAGST.R 1826058 B2E10.8 21R8.5 B4I0LT BBEA
| BE 2E2853,8 _maw: TETHEGT H3240.4 BIS00.0 0542
Bourcs: World Sani, 1807 World Tabisa,
fin 1980 million pesos)
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Appendix: Estimate of GNP Multiplicr

This article uses the Keynesian demand-side moded. Since It Is concerned with the consaquence of a fall in
sxpart spending, the presence of the complax of unutillzed resources necassary for an expanslon is not required,
The modei assumes fixed domestic pricss and sxchange rates, if prices change, approprlate adjustments would
have to ba made to the resuli of the model,

Consider the following system:

BYt = CHt + IMt + GTt + XPt-MPY 1)

IG¥t = INt+ GTt+ XPt (2

CHt = Co+ Cy*AYt + ut 3

MPE = Mo + MG*ChE + Mi*ICX + v 4y

where:

RYt = Gross domestic product In milliona of 1380 pesos in year 1.

Cht = Private consumption in millions of 1880 pesos in yeer 1.

INt = Gross domaestic Investmant fn millions of 1880 Pes0s in year t,

GTt = Gross govemment consumption in millions of 1980 pesos in year &,

XPt = Export of goods and nondactor senvices in milllons of 1980 pasos in year L
MPt = Import of goods and non-fastor services In millions of 1980 pesos In year t.
Ca, Cy, Mo, and Mi are parameters

ut end vt are dislurbancs terms

1= 1960, 1982

The data for thia model are listed in Table Al.

The only sgquation that neads some comment is i4). Imporis are considerad a function of consumption and the
awogenous variable: Investment, government spending, and exports. Ina simple modsl as this one, it iz generally
assumed that imparts are & function of income. This Implies, however, that the Initial expendilures of one of the
exogonous variables do not have an Import eermponent. Loveday sssumed the more iraditional formulation and
Jhan discussed at conslderabla length how best to account far the impert component of exports, In doing so, ha
implicity admitied wrongly specifiving his modal, The appreach here i appropriate. B is assumed here that the
exagencus variable have the same efiect on imports. The reasons for this are discuszed balow,

The disturbanca terms In the structural equations {3 and 4) are not uncorrelated with the explanatory variable.
One solution would be to use two-stage last squares. The estimaisd coefficient, howeaver, would be biased. On the
other hand, ordinary least squares would give an unbiased estimate of the reduced form coefficlenis for the equation
for GDF. These cosfficients can be interpreted as the multipliers that are being determined here. The reduced form
squation and not the slructural equation will, tharefore, be aslimatad.

Soiving for GOP, the following results;
AYt = (1-Cy (1- Mc) - 1% (Co (1 - Mc) - Mo) + (1-Cy (1 - Me) = 1% [ {1- Mi)=IGX) + wt  (5)

An alternative formulation of equation 4 would be to traat separataly the impact of the imporis of each of the
srogenous variables, This would be reasonable in as much as investment, government spending, and exports
involve goods that might have considerably different im port requirements. The eguation would be as follows:

MPt = Mo + Mc*CNE + Mi*INE + Mg*GTt + Me*XPt + vt fg)

Using equaticn 5 rather than 4, the GOP could be solvad for s follows:
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RYt = (1-Cy (1-Mch1* (Co(1-Mc)-Ma) + {1-Cy (1-Meh1* ({1 - M) "INt + (1-Cy (1 - Md)-1* ({1 - Mg)*GTt)
+01-Cy (1 -Meh18 ((1- Mx)"8P1) + wt (7]

Amaximum likelihood for iterative techniqua to correct for serial comelalion in the estimation of both equations,
The results are as follows:

AYL = 34,436 + 1.5129%IGX

[4.1511) (19.408)

adj. A2 = 0.9048 D.W, = D.8209 df. =21 (5)

AY1 = 20520 + 06887 INt + 54365°GT + 1.4308°XA (T)
{3.5567) (3.5277) (7-2303) (1.4308)

di.= § adj. R2 = 089633 D.W. = Q.R272

Al costficlents are highly significant sxcept the one for exporta; It la significant at the 10 percant level. Two
problems arose, however, in the estimation process. First, considerable autocarrelation remaina In the sutlmation
procedure even after first-order comections were made. Second, there is very high multicollinearity In equation 7,
with correlation cosfficients on the order of 0.85 of more. Both eonditions have the effect of Increasing the varlance
of the estimated costficionts, although thay have ditferont affects on the standard error, For this reason, the 1-acore
munt be Interpreted with caution

Examining the costficiont of oquation &', it is very similar 1o the cne estimaled by Loveday, although hia date
was from the 19508 and the first half of the 1960s. The coslficients of equation 7' widely vary, tts coefficient for
exports s somewhat lower than that in equation §°, This suggests that the impart content of exports does not vary
much, Since equation T* sutfers from very high multicoliinearity, squation & would be most usalul in & multiplier
analysis,

In equation 7', the costlicients for governmaent consumption and investinant are extremse in value and should
therefore be Ueated with caution. The numbars may simply be the result of an increased variance due 10
multicollinearity.

The numaraior in the cosfficients in equation 7 are one minus the marginal propensity to import, The high
coefficient for government consumption, i tha model is specifisd comectly, indicates a low impod content In
government consumption. Buteven it it wers zaro, the figure would not ssem plausitle for it would put the marginal
propensity o consume domestically produced goods 2t 0.82. h may reflect nat only tha low import content of such
sxpanditures, but also a sensitivity of the multiplier to distribution faclors, a consideration not laken into account
in tha speciilcation of the model. In the estimaticn mada of the structural squations, the coefficlant of governrment
consumplion was consistently and significantly negative. One plausible interpratation Is that governmant spencing
results in a reduction of spending by groups that have a higher import propeansity.

Equally unusual is the estimation of an investment multiplier that is less than one, This is more easily axplained
thanthe high govarnment multiplier since it is generally assumed thatinvestment goods have & high import content.
From a policy perspective, it appears that efforts to stimulate the scanamy through investment spending may nat
be as fruithul as other avenues. Bul as noted above, the usafulness of a simple Keynasian madel for policy on the
expansion side | rather limited,
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