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ABSTRACf

This is a study about the po!itical economy of redemocrati7.&tion in less

developed countries (LDCs). It investigates the politics and econumics uf

restructuring government corporations, as the Philippines returned tu representatiVl'

democracy in 1986. It dues so by adopting an expanded version uf theories uf rent·

seeking to explain choices and implementation of privatizatiun pulicies. The studJ

challenges most works on privatization which primarily attribute sluw prugress tu

economic constraints. lnstead, it argues that reformist pressures and implementatiun

barriers obtain from explicit calculations of mal.erial and polilical gain by rent·

seeking groups. Private and state-based rentiers significantly determine the

substantive content as weil as the timing and direction of pulicy reforms, when they

are politically valued by tledgling and beleaguered democratic regimes. But

rentierism also multiplies under a democratic regime that seeks to end the ecunumic

excesses of one·man rule by re-establishing the primacy of business enterprise. The

study suggests that the greater challenge to LDCs is to widen public access tu state

resources and enhance competitive prowess.
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EXTRAIT

Ceci est une étude de l'économie politiqUl: de rédémocratisation dans les pays

sous-développés (PSD). Il recherche des politiques et économies de restructurer des

corporations étatisées comme dans les Philippines qui ont retournés à la démocratie

représentative en 1986. Celà se fait par adopter une version extensive de t!léories

de recherche-emprunteur pour expliquer les choix et exécution des règlements

privatisation. L'étude défi la plupart des travaux sur la privatisation qui attribut

primairement un progrès lentement à l'économie constrainte. Au lieu, il argumente

que les reformeurs se forcent pour un changement structurales et exécution de

barrières obtenues par des calculs explicite de matériel et de politiques acquis par

des groupes de recherche emprunteurs. Des emprunte....rs privés et position d'état

déterminent significativement le contenu substantiel ainsi que l'ajustement et la

direction de réforme politique quand ils sont politiquement estimés pour, par

l'inexpérimentation et l'assiéger des régimes démocratiques. Mais l'action

d'emprunter multiplie sous un régime démocratique qui cherche à mettre fin les

excès de l'économie de règle autonome par ré·établisant la primauté de l'entreprise

d'affaires. L'étude suggère que le plus grand défi à la PSD est d'élargir l'accès

publique aux resources d'état et de rehausser les prouesses compétitives.
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CHAPTER 1

INTRODUCfION

Ifyou can sel! il, sel! il; if you can't sel! al!
of il, sel! a part; if you can't sel! any of il, give
it away; ifyou can'tgive it away, contract it out.

John A Bames\

This is a study about the political economy of redemocratization in less

developed countries (LDCs). We have chosen to investigate the politics and

economics of restructuring policies of the kind represented by the privatization of

state-owned enterprises. To elaborate on these concerns, it may be best to proceed

fromthe actual experience of the Philippines to the more general theme of public

refo~ in countries undergoing systemic changes.

Privatization is a fashionable policy prescription enjoying a ''boom'' not only

in the Western industrialized world where it origillal!y gained currency, but in LDCs

as wel!. Its force derives from the supposed Iiberalizing, decentralizing, and

democratizing effects. Over lime, privatization has also evolved into a summary or

"catch-ail" term which refers to a wide range of issues concerning public enterprises.

With respect to practical policies, it assumes any of the fcl!~,wing modes of

transferring responsibility and resources for supplying goods and services to the

private sector:

1
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1) divestiture or "Ioad-shedding" transfers both pubiic provision
(i.e., government seeing to it that a good or service is provided or not)
and public production (producing or delivering the service to
recipients) to private firms. Ownership transfer is undertaken through
whole or partial sales of state-owned assets and corporations as well
as the abandonment of public, non-market functions;

2) privatization of public production, without privatizing
financing. The objective is to retain in a government unit the choice
of offering a service and the responsibility of arranging for its delivery,
while asset management and operations are taken over by the business
sector. Contracting out to private firms the delivery of certain public
goods, and encouraging private options along with public ones for
service, are typical examples;

3) privatization of public proVISion or. financing, without
privatizing the production function of govemment. This refers to the
substitution of market systems of allocation for non-market systems.
The collection of user charges, to replace taxation as a source of
financing for a good or service, is often the means adopted in this
case; and, more broadly,

4) liberalization, or alternatively, deregulation. In its broadest
sens!', this means reducing or altogether removing the distortions (e.g.,
price and import controls) which inhibit the full development of a
market-oriented economy.2

Dy streamlining the size and scope of govemment in various forms,

privatization is expected to correspondingly reduce the power of public monopolies

and to restore competitive market forces to their primary role in economic growtb.

The market is then said to ensure the dispersion and limitation of power once these

monopolies are broken.3 In terms of its democratizing effect, proponents of

privatization furtber claim that a diversity of "provision" and production units fosters

2
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access to several collectivities that can respond to different communities of interest.·

On the other hand, privatization can relieve govemment of its fiscal burdens,

rationalize its role in development, and improve the administration ofprograms more

appropriate to the public sector.5 Clearly, the impetus for privatization stems from

the growing opposition to the continued expansion of govemment and the corollary

. efforts to maximize efficiency through private production of goods and services.6

In the Philippines, these concems gained momentum in the context of political

change. Privatization there became part of a broader agenda of "rationalizing" the

public sector following the collapse of the Marcos dictatorship in 1986. The newly

installed govemment of President Corazon C. Aquino was committed to disperse

power and to provide for popular participation. This engendered the retum of

formai democratic processes and institutions. A new constitution was ratified by the

Filipino people, successive elections at the national and local levels were held, and

individual rights were restored. Against the backdrop of rethinking and

reestablishing a representative democracy reminiscent of the pre-martial law era,

privatization (along with deregulation and trade Iiberalization) followed, to form the

core of the transitional govemment's strategy for economic recovery and sustained

growth.

On 8 December 1986, President Aquino issued Proclamation No. 50. It laid

the groundwork of a five-year program (1986-1991) for disposing "non-performing

assets of the govemment financial institutions and certain govemment-owned.or

controlled corporations which have been found unnecessary or inappropriate for the

3
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government sector to maintain."' The divestiture of predominantly commercial

enterprises either as physical assets or equity became the operational definition of

privatization under this act.8 Divestiture was meant to ensure "that the private sector

is given primacy and the Governmentassumes a supplemental role in entrepreneurial

endeavors under a climate of fair competition."9

Among the largest government-owned or -controlled corporations

(subsequently referred to as GaCCs) whose assets were slated for sale under

Proclamation No. 50 was the Government Service Insurance System (GSIS). The

GSIS was transformed from a state trust fund into a giant business conglomerate

after Marcos declared martial law in 1972. Within a short period of time, the

Marcos-appointed GSIS Board gained ownership of sorne of th.;; biggest and most

profitable GaCCs under its revised corporate charter.lo These included, among

others, the Philippine Air Lines, the Manila Hotel, the Philippine Plaza, and the

Stockton real estate in San Francisco, California.

The mid-1980s witnessed increasingly intense criticism directed at the GaCC

sector. This came in the wake of the worst economic crisis in the Philippines and

public indignation against the excesses of the Marcos regime.ll Equally important

were charges that these assets were but the business enclaves of relatives and close

friends of the Marcos family.12 The economic condition of the GaCC sector in

general was most alarming to foreign creditors which had extended loans to many

crony-controlled parastatals.

Before Marcos could embark on his own privatization program, however, the

4
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People Power revolution deposed him from the presidency. Il therefore feU upon

the Aquino administration to implement the divestiture of GOCCs.n Unfortunately,

privatization under Aquino encountered unforeseen problems, criticisms o\" resistance

from various sectors, and procedural delays. Aside from conflicting assessments of

the international environment, the debate in the Philippines pitted opposing views

on the propriety and efficacy of government corporations as state agencies and

market participants, as well as on the economic and social consequences of their sale

to foreign investors and local business elites.

The obstacles to privatization contributed to internaI factionalism within the

loose coalition of parties and groups that initially united behind a common desire to

overthrow the dictatorship. Aquino's administration engaged in partisan squabbles

and endless bickerings over the substantive content and implementation gr reform

policies. As political disunity developed, a crisis of legitimacy seemed to surface on

the basis of Aquino's failed promise to end corruption and to provide people their

basic material necessities.

Statement or the Problem

The privatization of state-owned enterprises in the Philippines raises a host

of interrelated issues and interesting practical and theoretical questions for public

policy and redemocratization: What is the meaning of privatization in terms of its

5
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ideological, economic, and political underpinnings in the Philippines? What factors

account for the choice of this and similar policies of structural adjustment? Is the

GaCC sector a truly public sector, considering that income and wealth are highly

skewed in favor of the upper classes who control government, and foreign capital has

traditionally been a key actor in the Philippine economy? How committed is a

Oedgling democratic govemment in regulating the market and addressing the

multifarious problems related to divestiture? Finally, what does the Philippine case

of "privatization" tell us about the policy choices available to LDCs as they attempt

to grapple with such problematic issues?

The objective of this study is to provide answers to these questions by

critically examining attempts to reorganize public and economic life in the

Philippines after authoritarian rule and the challenges faced by the new leaders.

More precisely, the study seeks to explain both the rationale and motives behind the

choice of privatization policy by the Aquino government and the major barriers to,

or trade-offs in, its implementation. Part of the overall objective is to advance

understanding of whether or DOt, and how, restructuring efforts of this kind can

contribute to the process of democratic renewal in LDCs.

Many policy prescriptions are themselves no more than metaphors. An

assertion that market solutions -- or state intervention, for that matter -- are

imperative tells us little or nothing about how property rights are to be defined, how

the various attributes of the goods involved will be produced and measllred, who will

pay for the costs of, and profit from, such solutions, or how conOicts over rights may

6
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be adjudicated.14 Relying on a metaphor like privatization as the foundation for

policy can lead to results substantially different from those presumed to be likely.

Hence, this dissertation aims to: 1) provide a historical overview of bow most

Philippine public enterprises approved for divestiture were acquired by the state and

fostered the rapid expansion of the GaCC sector under one-m~n mIe; 2) inquire

into the substantive content of privatization policy formulated amidst competing

interests within a regime that seeks to restore political democracy and remould

economic policy along free-market lines; and 3) determine the structural and political

impediments to the pace and extent of privatization in a resurgent democracy.

Posing the theoretical and empirical concems in this manner should permit us to

explore the implica:;ons of public policy for democratizing economic opportunities

in LDCs like the Philippines.

Hypotheses of the Study

Taking into consideration the questions that guide this inquiry, we hypothesize

that political lobbying for and against privatization will be substantially driven by

explicit calculations of political and economic gain, rather than by a concem for

abstract concepts of efficiency. This is because the lines of struggle usually reflect

the distinct interests of organized groups in LDCs. We can, perhaps, expect

bureaucratie interests and labour to be the major source of resistance to

7
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privatization, since they presumably benefitted from an overextended public sector

under authoritarian rule. Conversely, those disadvantaged by the growth of this

sector would Iikely advocate market solutions that seek to restore private

entrepreneurship. If the pressure from the potential losers outweighs the support

from those who will subsequently gain from privatization, we predict that the

program is Iikely to be modified or aborted.

The central issue in devising privatization policy, then, should not be how to

foster competition and take assets out of state control, but whether or not, and how,

govemments can subject those who control them (public or private) to effective

sanctions. We see this as especially crucial in developing countries. Privatization

could inevitably result in a significant degree of monopoly or monopsony power on

the part of organized domestic and transnational business interests. Altemlltively,

privatization can have adverse effects on labour when transfer of asset ownership is

pursued. It may be difficult, or in some instances inappropriate, to divest state

owned assets without a corresponding change in the structure of ownership and

markets in LDCs.

We thus posit the view that any project concemed with "adjustment," broadly

defined, has to start and finish with the political element in the process of social

reconstruction. More specifically, we hypothesize that the extent to which

govemmentscan design and enforce appropriate rules on how competition within the

marketplace should be organized largely determines the viability of market solutions.

Privatization should not necessarily be construed to mean an abrogation of political

8
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authority or the abandonment of public goals. What sucb a policy instead cal1s for

is a different govemmental role in organizing and maintaining decentralized markets

that can still align the public1y desirable with the privately profitable, rather than

dictating the "rigbt" market results.

A corollary assumption of this study, bowever, is that state effectiveness

depends not only on sufficient resources, but on the balance of social and political

forces supportive of the state itself.15 This critical balance emerges out. of perceptions

of costs and benefits as wel1 as the relative strength of the fcrces involved. In this

respect, "the examination of policy outcomes requîres focus on the dynamics of state·

society interaction rather than state-society separation that goes with the blunt

category of state capacity [based on a weak state-strong state dicbotomy]."16 Sucb a

conception of govemment intervention in the marketplace allows us to assess the

extent to wbicb a fledgling and beleaguered.democratic regime carried out structural

reform in the Philippines.

Slgnlficance of tbe Study

The significance of this study is two-fold. Empirically, this study may be the

first of its kind on the privatization (or divestiture) program of the Aquino

administratiC?n which legally ended on 16 August 1992. To date, there seems to be

no scholarly inquiry into this crucial policy area, despite the current academic and

9
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political c1amor for more discriminating application of privatization m the

Philippines. l
? This research thus has the potential of shedding light on the

peculiarities of the Philippine political economy and the policy constraints it shares

with other LDCs. It can also enlighten ongoing debates surrounding alternative

market rules and modes of structuring public organizations by delving into the role

and adequacy of government interventions in competitive markets. Such research

should help LDC policy-makers avoid Sl:emingly facile, Western-based market

solutions or arrangements which can lead to recriminations later.

Theoretically, this kind of study delineates the complexities of political and

economic relationships interwoven in policy choices and implementation in Third

World countries. More specifically, the objectives of this dissertation project permit

us to examine how certain forces and interests, particularly in a (re)nascent, elite

ascendant democracy, restrict or expand structural adjustment and, conversely,

whether such policies have the potential of strengthening democracy in the sense of

broader popular participation in the development process and greater equity in mIes

of ownership and exchange.

Methodology of the Study

To address the challenges to the Aquino govemment's efforts at rebuilding

democracy and restoring public confidence in govemment, this study examines the

10
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privatization of aIl seven (7) subsidiaries of the GSIS. The criteria employed in

selecting the GSIS -- amollg several other parent corporations -- were case

manageability and representativeness of the hundreds of non-performing assets and

GOCCs covered by Proclamation No. 50. Seven public enterprises should suffice in

examining the magnitude and complexity of the problems and issues wbich attended

their divestiture as weIl as intermeshing political and economic interests represented

therein. On the other hand, diversity in character, functions, and methods of

corporate privatization enrich the analysis of the role of govemment interventions

in the marketplace.

The GSIS subsidiaries under review include the following:

Table 1.1
GSIS Subsidiary Corporations by Activity and Equity

Subsidiary Area of Activity % GSIS Equity

Arconal NV Real Estate (U.S.) 100

Commercial Bank of Manila Commercial Banking 99.9

Hotel Enterprises of Hotel Management 99.5
the Philippines, Inc.

Manila Hotel Corporation Hotel Management 100

Meat Paeking Corporation Meàt Processing and 100
of the Philippines Paeking

Philippine Airlines, Ine. Commercial Aviation 15-96*

Philippine Plaza Hotel and Convention 100
Holdings, Ine. Center Management

*Total state equity was gradually reduced between 1977 and partial
divestiture in 1992.

11
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Fieldwork conducted in the Philippines yielded sufficient data on these

subsidiaries. Primary data, often classified as highly confidential, consisted of the

following: 1) documentary information from the GSIS corporations (in the form of

corporate profiles, audit certificates and financial statements, privatization

prospectus, progress reports, and official correspondence) and from other local

sources (e.g., transcripts of closed-door Cabinet sessions, deliberations and reports

of congressional investigating committees, court decisions, and reports of the

Committee on Privatization); 2) briefing papers and studies prepared by multi1ateral

lending institutions for the GSIS and other national govemment offices; 3) vitallegal

documents (pertint:nt legislations, stock purchase and sale agreements, etc.); and 4)

personal and phoned.in interviews with heads of the GSIS subsidiaries and

govemment officiaIs responsible for implementing Proclamation No. 50, where

certain information required clarification or sharing of their own views. Privileged

information was mostly obtained through personal contacts with top officiaIs of the

Aquino administration.

Secondary data have come mostly in the form of library materials, particularly

joumals and newspapers. A complete list of aIl sources of data is appended to this

dissertation.

Data-analysis relied on content analysis and cross-case comparisons of the

seven GOCCs under review. Document analysis entailed the examination of various

executive and administrative orders and regulations as well as pertinent legislative

enactments to define the substantive content and intent of Philippine privatization

12
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policy. Comparative studies on the GSIS corporate holdings were undertaken in

terms of the following: 1) the evolution, changing role, and scope of the GOCC

sector in the Philippines (i.e., its legal and policy framework, development impetus,

the rationale and motives behind its establishment and streamlining in a time of

political change, and the structure of ownership and markets); 2) corporate

performance (financial and distributional) vis-a-vis the divestiture modes set by the

GSIS, the Committtee on Privatization, and other concemed govemment agencies;

and 3) the incentives and constraints to divestiture as a policy instrument in LDCs

undergoing political redemocratization. Empirical data appear in the form of

frequency (univariate and bivariate) tabulations and illustrative figures.

Organlzatlon of the Dissertation

The rest of the dissertation consists of seven chapters, each, in tum, divided

into several sections. A synopsis is provided for each chapter.

Chapt,;! 2 reviews the literature on privatization. It seeks to highlight issues

that may offer direction to the study and to overcome any theoretical or empirical

obstacles in examining divestiture both as a political and economic reform process.

Building on this literature, we suggest the need for an approach that integrates

economic, political, and administrative analyses of policy reform. Such a holistic

approach should also consider policy changes that may be realistically prescribed,

13
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adopted, and carried through in a period of political change.

Chapter 3 provides an overview of the rapid expansion of the public enterprise

sector under authoritarian rule. By looking into the development model that was

implanted in the Philippines between 1972 and 1986, the discussion challenges the

prevailing conception of cronyism simply as the mode for survival of the Marcos

regime. This is followed by Chapter 4 which presents the case profiles of the seven

subsidiaries of the GSIS based on policy justifications for state ownership or control,

the ends they served for a dictatorship that thrived on cronyism, and their

developmental performance.

We seek to explain reform policy choices and patterns of policy development

in Chapter 5. This is divided into three parts: 1) the overt and covert motives of

national politicians and technocrats, big business groups, multilateral lending

agencies, and labour behind divestiture policy; 2) the concentration of power in a

highly fractious coalition, which facilitated control of the levers ofeconomic decision

making by the pro-business faction in the Aquino Cabinet; and 3) the substantive

content of privatization policy, as it was envisioned within the broader framework of

economic recovery. Cross-case comparisons are done in this chapter.

Chapter 6 once more deals individually with the GSIS subsidiaries, by way of

following up the progress or impediments in their denationalization. It portrays the

interplay of private domestic and international rent-seekers in the sale of these

entities, which was tackled in general terms under the fifth chapter. This way, we

highlight privatization's financial costs and losses, issues of accountability and

14
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preferential treatment, and the complexities of economic and political relationships

in implemp.nting restructuring decisions in IDCs.

The cases we present in Chapter 7 contrast sharply with those in the previous

chapter, since they represent instances of failed divestiture. This chapter examines

the chronic problem of rent-seeking among state-based groups, and the policy

responses of the Aquino govemment. ln 50 doing, we can further explore the limits

imposed by the social context on public access to state resources and the

competitiveness of the marketplace. The evaluation of privatization'5 democratic

potential thus links the empirical findings in Chapters 5 and 6.

The final chapter summarizes the prospects of privatization and

J'edemocratization in the Philippines, and elsewhere in the developing world. It finds

that reform policies often have reverse redistributive effects, when cronyism is

replaced with the private economic power of a new set of elites who control the

policy-making process as weil. We then underscore the inadequacies of govemment

intervention in highly skewed markets, before providing recommendations for further

investigation based on the theoretical insights gained therefrom.
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NOTES

IJohn A. Barnes, "The Failure of Privatization," National Revil!w, July 18,
1986, p. 40. Barnes made this remark by way of summarizing the approach
incorporated in Madsen Pirie's famous work on privatization, entitled Dlsmantllng
the State.

~ee Yair Abaroni, The Evolution and Management of State-Owned
Enterprlses (Cambridge, MA: Ballinger, 1986), p. 316; David Heald,
"Privatization: Policies, Methods and Procedures,Il in D. Heald, ed.,
Prlvatlzatlon: Pollcles, Methods and Procedures (ManUa: Asian
Development Bank, 1985), p. 57; and Ted Kolderie, "Two Different Concepts of
Privatization," Public Administration Review 46 (July-August 1986): 285.

This dissertation also reviews the literature on forms of privatization in the
first section of Chapter II.

3See the following works of James M. Buchanan on public-choice theory for
an excellent outline of the theoretical underpinnings of privatization: "Rights,
Efficiency and Exchange: The Irrelevance of Transaction Costs," in J.M. Buchanan,
ed., Uberty, Market and State (Brighton, Sussex: Wheatsheaf Books, Ltd.,
1986), p. 92; "Liberty, Market and State," Economie. Impact 58 (February 1987):
39; and "Justification of the Compound Republic: The Calculus in Retrospect," in
J.D. Swaltzey and R.E. Wagner, eds., Public Cholce and Constltutlonal
Economies (Greenwich, Conn.: Jai Press, Inc., 1988), p. 131.

The basic premises ofpublic-choice theory, insofar as they bear on the choices
and substantive content of economic adjustment policies like privatization, are
explored in the latter part of Chapter fi of this study.

·See Samuel Paul, "Privatization and the Public Sector," Flnance and
Development 22 (December 1985): 4.

'This argument in favor of the supposed benefits of privatization to
government is well developed by E.S. Savas, Privatlzlng the Public Sector:
How to Shrlnk Government (Chatham, NJ.: Chatham House, 1982); and
Privatlzatlon: The Key to Detter Government (Chatham, NJ.: Chatham
House, 1987). Both editions discuss why and how a catch-all policy like priva~tion
has been adopted in different forms by the federal/national and local governments
in the United States and elsewhere in the industrialized world.

6Janet Rothenberg Pack, "Privatization of Public Sector Services in Theory
and Practice," Journal of Pollcy Analysls and Management 6 (Summer 1987):
539.
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'Proclamation No. 50 (8 December 1986), Article l, section 1. Proclamation
No. 50-A (15 December 1986) amends some provisions of Proclamation No. 50
relating to the meetings of the Asset Privatization Trust

SIbid., Article Il, section 4.

9Ibid., Pre3!:1ble.

lOSee testimony of GSIS President Feliciano R. Belmonte, Jr., Transcript of
Stenographic Notes, Committee on Government Corporations and Public
Enterprises, Senate, 7 October 1987, p. 4. Belmonte revealed that its trustees under
the Marcos regime "heavily committed" the GSIS to "showcase projects" in wanton
disregard of its investment priorities.

UA comprehensive scholarly account of the Philippine economic crisis whieh
was aggravated by political turmoil after the assassination of Sen. BenignoS. Aquino,
Jr., top opposition leader and Marcos' archnemesis, is provided by the U.P. School
of Economies, An Analysls of the Philippine Economie Crisls (Quezon
City: University of the Philippines Press, 1984). This so-called "White Paper" on the
Philippine eeonomy was influential in convincing the Marcos government to reform
the GOCC seetor.

12"Public-seetor workers' trust fund moves into a surplus: Mallagement
benefits," Far Eastern Economie Revlew, 12 January 1989.

13Multilateral pressure to reform the GOCC seetor in the Philippines led
Marcos to promulgate Presidential Deeree No. 2029 (4 February 1986) entitled,
"DefiningGovemment-Ownedor Controlled Corporationsand Identifying their Role
in National Development," and Presidential Deeree No. 2030 (6 February 1986),
"Providing for the Orderly Disposition ofCertain Assets of Government Institutions."
These were two of the last deerees signed by Marcos before his ouster on 25
February 1986.

For a wider account of external influences on public enterprise policy in the
Philippines, see Leonor M. Briones and Aileen R. Zosa, "Privatization of Public
Enterprises in the Philippines: Policy and Implementation," country paper presented
at the Projeet Planning Meeting, Asia-Pacific Development Center, Kuala Lumpur,
Malaysia, 2-4 April 1988.

14Elinor Ostrom, Governlng the Commons:
Institutions for Collective Action (Cambridge,
University Press, 1990).

lSJ'his is well-argued by Baldev Raj Nayar, "The Polities of Economie
Restrueturing in India: The Paradox of State Strength and Policy Weakness,"
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Journal of Commonwealth and Comparative Polltlcs 30 (July 1992): 145.
The author examines variant outeomes in the restrucmring initiatives of the Rajiv
Gandhi administration, by adépting a four-fold typology to determine whether policy
costs and benefits are widely distributed or narrowly concentrated. He finds that
support for (or resistance to) eC\lnomic reforms depend on the distribution of costs
and benefits to politically important groups. Political support, in tum, is an
important source of political legitimacy and i50 therefore, critical to policy success.

16Ibid., p. 146.
For a more exhaustive treatment of this weak state-strong state dichotomy,

see J1leda Skocpol, "Bringing the State Back In: Strategi~s of Ana1ysis in Current
Research," in P.B. Evans, D. Rucschmeyer, and T. Skocpol, eds., Brlnglng the
State Back In (New York: Cambridge University Press, 1985); M.M. Atkinson and
William D. Coleman, "Strong States and Weak States: Sectoral Policy Networks in
Advanced Capitalist Economies," British Journal of Polltlcal Science 19
(September 1989): 47; and William D. Coleman and Grace Skogstad, "Policy
Communities and Policy Networks: A Structural Approach," p. 14, and "Conclusion,"
p. 312, in W.D. Coleman and G. Skogstad, eds., Pollcy Communltles and'
Public Pollcy ln Canada: A Structural Approach (Cooksville, Ontario:
Copp Clark Pitman Ltd., 1990).

In contrast, Nayar points to the inadequacy of this predominant concept of
state capacity, as il "tends to overdraw the separation between state and society
whereas what may be important for explanation is the nature of the institutiona1
structure lying, as an ordering mechanism, at the intersection of state and society."
(pp. 145-146) Moreover, he suggests that a cost-benefit distribution model has the
added potential of capturing the interaction between politicallegitimacy and other
determinants of state capacity Iike political culture, ideology, and leadership.

17See, for example, the initial studies done on the Philippine privatization
experience by Stephan Haggard, "The Philippines: Picking Up After Marcos," in R.
Vernon, ed., The Promise of Prlvatlzatlon (New York: Council on Foreign
Relations Inc., 1988), p. 91; and Leonor M. Briones, "Issues on the Privatization
Policy in the Philippines," Philippine Journal of Public Administration 33
(January 1989): 31. Both authors provide preliminary assessments of the political
and economic issues encountered by the Aquino administration during the first year
of divestiture.
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CRAPTER Il

POLITICAL AND ECONOMIC EXPLANATIONS OF PRIVATIZATION

Political realities may prevent the "right"
policy from being adopted, even when it has
been clearly identified.

Richard G. Lipsey et al.1

.... the LDCs contain within them as much
variance in economic characteristics as that
existing between them and the advanced
industrial countries.

Henry S. Bienen and John Waterbutf

. This chapter is divided into two parts. The first section reviews what has so

far been written about privatization in less developed countries (LDCs). Then, we

incorporate the "structural-institutional" and "political" approaches of the literature

into a rent-seeking perspective in the next section. The type of analysis we propose

for Philippine privatization policy offers a coherent and inclusive theoretical and

research base on which to build a more effective practice in LDCs.

An Overvlew of the L1terature on PrIvatization

In recent years, the Iiterature on privatization bas extended the academic
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debate to whether certain economic and social activities are Most effectively

pelformed within public or private institutions. The primary issue here focuses on

what existing governmental activities should or should not be privatized and,

relatedly, what costs are involved or what criteria should be considered in making the

decision. A corollary issue seems to be what configuration of organizations, public

and private, is needed and what arrangements between them provide the most

effective relationships to perform needed services. These issues are a departure from

initial concerns with eliminating or reducing the "natural monopoly" enjoyed by

national governments in the delivery of a variety of goods.3

The current intellectual focus on organizational capacity for service delivery

is represented by some of the best-lmown worles on privatization in Western

industrialized counmes. They include those of John Kay, Colin Mayer, and David

Thompson" Robert Fraser,5 and more recently, Dexter Whitfield6 on Great Britain;

E.S. Savas' and John Donahue8 on the United Stntes; John Vickers and Vincent

Wright9 on Western Europe; and Paul McAvoy,IO J.J. Richardson,lI and Ezra N.

Suleiman and John Waterburyl2 on comparative privatization experiences in the U.S.,

U.K, Canada, West Germany, and France. Case studies or cross-case comparisons

of country and sectoral experiences in privatization have been done in these

worles.

These authors agree that -- as a result of growing recognition that the market

may work well for certain social purposes but not 50 well for others -- privatization

has assumed several meanings even in developed counmes. Donahue, for example,
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forcefully argues that concentration of ownership has long plagued American

capitalism and diminished the presumed efficiency advat1tages of ownership transfer

from the public to the private sector. Kay et al., McAvoy, and Suleiman and

Waterbury further raise interesting questions of allocation and distribution. Among

others, these include extreme income inequalities that do not lend themselves weil

to market solutions. Then, there is also the growing body of scholarship on the

privatization of local public services (especially urban social services). Most authors

under this theoretical subset claim that democratic values ofcitizen participation and

volunteerism are eroded, as acquisitiveness and competition become uppermost in

the personal quest for economic advancement. Consequently, poor and

disadvantaged members of society become increasingly segregated, and thus more

politically vulnerableY These authors find that purely market-oriented solutions

frequently come into conflict with social goals. For this reason, governments have

innovated and introduced other forms of privatization, apart from the divestitures (or

asset sales and liquidations) pioneered by the Thatcher government in the United

Kingdom.

The works surveyed, however, indicate a trend toward less privatizations of

the provision or financing function (i.e., government seeing to it that a service is

provided or not), than of production or actual service delivery. Such a trend is

held reflective of the greater demand for improved efficiency and cost savings, by

introducing some alternative to the traditional govemment monopoly;4 A few

scholars like Ted Kolderie even conclude that privatization in the U.S. has largely
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become "simply a oew oame for cootractiog."IS Still, Robert W. Baileyl6 insists that

the goal of maximiziog productive efficieocy is a c1ear uoifyiog thread in the

literature 00 developed couotries, despite the differeot, emergeot modes of

privatiziog service delivery.

The aforemeotiooed scholarship helps us gaio a more sophisticated

uoderstaodiog of the scope aod ratiooale of privatizatioo. In adoptiog both a country

and sectoral approach to the Philippine experience, we may examine the relevance

of market solutions 00 the basis of prevailing structural and economic realities in

LDCs. Such methodology helps eliminate certain conceptual obstacles in defioing

the characteristics as weIl as the limits of divestiture or "load-shedding" in these

countries.

Lately, a group of scholars have, in fact, drawn attention to the need to

furtber place privatization policies in their proper social or developmental context.

In underscoring a different set of market-based incentives and constraiots to

privatization decisions and outcomes in LDCs, they qualify contemporary Western

discussions about the performance of public functions or the shared relationships

between the public and private sectors. The more notable works on LDCs are those

edited by Steve H. Hankel'; Paul Cook and Colin Kirkpatrickl8; Raymond Vernon19
;

Jacques Pelkmans and Norbert Wagnera; William P. Gladé1
; and Christopher

Adam, William Cavendish, and Percy S. MiStry.22 Individual country studies include

those by T.I.. Sankar and Y. Venugopal Reddy23 on India; Clare E. Humphrey24 on

Bangladesh; Hacene Boukaraoun2.5 on Algeria; and Barbara Grosh26 on Kenya.
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Reforms of state-owned enterprises have come at a tinte when not only is

there a concem for their poor performance, but a perceived change in approach

towards development policy and process. Many of the country and sectoral cases

contained in Cook and Kirkpatrick, Vernon, Pelkmans and Wagner, and Glade's two

volumes indicate disillusionment with state planning and large-scale govemment

intervention. This situation, coupled with massive foreign indebtedness, has

sllpported a general shift in the dominant paradigm towards a neo-classical, market

oriented view of development. "Neo-orthodoxy" has called for a reduction in the size

of the public sector, the removal of govemment regulations and controIs, and greater

reliance on the price mechanism for allocating resources. In tum, the authors find

that this renewed conservatism has had a profound effect on specific policy proposais

made for the public enterprise sector.27

Though the policy affinities are suggestive, Glade and his co-authors point to

sorne rather critical differences among LDCs, particularly in respect of the policy

environment. These are best exemplified by the Southem Cone countries. In both

Chile and Peru, for example, divestiture surfaced in the aftermath of periods in

which a huge, and ultintately indigestible, share of the country's economic enterprise

had been dumped rather abruptly on weak public-sector management systems. The

public sector in these countries proved incapable of absorbing economic enterprise

smoothly and effectively. Felipe Ortiz de Zevallos28 suggests that Peruvian

divestiture began under the military regime and continued somewhat desultorily

under the successor-civilian administration of Belaunde because it did not threaten
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military interests. Military ambivalence is largely attributed to the falled statist
.

reforms which Velasco introduced with the support of a center-Ieft reformist bloc of

generals. In contrast, Jorge R. Marshall29 argues that the Chilean public sector, prior

to the frenzy of Allendista appropriations, had already grown to a moderately

substantial size. When the impulse to privatization came, it was in the wake of the

widespread political disorder and administrative breakdown of the last months of

Allende's rule, not to mention the severe political repression that followed.

Removing traditional democratic hurdles allowed Chile to move fastest and farthest

in privatization among ail LDCs, as weil as to take the lead in experimenting with

various modes and procedures.

Conversely, nowhere are the pitfalls posed by the complex web of interests

that bullt up around the statist tradition more plainly illustrated than in Argentina.

While "private-sector privatization" schemes contributed over time to graduaI "de-

ideologization" of the process in Chile (as it was increasingly seen to be Iinked to

capital formation and, eventually, employmentgrowth),30Argentine (re)privatizations

have stalled. Javier A. Gonzalez Fraga31 descnbes the case for preeminence of

politics as especially strong, when so mucb of the private sector appears bistorically

wedded to an intricate scbeme of rent-seeking bebavior in the state-owned sector.32

More so in the context ofa fragmented electorate and stalemated politics, the public

. bureaucracy is able to strongly influence the outcome of events. This is particularly

the case wben (re)privatization bas been structured as cumbersomely and opaquely

as it bas in Argentina.33
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Therefore, a common finding which emerges from the Iiterature on LOCs is

that actual divestiture has been modest in terms of both pace and scope. Even

within the wider definition of privatization used by many LOCs and newly

industrialized countries (NICs) to encompass joint ventures, private-sector

management in parastatals, and better regulatory alternatives, change has been slow.

Uttle implementation of privatization in practice appears to be the trend in these

countries. This reaffirms initial findings that public enterprise reform, rather than

privatization, is likely to be the major focus of attention in public policy.~ Some like

Vernon, Pelkmans and Wagner, Grosh, and their respective co-authors see little

evidence of a shift in political sentiment so fundamental as to restrain the creation

of a new crop of LOC or NIC parastatals in the near future.

Slow pace and lack of implementation are attributed by these authors to a

variety of predominantly economic factors that we shaH also look for in the

Philippines. These include: the constraints on changing ownership, given the

problem of determining appropriate valuation of state assets and the unsettled debts

of these assets; the difficulty of disposing public enterprises owing to insufficiently

developed capital markets; the associated difficulty of finding large buyers; and

uncertainty as to the economic benefits to Ile derived from privatization, where these

concern attempts to increase economic gains from enhanced levels of competition.

In addition, the looseness of the regulatory framework in most LDCs is viewed by

Adam et al., as disruptive, rather than supportive, of privatization efforts; others find

poor timing and phasing of privatization or complementary adjustment efforts
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essentially a function of inadequate political intervention in the marketplace.3s

The foregoing considerations cast doubt on the claim that privatization will

result in a more efficient use of resources.36 They cast even more serious doubts on

the transferability of the advanced industrial democracies' experience to many Third

World countries. One important implication we can draw from the Iiterature on

LDCs,lNICs is that, if the principal objective of privatization is to achieve gains in

public enterprise performance, the policy priority should then be to increase market

competitiveness, not necessarily to transfer productive activities to the private sector.

While the case for market solutions is usually a very powerful one, the conditions

necessary for them to be both appropriate and successful are shown to be rather

restrictive in the context of underdevelopment

A second implication is that the effectivenesswith which resources are utilised

to meet broader objectives of public enterprise reform will also depend on careful

consideration of a country's or region's political economy. The unique politico-Iegal

framework of much of Latin America and the immensity of the debt problem there,

for example, help explain why the pressures of multilateral institutions are far more

pressing and experimentation with debt-equity swaps far more common.37 Extemal

pressures are also obvious in ail countries of sub-Saharan Africa. But the works on

Africa point to more cases of "distressed privatization" resulting in closures and

liquidation on a large scale. This is especially true when repressive regimes

preoccupied with the short-term consideration of holding on to power "go to the

brink of economic collapse ... before remedial measures are taken."38 Structural-
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institutional analysis39 is thus instructive for the purposes of our study, as it shows

how careful one should be with generalizations based on a country or a regional

group of countries. Such perspective illuminates the richness of the menu of

regulatory regimes and the outcomes of very different national and regional market

experiments.

The Iiterature on LOCslNICs, we have so far reviewed, concentrates on

detailed assessment of the economic costs and benefits of restructuring policies.

While structural and institutional variables in parastatal reform have been

predominant, a few scholars argue that economic analysis is not sufficient either to

explain why the practical implementation of adjustment policies has made limited

'progress, or to provide an appropriate set of recommendations for future state

action. For them, inadequate attention paid to political and administrative realities

by LOC policy-makers better explains I<m: levels of policy feasibility, low levels of

policy effectiveness, or neglect of viable alternative policies Iike parastatal

rehabilitation.

Humphrey's book on Bangladesh is the first in-depth analysis of one country's

overall experience with privatization. He concludes that adjustment policies are

"often more influenced by political issues than by strictly economic considerations.,,4{)

The pervasive influence of major commodity producers -- and their alliances with

factions of the military and a weak bureaucracy -- is found to have brought about

self-contradi7tory and haphazardly implemented economic programs since

independence. Indecisive regimes thus "shifted course, vacillated, plunged forward,
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and pulled back in the face of opposition."" The govemment's failure ta come ta

terms with political reality and exert the influence it should over powerful, warring

elites, according ta Humphrey, explains the marginalization of divestiture in

Bangladesh.

Richard Sandbrook'z supports Humphrey's findings. He posits the view that

resistance is likely to be stronger (and either more costly, or more effective in

preventing privatization) in LDCs such as those of Africa, where parastatals often

constitute patron-client networks. These networks lead back directly into political

and bureaucratic elite groups responsible for policy reforms. In cases Iike these,

Sandbrook argues that political commitmentwill be weak and bureaucratic responses

reluctant.43

l'wo other works by Joan M. Nelson et al. also deserve to be reviewed, even

if they do Dot specifically deal with privatization. Yet, they also restore to the

centre-stage discussion of political and administrative influences that appear to he

crucial determinants of reform implementation in LDCslNICs.

Nelson's 1990 collection44 reveals that cases of half-hearted reform, narrow

stabilization efforts, or even failed attempts at structural adjustment among LDCs

vary along three dimensions: timing, scope, and content. The role of extemal

agencies -- while important to the details of particular cases -- is less important than

two sets of domestic actors in determining adjustment choices and actions: 1)

business elites (and their ties with foreign capital); and 2) the state machinery itself

(i.e., politicalleadership and its support bases, together with the technical capacity
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of states in policy execution). Except in a few countries like Argentina, the authors

find that repression and wage compression bave significantly reduced the

oppositional strength of organized labour and agricultural interests to restructuring

initiatives.45

The contributors to Nelson's 1989 volume,46 on the other band, assess market

oriented efforts vis-a-vis alternative adjustment strategies in LDCs. The editor

concludes with a paradox: Neo-classical advocates argue that economic liberalization

requires a diminisbed, less interventionist state. Yet, it bas become increasingly

evident that resumed and sustainable growth also requires increased state capability

- not so mucb a less powerful state as one that plays different roles :lDd does so

more effectively.47

The paradox is explored by all ~ix authors. Jobn Waterbury48 fi'nds most

LDCs sbaring a "reform syndrome" that arose from a legacy of economic dec1ine and

political decay or acute cballenge. Even wbere there is public consensus bebind

economic reform, tactics and strategy can spell the difference between effective and

failed reform efforts. Laurence Whitebead49 and Thomas M. CallagbySO join

Waterbury in conceding that compensatory payments to the most politically potent

losers are often essential, even wbere sucb payments conflict with equity

considerations and economic efficiency in a narrow sense. Stepban Haggard and

Robert R. Kaufman51 furtber argue that long-baul economic hberalization must be

pursued jointly with other goals, but it entails compromises to accommodate those

goals. In short, the authors see skillful bargaining to be typical of simultaneous

29



•

•

•

process~s of political change and structural adjustment.
.

The implication we can derive from this set of studies is that responses te

pressures for privatization will be determined DOt so much by economic criteria, as

by the political and bureaucratie resources available to decision-makers. A corollary

implication seems to be that for effective policy changes to take place, economic

rationality must be supported by l'0litical will. That political will, in tum, must be

able to command organizational obedience. Il is the neglect of these critical insights

which seems to be the greatest weakness in the structural-institutional analysis of

privatization in LDCslNICs.

This study thus proposes to employ both "structuralist" and "political"

perspectives in order to come up with a holistic understanding of privatization policy

in the Philippines. Our concem here is to produce a more balanced t.:::planation

than is usually offered of the economic reasons for the halting progress towards

divestiture. Neither policy nor explanation can be adequate without due recognition

of the political and administrative constraints that condition the effectiveness of

structural adjustment. A broader framework should be one which does not only

overcome the limits of a predominantly economistic model, but does full justice to

the complexity of economic reform in the real political environment. Moreover, such

a framework should lend itself to being sensitively applied to differing political

. systems, by indicating how policy decisions are closely related to the political and

institutional development in each country.
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Rentierlsm: A Framework ror Analysls

It is necessary to construct an integrated framework if we are to capture the

complexity of economic and political interactions at different stages of policy

development. Such a framework ought to incorporate the economic postulates of

privatization based on efficiency and competition. But it should then proceed to

consider the significance of non-economic factors, particularly those identified with

"politics."

Politics, however, must be treated much less crudely or sceptically than is

customary in the structuralist literature previously cited. To gain a better

appreciation of the weight this study attaches to political variables, we trace the

privatization experience of the Aquino govemment as it unfolded in three arenas:

1) the policy-making process, from policy formulation to policy evaluation; 2) the

political system or type of regime which affects the choice of decisions and actions

that emerge from the process; and 3) the legal-administrative system which is

responsible for the implementation and evaluation of such decisions and actions.

What should happen (in terms of formai plans, rational solutions, extemal donor

preferences) is invariably subordinated to, and conditioned by, these political and

bureaucratic processes. They determine what, in practice, actually does (or does

not) happen.

Our case studies of the Govemment Service Insurance System (GSIS) and its

subsidiary corporations weave back and fortb between these arenas, each with its
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own internaI dynamics, and each interacting with the others. A concept we find

useful for case analysis is reotlerlsm. It is a form of predatory mIe. It traces its

conceptual origins to public-choice theory.52 In Anne O. Krueger's seminal work,

reot is a return to capital that exceeds normal profits, as defined by the market

equijibrium.53 We expand this definition to include payments to individuaIs that

exceed the minimal or equilibrium level required to elicit their participation. Rents

are frequently seen only in material terms. But they May also be related to power

or prestige,~ as we highlight in this study. In any case, rents can be distinguished

from profits or interest in three major respects. First, rents are additional or higher

income and returns that are unrelated to the contribution of the

concemed Indlvlduals and Orms. Secondly, rents derlve from

artlficlal barrlers to an Industry or situation that does not

approxlmate the Ideal of pure competition. Finally, these rents are

legitimately or illegitimately extracted at the expense of the state and/or

society ln genera\.55

Such a generalized version of rentierism provides a helpful means to

understand the debate and decisions about privatization and to analyze the behavior

of participants in the reform process. This is particularly evident in the Philippine

case, where the sharpest political disputes over divestiture surrounded commercial

assets with the greatest potential for rents.56 These are the 'Jnes that private

entrepreneurs and public officiaIs alike were Most anxious to appropriate for

themselves, after traditional channels of competition and exchange were reopened
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by the Aquino govemment.

A significant issue in considering the democratic potential of privatization is

how rents are distributed. Authoritarian mIe encouraged non-competitlve or

monopoly rent-seeldng through an overextended public sector. This effort

resulted in protection of position or incumbency advantages (e.g., higher salaries and

the "shirking" that overstaffing permits), restriction of competition, patronage,

corruption, and organizational slack (in the form of perquisites, fringe benefits, and

other comforts). The downfall of the dictatorship and divestiture of most state·

owned assets failed to eliminate rentierism altogether. Rents from privatized assets

still arise when potential buyers are averse to risk, in which case risk premia must

he paid by govemment to compensate them; when competition among capital

investors is minimal and the winning bidder realizes greater retums than normal; or

when govemment has pertinent informatiop that is not shared with potential buyers,

which enables it to extract as much rent from these buyers as possible.57

"Competitive" rent.s~ldng under Aquino sbould then be examined in terms

of accessibility to public resources and market competitiveness.

Deliberations about structural reforms will be more productive if models of

individual and institutional bebavior focus on the creation, preservation, and

dissipation of rents.58 In the workings or dynamics of these forces lies the beart of

the political economy analysis required to assess efforts in broadening popular

participation in the processes ofdevelopment and govemance. We seek explanatiQns

for privatization decisions and actions l'elating to the GSIS subsidiaries in four sets
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of causal factors: 1) the crisis of the public enterprise sector, as it was interpreted in

the Iight of pre-Marcos trends and the crisis of authoritarian rule; 2) internaI and

external sources of reform pressure on the new, democratic leaders; 3) the

circumstantial patterns of leadership and support bases, including general regime

type; and 4) the govemment's capacity to regulate the marketplace.

Apparently, these factors interact and overlap. But they refine a framework

for establishing why policy response and effectiveness -- particularly where change

in the boundaries of the govemment, and therefore, in the authority and resources

of political leaders is involved •• will be primarily driven by efforts to capture and

control the distribution of rents. We briefly turn to each of these parameters.

The Crisls of the Public Enterprlse Sector

The interlocking political and economic crises in the 1980s set the stage for

the downfall of Marcos and the transition to political democracy under Aquino. The

public enterprise sector clearly reflected the magnitude and complexity of that crisis,

since it bred crony-rentierism and contributed immensely to the country's staggering

foreign debt.

This study is concemed, in particular, with the general connection between

mounting economic pressure and govemmental reactions. In providing a historical

overview of state entrepreneurship, we examine how the characteristics of non

competitive rentierism shaped adjustment responses. What objectives and

assumptions were incorporated into privatization and other rehabilitation strategies
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by Aquino's government? Are these objectives and assumptions also reflective of

certain rentier interests in the Philippines? And to what extent can divestiture

promote the democratic goals of people empowerment and greater economic and

political opportunities for the masses, as promised by Aquino?

The nature of thr crisis of authoritarianism can not be taken in isolation,

however. The scale and level of development of the Philippines also affect the

outcomes of policy reforms, more than the choices of snch policies. Considerations

of the existence, stability, and suitability of market environments are necessary to

understand how they confer incentives or create constraints on public and private

rentiers in the divestiture process. In so doing, we may also determine the limits of

Western-style, market-oriented solutions in LDCs.

Sources or Rerormlst Pressures

A second, and related, issue in altering the boundaries of government

concerns the forces that condition policy choice and enforcement Political change,

according to Bienen and Waterbury,S9 gives rise to new sources of reformist

pressures, apart from existing ones. These pressures are more likely to result in

sharp changes in development strategies.

We explore in this study how certain constellations of interest produce

political response to pressure for change represented by privatization. Some

pressures may be internai, f10wing from perceptions of economic crisis, financial

deficit, corruption, bloated bureaucracies, and inefficientparnstatals. Others may be
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extemal: privatization and other Iiberalization programs may be common responses
.

to these economic and administrative problems because they are so strongly

promoted by extemal donors, both bilateral and multilateral.

Nelson argues that gel!erous donor assistance facilitates economic reforms.60

This, in tum, may reasonably be expected to stimulate domestic confidence and

political support, as the crisis of one-man rule slowly finds resolution. But we need

to further look into how extemal assistance reflects creditors' or donors' political or

strategic motivations behind neo-orthodox policy prescriptions. We shaH also

determine how such prescriptions intermesh with elite interests in a democratizing

polity. These issues arise because the pursuit of rents through competition, or the

desire to limit non-competitive ones, may figure prominently in pressures for reform.

ln finding answers to such questions, we hope to see in what ways have privatization

decisions and actions been shaped and altered over time, from what would probably

have occurred without intervention from vested interests.

PoUtleal Leadership and PoUtleal Support

Politicalleaders are far from free agents. Robert L. Rothstein, in fact, draws

attention to the "difficulty of breaking out of a set of powerful constraints upon the

political process: ... constraints such as elite corruption and conflict, segmented and

. mistrustful groups, the centrality of the political struggle in the absence of alternative

structures of power... These are powerful constraints, and they clearly limit the

results that can reasonably be expected from the policymaking systems of developing
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countries."6\ These problems also lead inexorably to the question of how power

relationships should be treated in the post-Marcos era. Both the factional character

of coalition politics and the seemingly endless threats to Aquino's f1edgling

democratic govemment tum any substantive area of economic policy into a political

arena where elite conflicts are played out.

The balance of interests among the govemment's supporters and political

circumstances strongly influence privatization in the Philippines and many other

LDCs. If groups, whether of labour or capital, are well-entrenched and politically

valued, we can perhaps expect the effective implementation of privatization to run

into difficulties. These difficulties will be ail the greater, and the pace of innovation

so much slower, if recalcitrant, rentier interests are located within the state and

parastatal bureaucracies themselves.

How leaders and policy-makers, in tum, respond -- the ways in which they

exercise ''political will" -. are thus determined by the bureaucratic and political

resources available to them. We take a eue from Robert Wade62 and examine these

resources in terms of: the competence and coherence of the exeeutive branch of

govemment; the degree to which political authority is institutionalized; and the

connection between the public enterprise. sector and economic interests, especially

the owners and managers of capital. These elements enable us to see whether the

Aquino govemment had sufficient political muscle and authority to bear (and

contain) the political costs of innovations in relations between state and market.

Altematively, we can perhaps ask what combination of regime-type and support base
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constrains the reform options open to democratic leaders? Our findings eventually

help us define the nature of political democracy that Aquino restored in the

Philippines.

Government Interventions ln the Marketplace

The foregoing conceptua1ization finally compels attention to whatTony Killick

and Simon Commander describe as "the suppressed question of the privatisation

debate."63 What is the distributional impact of privatization? They point out that

redistribution is not necessarily restricted to the welfare of the least we11 off in

society, but rather pertains to the distribution of the social pie across a11 groups.

To see that the size of rents might be related to their distribution, we consider

two instances in our GSIS corporate cases. If privatization of relatively profitable

assets results in market competition, then the profit incentive would tend to minimize

costs and non-competitive rents. Altemately, if the switch to private production of

goods does not bring about the desired competitive market, the fact that the switch

did occur might persuade competitive producers to limit the rents they enjoy (e.g.,

by forming a consortium of private buyers or by supporting limits on acquisition of

corporate equity), so that production does not retum to the state purview.64

Distributional effects of this kind, however, need not necessarily promote social

equity and people empowerment, if the actual consumers are restricted to (or

influenced by) the politically advantaged groups in society.

Attention to the ways in which govemments set the ground rules that define
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and delimit how other institutions are to operate underscores the greater challenge

of adjustment projects in LDCs. This is because the mIes of the game significantly

affect values, preferences, and rcsponses of political actors.M As we look into the

(regulatory) role of govemment, we thus explore how interest mobilization and

political conflict develop and affect privatization policies based on perceptions of

costs and benefits among important groups. These perceptions couId, in tum, be

related to economic ideology, politicalleadership, or the state of regime legitimacy.

Important in any assessment of state capacity or state effectiveness, as Baldev Raj

Nayar reminds us, "is not merely the number and range of policy instruments, but

the flexibility the state has in using them."66 Obviously, we need to corne up with a

'useful way to reflect upon the role of the public sector in the face of diffusion and

diversity.67
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William A. Niskanen, it applies the economist's model of individual, utility
maximizing behavior to political decision-making, which it broadly conceives of as
"exchange." One of its central arguments is that competitive market forces are
generallya more efficient allocator of goods than government institutions.

While allowing that the market does have its share of deficiencies, the major
theoretical contribution of public-choice theory is to show that market failure is not
a sufficientcondition to tum a problem over to the govemment. Political institutions
are generally held to perform inadequately in translating economic demands into
public policies for two reasons. First, these agencies do not bear directly the cost of
poor decisions. Second, they frequently operate under monopoly or near-monopoly
conditions. These conditions are said to increase rent-seeldng actlvlties and
incentives to promote policy objectives in excess of what would be demanded by
individuals if they could let their real preferences be known, and if they were
informed of the actual costs. Rence, public-choice theory sees little incentive for
political institutions to innovate or reduce costs.
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Economies," Dialogue 77 (March 1987): 22; and Charles R. Wise, "Public Service
Configurations and Public Organizations: Public Organization Design in the Post
Privatization Era," Public Administration Revlew 50 (March-Apri11990): 141.

'3Anne O. Krueger, "The Political Economy of the Rent-Seeking Society,"
Amerlcan Economie Revlew (June 1974): 291. .

54See, for example, James M. Buchanan, Robert D. Tollison, and Gordon
Tullock, Toward a Theory of the Rent-Seeldng Society (College Station, TX:
Texas A & M University Press, 1980). See also the separate articles of the same
authors in Dennis C. Mueller, ed., Public Cholee II (Cambridge, England:
Cambridge University Press, 1989).

Buchanan, Tollision, and Tullock explore this "political" 3nalysis of rents in
the !,ublic and private sectors, although they focus on the rents arising from
government's ability to avoid competition and to use the power of taxation as a
means to expand in size and scope.

"The distinction between rents and profits is also made by Amiya Kumar
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Bagchi, '''Rent-Seeking', New Political Economy and Negation of Politics," Economie
and Polltlcal Weekly, 21 August 1993, pp. 1729-1730; 1733-1735.

S6Such is the case with most of the candidates for divestiture in the
Philippines, since the goods and services they produce are usually of a prlvate
nature. This means that the benefits that may be derived from private production
are divisible among its consumers and the value of the best alternative uses of the
resources available to the producer can be measured. In this respect, the rent
seeking model suggests that there may even be a strong case for privatization
because of these activities' greater potential for economic efficiency and innovation.

In contrast, state intervention in the marketplace (e.g., through the operation
of parastatals) is theoretically defensible in instances where market failure and
externalities l:btain. Market fallure exists when markets would function sub
optimally if k~ entirely free, or in order to satisfy certain preferences of the society
expressed via the political system. Externalltles are the costs or benefits of a
transaction or exchange that are incurred or received by members of society, but are
not taken into aecount by the parties to the transaction. These externalities are
third-party or spillover effects because parties other than the two prïmary
participants in the transaction (the buyer and the seller) are affected. However, this
study finds that the growth of the public enterprise sector under Marcos was
generally indefensible on market failure or externality grounds, thus further
supporting the case for privatization.

S7See David E.M. Sappington and Joseph E. Stiglitz, "Privatization,
Information and' Incentives," Journal of Pollcy Analysls and Management 6
(Summer 1987): 572-576.

58For a more exhaustive discussion, see Geoffrey Brennan and James
Buchanan, The Reason of Rules (New York: Cambridge University Press, 1985).

S'13ienen and Waterbury, "The Political Economy of Privatisation," p. 618.

6OJoan M. Nelson, "Introduction," in Nelson, Economie Crlsls and Pollcy
Cholce, pp. 27-29. To quote the author, "[s]izable support increases a government's
incentive to comply with creditors' advice and permits compensating 'Iosers'" (p. 28).

61Robert L. Rothstein, "Politics and Policymaking in the Third World: Does
a Reform Strategy Make Sense?", World Development 4 (April 1976): 695-696.

62Wade, Governlng the Market, pp. 371; 375. Wade advances the concept
of state errectiveness in his book to encompass both adequacy of resources at
the state's disposai as weil as the degree of insulation (or "autonomy") from
powerful, well-entrenched interests in society. He also sees state effectiveness in
broader terms, as a function of the range of options, given by the number and force
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63Killick and Commander, "State Divestiture," p. 1472.

twrhe distributional consequences of rent-seeking also seem implicit in
Krueger, "The Political Economy," p. 301. She concludes that:

If the market mechanism is suspect [or "incompatible with socially
approved goals because of competitive rent-seeking"], the inevitable
temptation is to resort to greater and greater intervention, thereby
increasing the amount of economic activity devoted to rent-seeking.
As such, a political ''vicious circle" may operate.

65Publle-e:holee theory, however, recognizes that values and preferences
of political actors are exogenously (or extemally) determined, based on economic
position, social c1ass, or technology. This is also implicit in rent-seekiog behavior,
as we have discussed it in this chapter.

66Baldev Raj Nayar, "The Politics of Economie Restructuriog in India: The
Paradox of State Strength and Policy Weakness," Journal of Commonwealth and
Comparative Pollties 30 (July 1992): 147.

67Paraphrased from Louise G. White, "Public Management in a Pluralistic
Arena," Publie Administration Revlew 49 (November-December 1989): 526.

See also the excellent article of Richard R. Nelson, "Roles of Govemment
in a Mixed Economy," Journal of Pollcy Analysls and Management 6
(Summer 1987): 541. Nelson argues here that most policy decisions conceming
bureaucratic streamlining do not tum on whether the government should "intervene"
in the market, but on how competition within the market should be organized.
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CHAPfER III

STATE ENTREPRENEURSHIP UNDER MARCOS:
THE LOGIC OF PREDATORY RULE

... at this stage of development, it doesn't
concem Filipinos who controIs the resources
and economy of our country.

Marcos-technocratandEconomicPlanning
Minister Gerardo P. Sicatl

Rapid expansion of state intervention in economic life is closely connected to

the authoritarian episode in the Philippines. The impetus for privatization following

the collapse of the Marcos dictatorship nceds, then, to be placed in proper

perspective. We shall divide this chapter into three parts: 1) the crisis of ~hilippine

democracy which ushered in one-man mIe under President Marcos; 2) the

unprecedented growth of the government corporate sector from then on; and 3) how

the technocratie model of development helped concentrate economic power in the

hands of a few supporters of the Marcos regime.

"Constltutlonal Authorltarlanlsm": Laylng the Groundwork
for State Expansion Into the Economy

The Philippine political system from independence in 1946 until the

declaration of martial law in 1972 was what might be called a formaI, if elite-
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dominated representative democracy. Within the framework of a wrîtten

constitution, factions of the 1andlord elite altemated in power through periodic

elections. The masses were often mobilized through traditional patron-client

relationships. Political organization along horizontal or class Iines was embryonic.

Strong American presence in the Philippine economy continued even after

independence. The V.S. secured the right to maintain military bases and facilities,

and V.S. citizens acquired equal constitutional rights as Filipinos to exploit the

country's natural resources for business purposes. Most landed elites also had ties

with American firms, as the Philippines specialized in the production of agricultural

commodities for the V.S. and served as a market for American manufactured goods.2

By the 196Os, however, the status quo was increasingly challenged by the

middle and lower classes. Like Many Latin American countries, the Philippines had

earlier embarked uron an industrial strategy based on economic controIs. This was

an attempt ta stem a serious foreign exchange drain in the post-independence period.

Complemented by the erection of discriminatory tariffs on imports in the 1950s, such

control mechanisms sparked the creation of an industrial sector which fiIIed the

domestic demand for light consumer goods Iike processed food, shoes, and garments

that could not be filled by increasingly expensive imports. The strategy of import

substitution and foreign exchange controls soon ran up against the limits of a market

which could not expand any further without a fundamental redistribution of income.

The national industrial class which it had spawned thus became a major destabilizing

force in politics.3 So did peasant marches, workers' strikes, and student
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demonstrations, as the agricultural sector stagnated and failed to accomodate a

rapidly growing labor force.'

After Marcos' presidential reelection in 1969 •. the Most expensive in

Philippine political history .- the economy became debt-driven for the first time. ln

the process of getting himself reelected, Marcos used up the govemment's foreign

exchange reserves and left it with few resources to coyer a huge trade deficit and to

service the extemal debt. Desperate, Marcos tumed for assistance to the

Intemational Monetary Fund (IMF) and the World Bank.5 A "stand-by agreement"

was negotiated, but only after the peso was devalued by over 60 per cent relative to

the American dollar. The devaluation provoked greater opposition from Filipino

entrepreneurs who now had to pay for more expensive imported inputs for their

products. Devaluation also created windfall profits for the sugar barons who formed

the MOst important segment of the local elite. The ensuing economic crisis inevitably

led to mounting pressure from foreign (especially U.S.) capital to "open up" the

Philippine economy more completely. But MOst alarming to the local elite and the

U.S. was the rebirth of the Communist Party in 1968 and the founding of its military

arm, the New People's AJmy, in 1969. With c1ass and nationalist consciousness

taking hold, the capacity of the elite-Ied, representative system to co-opt, manage,

and defuse mass demands broke down. Marcos responded by imposing martiallaw

in 1972.6

Authoritarian rule in the Philippines endured until 1986 because of the

hegemony of the pro-Marcos faction of the eUte. Marcos referred 10 his regime as
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a "constitutional authoritarianism," as he invoked national security doctrine in the

face of rebellion and imminent danger. To justify his extraordinary powers under

martial law, he relied mainly on his powers as commander-in-chief of the armed

forces.7 Aside from stabilizing the deteriorating political situation, Marcos further

sought to restructure the Philippine economy by opening it up more completely to

the flow of foreign capital and commodities. His c1aim was that "only an

authoritarian system will be able to carry forth the mass consent and to exercise the

authority necessary to implement new values, measures, and sacrifices."B This was

an argument that had been profoundly influenced by such experiences as the

"Brazilian miracle," where an 11 per cent annual rate of GNP growth went hand in

hand with mass depoliticization and the rise of a military-technocratic alliance. It

also drew inspiration from the spectacular economic performance of East Asian

countries after their respective authoritarian regimes adopted deregulatory and

export-oriented industrialization schemes.

But the ambitious plan of stabi1ization and integration could not be achieved

without an appropriate politico-Iegal framework, i.e., without astate apparatus

dedicated to repressing those sectors which stood to lose the most from the drastic

extemal reorientation of the economy. In breaking the quasi-feudal autonomy of

traditional political dynasties, one-man mIe eliminated many of the "irrationalities"

and "uncertainties" associated with mass participation and the give-and-take of the

democratic process. This enabled the technocrats in Marcos' Cabinet to push

through with "a strategy of libera1ization, export-oriented industria1ization, and a
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positive c1imate for foreign investmcnt"9 geared toward satisfying the demand of

international markets, rather than domestic needs. Implicit in the new development

strategy was the need to dismantle protectionism and sacrifice nationalist,

entrepreneurial groups in the process. It also meant the repression of the working

class to keep labour cheap and docile and attract foreign investors to the country.

In this way, authoritarianism joined the interest of American business and

internationallending agencies in "rationa1izing" the Philippine economy, with the

drive of the Marcos clique to monopolize power within the Filipino elite.

Key to this kind of repressive modernization was a coalition whose survival

depended on monopolistic control of major industrial and financial institutions and

.the support of foreign capital. 115 exclusive membership was drawn from three

sources: the military, the civilian technocracy, and Marcos' own circle of relatives and

business associates. Al; the IMF-World Ba!1k-favored technocra15 in the Cabinet and

other policy-making agencies took the lead in refashioning the economy, the military

became the linchpin of the power structure, replacing the pre-1972 network of semi

feudal mechanisms. While repression was i15 primary role, the military also gained

vast economic influence as many of their officers were placed at the helm of

important state agencies. Marcos' civilian administrators were ostensibly "united to

many among their military brethren by the ideology of authoritarian technocracy,"

which helped move the Philippine policy environment closer to that prevailing in

Indonesia and Thailand.1o

While the military was tied to U.S. military assistance, and the technocra15
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were close to muItilateral lending agencies in the absence of independent political

bases, the cronies relied only on Marcos and were utterly loyal to him. This

emergent clique of monopoly rentiers consisted of presidential relatives, friends, and

business allies. The cronies were also dubbed "bureaucrat capitalists" by the left,

because of the way they exploited their ties with the Marcos family and the public

enterprise sector to construct business empires. The result, ironically, was that,

having freed his technocrats from interference. by landholding elites, Marcos

permitted his kinsmen and cronies to interfere instead. Crony relations with the

technocrats had always been uneasy. In the IMF's and World Bank's view they were

the irrational element in the ruling coalition for their moves always seem to make

a mockery of technocratie attempts to project economic policy as neutral and

scientific. Cronyism thus assumed an unprecedented and unique raIe in the economy

under the Marcos dictatorship. Around this phenomenon saon evolved an enlarged

entrepreneurial raIe for govemment. And the phenomenon was to have an indelible

impact on the politicization of economic policy-making in the Philippines.

The Public Enterprlse Sector: Unbrldled Growth ln Slze and Scope

Traditionally, the Philippine public enterprise sector was small by developing

country standards. The primacy of the private sector had always been upheld since

the rime the country was an American colony (1898-1946). Fairly consistent policy
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pronouncements of ail the succeeding presidential administrations since 1946,

including those of Marcos, clearly indicate the passive role entrusted to national

government-owned and controlled corporations (GOCCs) in a mixed economy that

closely resembles the V.S. Vnder Marcos, these GOCCs came to be operationally

defined as

[any] stock or non-stock corporation, whether performing
governmental or proprietary functions, which is directly chartered by
special law or, if organized under the general corporation law, is
owned or controlled by the g.overnment directly, or indirectly through
a parent corporation or subsidiary corporation, to the extent of at least
a majority of its outstanding capital stock or of its outstanding voting
capital stock.Il

In terms of form and rationale, state intervention before martial law mainly

"sought to direct and influence the pace and pattern of accumulation and

industrialization through ... subsidized credit to industry, and various other incentives

which favored domestic capitaI."12 A number of denationalization efforts are also

evident within this time frame. Sectorally, this meant the concentration of GOCCs

in finance and agricultural development and trading prior to World War II.

Thereafter, they expanded to still traditional areas like infrastructure, public utility,

and government regulation, though with some overlapping activities.13 Numerically,

GOCCs established in these areas steadily increased toward the end of American

colonial rule. Between 1935 - when the transitional Commonwealth governmentwas

set up - and 1970, their number rose from 14 to only 65. This is shown in Table
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IIU. Until the worldwide inflation of the 19705, state entrepreneurship remained

hesitant in capturing the "éommanding heights"" of the economy because of

continued adherence to free market doctrines. This even prompted the World Bank

as late as 1976 to suggest that "in the future the Philippine economy will require even

more participation by public corporations than in the past, not only (by] public

utilities ... but also by public enterprises in such areas as fertilizer production, steel

making and shipbuilding."15

Table III.l
The Growth of the GOCC Sector

(1935-1986)

Year Parent Subsidiary Acquired Total
Asset

1935 12 2 n.a. 14

1945 18 3 n.a. 21

1955 27 8 n.a. 35

1965 44 18 n.a. 62

1970 47 18 n.a. 65

1975 71 49 n.a. 120·

1981 92 120 n.a. 212

1986 105 162 60 327

SOURCE: Presidential Commission on Reorganization (for
1935-1981), and Commission on Audit (for 1986).

One-man rule reversed these aforecited trends and gave hirth to a new era

of state interventionism in the Philippines. This time, the state becam\~ the major
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force in pushing industrialization fOlward, in the rationalization and monopolization

of. every vital economic sector, and in "deepening" capitalist development.

Economically, this form of airigismel6 sought to end the desperate rearguard

action waged by the nationalist, entrepreneurilll groups against the pro-foreign

capital faction of the elite which was by then ensconced in the Marcos presidency.

The covert motive may be better understood in terms of what is euphemistically

called :;,~ '.~.-i.,;: of maturity" of the advanced industrialized economies: a marked

slowing down of growth in ilie 1960s and 1970s due to, among others, limits to

domestic consumption, declining rates of profit, and rising labour costs." To offset

the profit squeeze in their home economies, these countries as well as foreign

commercial banks and MNCs controlling large quantities of surplus capital stepped

up their drive to more fully penetrate Third World markets and gain access to cheap

labor therein. The intensified drive expectedly came up against the interests of the

national bourgeoisie who benefitted from protectionist barriers and who were

entrenched in the existing state apparatus, particularly the bicameral Congress and

the Constitutional Convention of 1971. As a leading technocrat in the Marcos

Cabinet candidly admitted in 1973, "[t]he logic of foreign investment to participate

in the generation of labour-manufactured exports is clear and incontrovertible, but

the country needed martiallaw to attract such investment."18

Politically, dirigisme represented part of the Marcos faction 's attempt to break

the "democratic stalemate" in the conflict over the direction of public policy. Such

stalemate had emerged between the same entrepreneurial groups drawn from the
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middle classes and the landed elites. Terminating the post-war political regime that

thrived on patronage and periodic elite altemation in power had, by then, become

a political necessity, for Marcos to remain President beyond the two-term

constitutionallimit and cultivate his own base of regime sUppOrt.19

The manner in which most GOCCs were formed or acquired under

authoritarian rule cast serious doubts on their alleged developmental objectives.

Legal instruments such as presidential decrees and letters of instructions were craftily

devised by the Marcoses and their cronies. Many of these legal instruments (see

Table IlI.2) gave them blanket control over the GOCC sector. One of the most

widely-criticized was the Public Safety Act. It was signed by the President on 12

September 1980, but released only on 13 January 1981, or just four days before

martial law was lifted pro forma. It granted immunity to Marcos, his technocrat

dominated Cabinet, "and ail officers and employees who followed and executed his

lawful order." Presidential orders of this kind enabled members of the Marcos

faction to elbow out the domestic bourgeoisie (especially in the choice offirms bailed

out by the govemment during the recession of the 1.9805), to tap into the national

treasury, and to organize their respective conglomerates. In effect, these orders

legally sanctioned (non-competitive) rentierism. When Marcos himselfwas sharply

criticized for his overseas nroperties usually acquired through layers and sub-layers

of holding corporations in order to conceal their ownership,20 his spokesmen

speciously argued that "50 long as the acquisitions are legal, nobody can question the

owner's right to these properties."21
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Table III.2
Legal Bases for the Creation of GOCCs

(through 1985)

Legal Basis Number of GOCCs

Legislative Enactment
Before 1972 31
After 1981 1

Presidential Decree 69

Securities and Exchange 149
Commission Registration

Total* 250

SOURCE: "Report of the ad hoc Working Group to Prepare
a Definition and List of Govemment-Owned or
-Controlled Corporations," Manila, 9 March 1985.

*Total does not exactly agree with other figures cited in
the text due to disagreement among four govemment lists.

Martiallaw was lifted in 1981, but only after Marcos had issued enough laws

and regulations to assure him of dictatorial powers. By this time, corporate listing

with the Securities and Exchange Commission had become the preferred mode of

parastatal creation. This is also evident from the preceding Table III.2. Assuming

it could secure an initial budgetary appropriation, any ministry or agency could

establish an enterprise simply through corporate registration. Nilw GOCCs couId

then set up their own subsidiaries, and these subsidiaries, in tum, could come up

with others. Parent, but especially subsidiary, GOCCs usually operated withoutclear

terms of reference to which their activities and personnel could be held

accountable.22
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Furthermore, the concentration of GOCCs in profitable sectors (to the virtual

exclusion of other activities where market failure and externalities obtain) "can to a

large extl'nt be attributed to the propensity for selective government intervention

based on political patronage."23 As Table III.3 shows, financing and housing had the

highest proportion of GOCCs on an aggregate basis when the broad category of

services is excluded. Financial GOCCs including the GSIS, Philippine National

Bank, Development Bank of the Philippines, SocialSecurity System, and Land Bank

of the Philippines diversified tleir interests and bought or heavily invested in some

of the MOSt expensive subsidiaries during the Marcos years.

The potential for abuse was clear. The Ministry of Human Settlements

headed by Mrs. Marcos (who held two other national positions) spinned off a total

of 73 subsidiaries and was among the MOSt notorious for its role in dispensing

political patronage.24 When the services sector in Table III.3 is taken into account,

it becomes aIl the more obvious how attractive the GOCC sector was to private

(crony) capital. The bulk of GOCC activity was in such private goods as business,

hotel and restaurant management, and recreatbna! services. In almost ail these

profitable sectors, several GOCCs "perform[ed] the same tasks, leading to both

duplication and overlapping oi functions, and giving rise to anomalous practices

within the government."25

Conversely, the GOCC sector seldom got involved in producing merit goods

like education and medical and health facilities.26 The public utilities secter •• which

was the usual target of consumer criticism due to inefficient, but highly priced,
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Table III.3
Sectoral Distribution of GOCCs·

(as of 1985)

Sector Parent Subsidiary Total Percent··

Agriculture, 5 15 20 8.1
Forestry, &
Fishery

Mining & Quarrying 0 8 8 3.3

Manufacturing 6 41 47 19.2

Construction 0 4 4 1.6

Electricity, Gas, 4 2 6 2.4
& Water

Transportation, 10 15 25 10.2
Communications,
& Storage

Trade 6 12 18 7.3"

FinancingIHousing 25 29 54 22.0

Services 40 23 63 25.7
Education 1 1 2 0.8
Medical & Health 5 0 5 2.0
Recreational 5 0 5 2.0
Hote~estaurant 0 6 6 2.4
Business 4 10 14 5.8
Other Services 25 6 31 12.7

Total 96 149 245 100.0

SOURCE: Rosario G. Manasan and Corazon R. Buenaventura, "Macro
Economic Overview of Public Enterprises in the Philippines, 1975
1984," Philippine Journal of Public Administration (October
1985): 337-338.

*Excluding acquired assets.
**Percentage distribution may not add up to 100.0 due to rounding error.
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seJVices -- had the least number of GaCCs under one-man rule. The same trend is

apparent in other sectors. As Stephan Haggard aptly obselVed, "in contrast to the

situation in a number of other developing countries, direct government intelVention

in manufacturing has been relatively small" in the Philippines.27

Authoritarian-style dirigisme thus set the stage for the enormous growth of the

GaCC sector in the Philippines after martial law. The collective share of GaCCs

in gross national product or GNP rapidly rose from 2.5 per cent in 1972 to as much

as 10.5 per cent in 1983, prior to disinvestments and capital flight triggered by the

assassination of opposition leader Benigno Aquino, Jr.28 Such unparalled expansion

is further evidenced by the more than five-fold increase in the number of GaCcs.

Total GaCCs in the preceding Table HU jumped from 65 in 1970 to 327 by the

time authoritarian rule collapsed in 1986. GaCC share of investments in gross

capital formation also grew to 13.7 per cent in 1975, but by 1984 it already amounted

to 34.1 per cent.

Accelerated growth under the Marcos regime did not, however, necessarily

bring about technical, financial, or distributional efficiency on the part of the GaCC

sector. Except in some areas like mining and quarrying, and transportation and

communications where the more viable GaCCs usually operated, the technical or

financial performance of the sector was generally lackluster.

An extensive study conducted by Leonor M. Briones,29 for example, reveals

that: 1) most GaCCs suffered from chronically low rates of retum, excluding, or

even including, national government contributions in the computations; 2) a similar
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trend could be discemed in terms of net Ioss, since (with or without national

govemmentsubsidy which counts as income) the GOCC sector faced heavy financial

losses amounting to at least hundreds of millions of pesos annually; and 3) massive

liquidity problems and projects of doubtful viability mainly accounted for the

financial condition of the GOCC sector as a whole. Loan portfolios of poor quality

and high-frequencyloan defaults plagued financial institutions which dominated that

sector based on gross value added or GYA.

When indicators of redistributive potential are considered, the development

impetus behind the proliferation of GOCCs further comes into question. Another

survey done by BrionesJO concludes that public utility and infrastructure parastatals

(which ranked only second to finance in terms of GYA) incurred uncalled-for losses,

without actually providing efficient and/or reasonably-priced services to the public.

Rosario M. Manasan and Corazon R. Buenaventura,31 on the other hand, discovered

that GOCC sectoral contribution to national employment was minimal, standing

annually at less than 0.8 per cent between 1975 and 1984. A less extensive study

authored by Katsumi Nozawa32 tended to support these findings about the limited

redistributive effects of GOCCs.

Notwithstanding its predominantly dismal performance, Philippine parastatals

continued to make substantial claims on dwindling public re~ources throughout the

period of authoritarian mIe, even after the 1983 economic crisis that led to

technocratic efforts at budget reductions. From 1975 to 1984, the national

govemment extended a total of P50.4 billion in direct budgetary contributions alone
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(i.e., current and capital transfers) to GOCCs. The amount repres.'::ated as much as

13 per cent of total public expenditures, and 16 per cent of total national government

collections for the period. Yet, by the end of 1984, total GOCC Iiabilities and

outstanding public debt (foreign and domestic) had ballooned to 3.7 times and 3.1

times, respectively, in comparison to those of the national govemmenl

The 1983 crisis did not dampen these dole-outs. It even had the paradoxical

effect of increasing the rate of equity infusion and subsidies -- both indirect payments

-- to GOCCs, as Juanita Amatong33 pointed out. Interestingly, she found that the

national govemment did not allocate those transfers on the basis of profitability or

investment requirements of state firms. AIl these measures widened the Philippine

budgetary deficit. From about 3 per cent of GNP in 1978, the total budgetary deficit

grew to almost 6 per cent by 1982. A major factor for this increase was the low level

of self-financing undertaken by the GOCCs. They contributed only around 14 per

cent of the resources required to finance their investment programs.34 It is obvious

from Table IlIA that the balance-of-payments crisis in 1983-1984 would have been

substantially reversed, if budgetary support to parastatals had not been high. As

Manasan and Buenaventura observed,

If the budgetary burden of the government corporations is
netted out of total government expenditures, budg::lt surpluses would
have been posted in 1978, 1979, 1980, 1983, and 1984. A1so, for the
ten-year period [1975-1984), there would have been a budget surplus
equal to more than half a percent of GNP, instead of the budget
deficit equal to 2.3 percent of GNP.35
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Table IlIA
Budgetary Deficit and Budgetary Support to GOCCs

(1981-1987, in million pesos)

Item 1981 1982 1983 1984 1985 1986

Budget -12,146 -14,405 -7,431 -9,828 -11,187 -27,851
Deficit

Add: 12,280 11,276 7,630 19,922 16,092 31,202
Budgetary
Support
to GOCCs

Total 134 -3,129 199 10,094 4,905 3,351

SOURCE: Department of Budget and Management, Manila.

Extemal credit and loans contracted by the national govemment -- especially

for and in behalf of the Marcos cronies -- hellceforth introduced another potent

source of U.S. and multilateral influence on economic policy. These bOITowings

were guaranteed either by the national govemment or by the Central Bank under the

plausible justification that by doing so the authorities could grant the private sector

better terms than if the latter were to secure loans on its own. Under a guarantee

scheme, the multilateral creditors and foreign banks had no compelling reason to

screen specific borrowing proposaIs carefully since the national gov1:mment or the

Central Bank would be committed to repay them, regardless of whether the

particular project was successful or not. Hence, the burden of both monitoring and

risk was shifted to the Marcos regime (in which crony capital was a key pillar) and

away from creditors and end-users. On the part of end-users -- whether crony
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private or state corporations -- the incentive to misuse and to overborrow funds was

clearly present. On the one hand, the cronies were relieved of some of the foreign

exchange risk; on the other hand, the loan criteria of the local authorities were less

stringent and more malleable than those of foreign banking institutions.36

Foreign borrowings financed 60 per cent of the consolidated budget deficit.

A huge portion of the extemal debt arose from budgetary outlays for equity and net

lending to GOCCs alone. These outlays more than doubled from 13.6 per cent of

the national budget in 1980 to 29.7 per cent by the time Marcos was deposed in

1986.37 Between the 1979 oil crisis and the 1982-1983 global recession, the

govemment had to pay more to service not only new loans, but also previously

contracted ones. This occured as the proportion of medium- and long-term debt that

came under high "f1oating interest rates" climbed from 26.9 per cent to 44 per cent.

The remainder consisted of previously contracted, low-interest loans. In the same

period, debt service increased from $786 million to a staggering $2,159 million

annually as implicit interest rates more than doubled.

lronically, in defending the use of loan proceeds in its last years in power, the

Marcos technocrats would publicly insist on the soundness of its borrowing policy by

citing the continuing acquiescence, albeit band-in-band with the increasingly

interventionist policy stance, of foreign lenders.38 The tecbnocrats perversely,

perbaps even deliberately, neglected tbe fact that donor decisions were no longer

fully based on the feasibility of projects, but rather on state guarantees and crafty

compromises.
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The empirical evidence we have presented so far attest to the phenomenal

and unbridled •• yet seemingly unjustified -- expansion of the Gacc sector. The

national govemment under Marcos, however, did not fully takeover the primary

burden of capital accumulation from the private sector. Neither did state

accumulation become a substitute for, and at the expense of, private capital

accumulation. Instead, as the scattered evidence in the following section tends to

suggest, the deepening economic involvement of the authoritarian state was, in fact,

a necessary condition to foster a specific type of private capital activity. For this

phenomenon to be understood, there is need to also criticaly look into the

development rationale behind dirigisme, and the relationship that it forged between

the state and private domestic and foreign capital. In doing so, we may further shed

light on the generally poor performance of the GaCe sector, the magnitude and

complexity of the fiscal drain it imposed on the government, and the external

dependency of the Marcos regime all throughout the authoritarian episode in the

Philippines.

Technocratie Development and Its Implications
for the Public Enterprlse Sectar

What accounts for the complexity oÎ the development process under the

Marcos regime was that crude realities of poverty, inequality, and social discontent

were filtered through the lens of technocratie ideology • a set of deeply held
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assumptions and propositions that reorganize economic reality, as it were, in order

to make it "manageable." ThIs ideology should be analyzed, in the first place, in the

context of the all-pervasive neo-Keynesianism held as sacrosanct economie doctrine

in the top Ameriean universities where ail the Marcos teehnocrats trained. Similar

educational and generational experiences gave technocrats led by Finance Minister

Cesar E.A. Virata and Economie Planning Minister Gerardo P. Sicat a strong sense

of fratemity with their IMF and World Bank counterparts. Most of them were

strongly influenced by the Keynesian "revolution" in the 1950s and the ideology of

"technocracy" that spun off from il The participation of these intemationally known

and respected managers in the martial law govemment gave Marcos' regime

considerable credibility with the domestic and intemational business communities,

foreign govemments, and multilateral banks. As David G. Timberman noted, the

technocrats "spoke the same language as foreign officiais, their plans and

presentations were impressive."39

Neo-Keynesian economics assumes that trade and fiscal imbalances often

reflect causes deeper than excess demand. It calls not only for corrective macro

economic policies, but also medium-term structural reforms like shifts toward

outward-oriented trade policies. It is apparently premised on the idea that

productive efficiency, not political conflict or exploitation, is the problematique of

underdevelopment. To be sure, the u.S.-IMF-World Bank conglomerate, and their

favored civilian and military technocrats in the Philippines, envisioned dirigisme as

a road to economic growth and global competitiveness. But the power and control
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that accompany state intervention and foreign investment hardly figured as a problem

for the technocrats. ln their rarefied view, the economic interest of Filipinos and

foreign investors coincide in the commodities which the latter can presumably

produce more efficiently and economically than can the national producers. In this

sense, the work of the Marcos technocrats can not be seen merely as a series of

negotiated attempts to iron out unstable compromises between opposing interests to

the advantage of the industrialized Western economies.

Against this backdrop, we may consider the ramifications of technocratie

ideology for Philippine development as summarized by Walden Bello and others:

Economie development becomes, first and foremost, a technical
problem that involves raising the rate of savings in an economy,
channelinga substantial portion of savings into productive investments,
and filling the gap between domestic and planned investment with
external capital. Translated into public policy, this theory involves
removing obstacles to entrepreneurial activity, increasing the rate of
taxation to provide the government with funds to finance new
infrastructure projects that spark economic activity, and facilitating the
inflow of foreign investment and loans....

.... The problem of poverty is transformed principally into a problem
of scarcity. The solution to scarcity is economic growth. And the key
to economic growth is efficient production. Redistribution of wealth
is a secondary issue in the neo-Keynesian paradigm •. and one in
which establishmenteconomists expect will become less importantwith
growth since the resulting larger income pie, though still distnbuted
unequally, will provide larger absolute slices for all.40

Abstracted from the context of unequal relationships of economic and

political power that create and perpetuate underdevelopment, it is thus hardly
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surprising that the technocrats found no difficulty supporting Marcosian dirigisme, as

long as it did Dot supplant private capital. A huge GOCC sector, instead, was even

seen by technocrats as a policy instrument for the state to stimulate private economic

initiative. This was especially the case in areas where the private sector was either

unable or unwilling to invest because of high technical or financial risks and excessive

capital requirements. The proliferation of GOCCs could theoretically be defended

by the technocrats, given the need to increasingly press the state into the service of

private capital and achieve the outward-looking type of development and

modernization demanded by the international capitalist order. That development

model, of course, viewed redistribution essentially as a trickle-down effect of

extemally-orientedmarkets.Itis doubtful, however, if the technocratie development

model previously outlined could simultaneously advance welfare-maximizing goals.

These goals include improved income distribution, greater worker participation in the

control of parastatals, and upliftment of the social and economic status of

disadvantaged groups in Sor.ip.ty.41

On the one hand, state entrepreneurship under the Marcos dictatorship

evolved without an overall blueprint to capture the "commanding heights of the

economy." The commanding heights could weil have been the core of the GOCC

sector. But the initial years of martiallaw was devoted by the technocrats primarily

to dismantling the so-called Magna Carta of Social Justice and Economie Freedom

whi~h an increasingly nationalist Congress had passed into law in 1969. The "Magna

Carta" occreed the establishment of basic and heavy industries, the reinstitution of
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economic protectionism, and the "Filipinization" of the economy as paramount

objectives of national policy.42

The closest that the govemment came in terms of controlling vital areas of

economic activity was a much-publicized $6 billion industrial reform package which

Marcos unveiled in 1979 as a desperate effort to gain some legitimacy as an

economic nationalist.4) The package consisted of eleven major capital-intensive

projects, inc1uding a copper smelter, an aluminum smelter, a phosphate fertilizer

plant, an integrated steel mill, a petrochemical complex, and a heavy engineering

industly. It was regarded by some technocrats as the base for moving into the

intermediate and capital-goods stages of industrialization similar to the East Asian

'NICs. Then, it clashed with the World Bank's efforts to push industrial investment

into export-oriented, labor-intensive manufacturing. The project was faced with

financing shortfalls the moment the prospective financiers leamed of the Bank's veto

and backed out.« After the Bank issued the stem waming that most of the eleven

projects "do not harmC!nize well with [its] policy reforms,,,45 the govemment retreated

and abandoned their implementation.

On the other hand, where there was deepening state involvement in the

economy it was generally complementary to, rather than a substitute for, private

capital. The case of the National Development Company (NDC) -- which grew to

become the second largest GOCC under the Marcos regime -- bears this out. After

being dorm~nt for two decades, the NOC was strengthened by two substantial

infusions of capital, first from P50 million to P200 million, and then to as high as PlO
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billion in the 1970s. This enabled the NDC oot only to take over existing firms, but

also to broaden its areas of operations. It even funded an association of the

country's major construction firms to enable them to compete more aggressively for

lucrative foreign contracts.46

The NOC figured prominently in joint venture~with foreign capital and crony

domestic capital. F')r instanr.e, in promoting corporate-type agriculture in palm oil

production, rubber- and rattan-growing, and reforestation, the NOC entered into

joint ventures with MNCs and foreign firms like Dunlop Plantations, NOC-Guthrie

Plantations, NDC-Sime Darby, and NOC-Guthrie Estates, Ioc. Other GOCCs

followed the NOC lead in teaming up with foreign and crony capital. Not

surprisingly, the NOC alone had holdings in no less than 82 state and private

corporations by the end of 1982. It was also a frequent recipient of medium- and

long-term loans (extended through the national govemment) from both foreign

commercial banks and multilateral institutions!'

The equally meteoric rise of financial GOCCs like the Philippine National

Bank and the Development Bank of the Philippines is iIIustrative of how the Marcos

regime not only assisted -- but even went to the extent of bailing out -- private

enterprises in trouble. Both banks got heavily involved in financing (i.e., extending

loans to, or acquiring equity in) a wide range of industries such as textile mills, hotel

construction, mining, and management. Their involvement was primarily due to

crony interests which built up through access to preferential loans, procurement,

service contracts, and franchises.48
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By 1982, the Development Bank of the Philippines found itself managing an

assortment of as many as 87 corporations taken over from the private sector as a

result of poor but highly leveraged management, bankruptcy, c1osures, and loan

defaults. This tool.: place in the face of a recession and waning investor interest in

the Philippines following the notorious Dewey Dee incident. Dee, a prominent

Filipino-Chinese businessman, skipped the Philippines in January 1981. He left

behind about $100 million worth of bad debts owed to large domestic and foreign

banks, and several ailing garment and textile firms. In the process, he provoked a

financial panic in Manila. Frantic private bankers suspended their short-term loan

operations or demanded immediate payment on current loans. Marcos turned to his

technocrats and their World Bank allies for fear that the issue of favoritism, arising

from Dee's loans, wouId severely damage the Philippines' credit rating. Cabinet and

World Bank technocrats agreed that a "rescue-of-troubled companies fund" had to

be set up. But, as Finance Minister Virata bluntly put it, access to these funds was

"premised on [the cronies'] subsidiaries to be sold."49

Crony bail-outs encouraged the Marcos regime to acquire an extensive stake

in sectors where direct state investment appeared small. Favored businesses rescued

by the Philippine National Bank, the Development Bank of the Philippines, and

other state financing agencies after the Dewey Dee fiasco were forced to divest

themselves of unprofitable subsidiaries. Their loan exposures were converted into

equity holdings of state banks which gained control over them. A new Development

Bank subsidiary -- one more GaCC added ta the government Iist .- was even set up
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to supervise acquired accounts.50 Of those troubled firms transferred to the

Philippine National Bank and the Development Bank of the Philippines by default,

the largest were in mining and s'Jgar trading which suggests the importance of trends

in international commodity markets for the country's economic health.sl

Unrestrained parastatal growth, therefore, a150 derived support from the

ideology of "technocratie modernization." The industrial development envisioned by

the technocrats and multilateral and private commercial creditors could be promoted

in a way that did not disturb but, in fact, reinforced the prevailing international

power structure. The cronies played a very important part in this process. Links

between crony private firms and certain public enterprises facilitated commodity

production in otherwise heavily "regulated" industries. This is evident from the

number of agricultural and mining corporations that came under state control in the

1970s, as presented earlier in Table III.3. The bulk of the financing and technology

requirements for these public enterprises were obtained from the cronies through

thcir business ties with foreign firms and MNCs.

In the process of turning private enterprises "away from the relatively small

markets associated with import substitution toward the much larger opportunities

f10wing from export promotion,"S2 the authoritarian state ran into overt opposition

from a sizeable national capitalist class. Under martiallaw (1972-1981), domestic

manufacturers and investors were perpetually threatened of being squeez",d between

highly capitalized GOCCs and powerful MNCs. The elimination of protective tariffs

and special subsidies vis-a-vis the creation of investment and export incentives to
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erect the "export platform," led these entrepreneurs to undermine the policy

directives of the Marcos regirne. Some resorted to dever political tactics and

maneuvers to avoid incurring the wrath of the dictatorship; others managed an

uneasy alliance with center-Ieft forces. With the collapse of rural and urban

development programs and export-Ied industrialization in the face of contracting

markets and high interest rates in the 198050 the IMF-World Bank and the Marcos

technocrats were left with a purely repressive program of liberalization. Its main

tenets were debauching the currency, battering down tariff walls, transforming the

financinal structure, and salvaging crony firms which only provoked intense

opposition from the national capitalist class.S3

By then, however, Filipino industrialists had found common ground with the

more ideologically-oriented opposition centered in the universities and the

disgruntled working classes, and after the 1983 Aquino assassination, with cause-

oriented groups calling for the ouster of Marcos. Equally disturbing to foreign

creditors and MNCs was the possible resort to violence -- a fear underlined by the

alleged participation of businessmen in a wave of bombings that hit Marcos-linked

crony establishments in 1980-1981. As the World Bank reported:

In addition to trying to influence policymaking, the business
sector can join in the political activities designed to remove Marcos
along with his economic approach. Business sector support for the
opposition press (albeit subdued), opposition movements in exile, and
... even the recent bombings have been attributed to elements of the
local business sector.54
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The need to placate the domestic entrepreneurial classes in order to implant

'.he technocratic model of development in the Philippines thus neatly coincided with

the Marcos clique's drive to preserve its own economic basis. Marcos saw quite

accurately that political power was intimately linked to wealth. He sought to amass

fortune and, equally important, to make sure that potential rivaIs were deprived by

his own cronies of opportunities to amass wealth that might be used against him.

The political clout that crony firms enjoyed within the GaCC sector and their

sheer size made them a favorite local partner of foreign corporations that had to

contend with constitutional limits on foreign ownership. Increasingly, decisions

concerning the economy were made by the cronies, only a very small number of

whom proved to be competent businessmen. Apart from the control of high-profile

GaCCs like the Philippine Sugar Commission by Marcos' law school classmate,

fraternity brother, and close friend Roberto S. Benedicto, the cronies engaged in

partnerships, joint ventures, and dummy arrangementswith foreigners. The team-up

between Toyota of Japan and the Delta Motors Corporation owned by Marcos

business associate Ricardo Silverio blatantly ilIustrates the crony link with foreign

capital. The profligacy and ostentatious display of wealth by th!" Marcoses owed

much to the "commissions" and "kickbacks" they received directly from their cronies

and foreign cohorts.55

That cronyism was further "subsidized" by international creditor agencies

pûints to the extent to which the country was placed in the hands of foreign capital.

As the economy "was sliced into different spheres of influence ... handled by a
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relative, a close friend, or a trusted crony [of the MarcosesJ."S<\ many of their profit

making ventures received valuable assistance from the IMF and the World Bank.

This was aside from the state-guaranteed loans owed to foreign private banks.

The building of Metro Manila's North Expressway by Rodolfo Cuenca's

Construction and Development Corporation of the Philippines, for instance, was

partly financed by the World Bank. This firm was awarded numerous govemment

contracts (amounting to 80 per cent of its construction work) because of Cuenca's

connections with Marcos as presidential campaign fund-raiser and golf partner. This

made it easy for Cuenca's firm to team up with big private firms like Atlantic

Richfield Co. of Los Angeles or with MNCs like Kawasaki Steel. It also allowed

.Cuenca to borrow heavily from state and foreign banks in order to branch out to real

estatp-, mining, and resort hotels. By 1980, the Constructio~ and Development

Corporation of the Philippines had emerged as one of the Philippines top 10

companies in terms of assets and one of the top 15 in net sales.'? ln this manner,

the civilian and mili~ry technocracy initially had no qualms in teaming up with

Marcos' cronies -- the most politically reliable representation of private capital -- to

impose a program of "development from above."

Several cronies later boldly designed and availed of incentives and exemptions

granted by Marcos at the expense of V.S. firms and MNCs.S8 But foreign banks and

multilateral institutions took advantage of the Dewey Dee incident in 1981 to

exercise tig~ter control of the GOCC sector and eliminate the competition they

began to face from sorne cronies. The first key point was the creation of a "World
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Bank Cabinet," with Finance Minister Virata named to the new post of Prime

Minister. This was followed by a Pl billion "rescue of troubled-companies fund" set

up by the govemment with the help of both IMF and World Bank, as mentioned

earlier. The conditions laid were for the defaulting firms and their subsidiaries to

be foreclosed, their controlling shares transferred to the state, and their management

placed under the technocrats.59

Such moves were obviously meant to put the cronies back in their place as

junior partners of foreign capital. They certainly could not be eliminated because

of the spectre of economic collapse that would result from liquidating their huge

collective Iiabilities totalling several billions of pesos. Equally important, World

Bank and !MF officiaIs realized that crony capital was a vital pillar of authoritarian

rule. After all, Marcos was still considered an ally by these multilateral agencies

whose interest in integrating Philippine markets to the global capitalist economy

depended on cheap labour, the marginalization of the national bourgeoisie, and

technocratie predominance.

Summary

The preceding analysis has sought to place "crony capitalism" in its proper

political context. This hopefully goes beyond ordinary notions of corruption in

explaining cronyism as a defining characteristic of Philippine authoritarian rule.60

80



•

•

•

Instead, this chapter has looked into both the demands of regime survival and the

economic development model it entailed between 1972 and 1986.

We suggest that the phenomenon of cronyïsm unier Marcos be viewed as the

use of state power for private, renti..r interests. This in a way complemented, if DOt

supported, the logic of technocrat-sponsored development before the economic crisis

of 1983. We need to further explore these emergent themes in state

entrepreneurship in terms of how the public corporate form became a convenient

vehicle for transferring public wealth to a private few and for entrenching vested

interests in the govemment corporate sector. In this fashion, we can fully capture

the econou1ic legacy of the Marcos regime which redemocratization under the

Aquino govemment struggled to end. Chapter IV addresses these concerns.
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NOTES
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lQuoted by WiIIiam POOIeroy, An Ameriœn-Made~ (New Yorle International
Publishers, 1974), p. 143.

2For an outstanding analysis of the pre-martial law political order in the
Philippines, see Renato Constantino, The PIùIIpplnes: A Pasi ReYlsited (Quezon Qo/- Taal
Publisbing, 1975); Amado Guerrero, PhIlippine Society and Revolution (Oakland, CA:
International Association of Filipino Patriots, 1979); and Steve Shalom, "U.S.
Philippine Relations: A Study of Neocolonialism," unpublished Ph.D. dissertation,
Boston University, Boston, MA, undated.

3Tb.;; national bourgeoisie received political support from many members of
the bicaU!eral Congress, and later on, from a nationalist Constitutional Convention
which was tasked to rewrite the erstwhile 1935 Constitution.

4&e Renato Constmtino, The NationallstAiternative (Quezon Q1y. Foundation for
Nationalist Studies, 1979). The more significant causes for the crisis of Philippine
agricultun:: in the 1960s were the expansion of the cultivated area devoted to cash
crops for export (Iike sugar and coconut meat) at the expense of food corps, and the
retrograde system of land tenure in which millions of Filipino peasants were trapped.
In this manner, Constantino argues, the landlord system stifled the full productive
power of Philippine agriculture.

'Cheryl Payer, The Debt Trap (New York: Monthly Review Press, 1974).

rsee Fadinau:l E ManxE, The DtiIKIŒalk~ kt 1he Plillppnes (EngIe'Mlod Cliffi;,
NJ: Pren1re-HaD International, 1974~ NoIes on 1he NeY; Sodety ln 1he 1'blIIppia:s (Manila, 1974~
and The ThInI World Alternative (ManiIa: Ministry ofPublic Information, 1980). In ail three
books, Marcos claims that authoritarian rule was a historically determined process
which was meant to end the monopoly of power by the landed oligarchy and their
allies as weil as to address the problem of widespread violence and insurrection
perpetrated against the state by the rising tide of communism. Therefore, martial
law, according to this thesis, was a "revolution of the center," combining a
"pacification" campaign based on urban and rural development with an agenda for
economic Iiberalization to make the Philippines more competitive in international
markets.

'Marcos issued Proclamation No. 1081 on 21 September 1972 to declare
martial law throughout the Philippines. The proclamation cited the President's
powers as commander-in-chief of the armed forces under the 1935 Constitution -
otherwise known as the "national security doctrine" -- for its constitutional basis.
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8Marcos, Thl' Thlrd World Alternative, p. 25.
Scholars who take either a dependency or c1ass approaeh to Philippine

authoritarianism debunk Marcos' version of polltleal Instltutlonallzatlon
in his earlier cited works. This was also popularized by technocrats Iike Onofre D.
Corpuz, Liberty and Government ln the New Society (Manila, 1973), as
"constitutional authoritarianism," based on Samuel Huntington's theory that the
building of order and aU'lhority had to precede the granting of political
representation to the masses in many LDCs. On the contrary, these scholars
forcefully argue that multilateral lending agencies emerged as altemative conduits
of American influence to allied, albeit debt-dependent, authoritarian regimes Iike the
Philippines as a result of the crisis of U.S. foreign policy. Such crisis emerged after
the U.S. debacle in Vietnam and the parallel crisis of U.S.-supported oligarchical
democracies in Latin America which translated into the growing unpopularity of
bilateral aid. Authoritarianism is thus seen by these scholars as a powerful and novel
mechanism for economic l\omination by extemal, particularly American, interests.

For a more extensive aecount, see Walden Bello and Elainp. Elinson, Elite
Democracy and Authorltarlan Rule: The Crlsls of the Polltleal
Regime of U.S. Domination ln the Philippines and the Thlrd World
from the Kennedy Years to the Reagan Era (San Francisco, CA: Philippine
Solidarity Network, 1981); Walden Bello, David Kinley, and Elaine Elinson,
Development Debacle: The World Bank ln the Philippines (San Francisco,
CA: Insitute for Food and Development Policy, 1982); Robin Broad, Unequal
Alliance: The World Bank, the International Monetary Fond, and the
Philippines (Berkeley, CA: University ot Califomia Berkeley Press, 1988);
Alejandro Lichauco, Natlonallst Economies (Quezon City: Institute for Rural
Industrialization, Inc., 1988); Payer, The Debt Trap; and Robert B. Stauffer, "The
Political Economy of Refeudalization," in D. Rosenberg, ed., Marcos and Martial
Law ln the Philippines (Ithaca, NY: Comell University Press, 1979), p.196.

9World Bank Memorandum from William Ascher to Larry Hinkle, "Political
and Administrative Bases for Economic Policy in the Philippines," Washington, D.C.,
6 November 1980, p. 6. T~,js is the "Ascher Memorandum" on economic
restructuring under martial law.

lllJ3ello, Kinley, and Elinson, Development Debaele, p. 31.

llThis definition was officially adopted by an ad ••'OC committee created by
the Marcos Cabinet in 1984. This is also the term we shall use for the study.

For a thorough discussion of the working concepts of GOCCs, see Leonor M.
Briones, "The Role of Govemment-Owned and Controlled Corporations in
Development," Philippine Journal of Public Administration 29 (October
1985): 31j5.

12Jose P. Tabbada, "Explorations on the History of State Intervention in the
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Philippine Economy: The Role of Public Enterprises," Philippine Journal of
Public Administration 29 (October 1985): 438. Tabbada suggests that cycles
of state intervention in the PHlippines are reflective of the strength of its domestic
capitalist c1ass. Hence, the (pre-martiallaw) economic liberalization Marcos and his
predecessor inititated could have 50 weakened the local bourgeoisie relative to
performing its capital accumulation function that the martiallaw state had to assume
an importance in the economy that was greater in scope and intensity than during
the preceding periods.

I3Ibid., pp. 423-432. See also Leonor M. Briones and Aileen R. Zosa,
"Privatization of Public Enterprises in the Philippines: Policy and Implementation,"
country paper presented at the Froject Planning Meeting, Asia-Pacific Development
Center, Kuala Lumpur, Malaysia, 2-4 April 1988, p. 2.

UThe commandlng helghts refer to those basic industries like steel, iron,
shipbuilding, and aluminum which are necessary in order for a developing country
to industrialize.

l'World Bank, The Philippines: ~..iorities and Prospects for
Development (Washington D.C.: The World Bank, 1976), p. 31.

16Dirigisme in the French sense contains the idea of directional thrust, or
orienting power, in the hands of the state or government. The term is used more
precisely in the Philippine cont",:rt to refer to a market tightly controlled by the pro
Marcos faction of the elite.

l'See, among others, Manuel Castells, The Economie Crlsls and
American Society (Princeton, NJ: Princeton University Press, 1980). This
intensified drive to "export" capital to LDCs is also termed by Marxist scholars as the
"crisis of overproduction."

18Vicente Paterno, "The BOl: Its Role in the Philippine Industrial
Development," Philippine Quarterly, June 1973, p. 29.

l~ere is scholarly consensus on this point, insofar as the various approaches
(other than the Marcos' "theory" of polltical lnstitutionallzation) on
Philippine authoritarianism are concerned.
See note 8.

2&fhis practice of covering for the "hidden wealth" of the Marcoses outside
of the Philippines is usually called parastatal or corporate layering. Many
of these corporate layers existed in name only and had for their officers only one or
two nominees or "dummies" who acted for and in behalf of the Marcoses or tbeir
cronies.
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CHAITER IV

A MODERN PRACfICE OF EMPIRE:
PLlJNDERING THE PUBLIC ENTERPRlSE SECfOR

Entrepreneurs were successful in
securing continued govemment protection
so as to maintain and expand profits
without having to become innovative and
cost-effective...

USAID Reportl

! never figured crony to be a bad word.

Marcos-crony Rodolfo Cuenca2

This chapter examines specifically the impact of cronyism on state-owned

enterprises in the Philippines. Our case profiles of the Govemment Service

Insurance System (GSIS) and its corporate subsidiaries help liS establish the link

between the systematic plunder of the economy bv a favored few and the

politicization and corruption of econorr.ic policy-making. The legal and political

framework of authoritarian rule facilitatcd the control of these corporations by the

crony private sector. These problems are not new. But the extent of damage that

cronyism left behind make authoritarian rule a singular experience in Philippine

history. It thus provides the necessary backdrop for the challenge faced by the post-

Marcos regime.
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The Rise or GSIS as Crony Business Con;;)omernte

As the insurance agency for sorne 1.5 million govemment employces at

Fresent, the GSIS is an institutional investor. Created by legislative fiat as a non

bank govemment financial institution in 1936, the GSIS replaced the erstwhile

pension system. It OIiginally set up two trust funds to achieve the objective of

promoting "the efficiency and welfare of govemment employees."3 These fullds were

generated from the insurance premiums paid 1:; permanent employees of the

national govemment on the basis of compulsory membership in the sy~tcm, and from

counterpart contributions made by employer-agencies. Premium collections were,

in tum, invested to build the necessary actuarial reserves of the GSIS. A Board of

Trustees administered the funds for its members for purposes of extending loans,

providing certain social services Iike housing, and financing retirement and other

benefits intended to cushion against the adverse economic effects of death, disability,

and old age.

When martial law was imposed in 1972, the usual institutional checks on

executive power were either abolished or neutralized by Marcos' assumption of both

emergency and extraordinary powers as commander-in-chief of the armed forces.·

In a series of landmark decisions, the Supreme Court furtber upheld these powers

on the ground that they were political in nature and, therefore, beyond the ambit of

judicial inquiry. Political enemies and media critics of the Marcoses were tbus easily

arrested, detained, and tortured, while sorne managed to leave the Philippines and
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seek political asylum in the U.S. The national govemment was reorganized

afterwards in an effort to replace incumbznt public officiaIs with Marcos' supporters.

It was then that the newly constituted GSIS management under Marcos-crony

Roman Cruz, Jr. began to take an active and unprecedented role in stock-and·bond

:r.vestments ill the Philippines and dsewhere.

To overcome the restrictions on investments strictly imposed by the 1936 law,S

Marcos _. in his capacity as the only law-making power -- revised the GSIS charter

and issued Presidential Decree No. 1146 in 1977.6 The amended charter expanded

GSIS membership benefits under five trust funds.7 But it ;\Iso contained Section 33

which provides that funds not needed tu meet current obligations "may be invested

.under such terms and conditions as May be determined by the Board [of Trustees]."

When read in conjunction with the Board's power "to form, organize, invest in,

establish and maintain subsidiary or subsidiaries" under Section 38 (1), it provides the

legal and policy justifi;:ation for the creation. takeover, or control by the GSIS of

every conceivable type of corporate asset. The extensive powers that the 1977

charter conf<.rred upon the GSIS trustees would not have escaped harsh criticism

from the print and broadcast media, which was considered the MOst independent in

Asia before 1972. But martiallaw a110wed the military to confiscate, takeover, or

operate any and aIl media facilities throughout the country, even without judicial

consent.

ln time, one·man rule brought fortb sharp changes in Many of the 10J,lg

standing insurance and investment policies of the GSIS. These changes both
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facilitated, and resulted from, the use of funds held in trust by the GSiS for the

private accumulation of the Marcos famiiy and their supporters. Accordingly, the

crony raid of the GSIS bureaucracy was two-pronged:

One path that cronyism took was the diversion of GSIS funds from

membership insurance benefits to either crony private enterprises or the partisan

political activities of the Marcoses.The majority of GSIS investments until 1971

came from policy, salary, and housing loans to its members. These loans represented

82 per cent of ail its investments. By 1980, however, Ole GSIS executive (composed

of its president, senior vice-presidents, and corporate secretariat) had allowed these

loans to decline dramatically. As we shaH see, new policies and schemes devised by

a Marcos-appointed board of trustees, with vast powers under a new GSIS charter,

led to this decline. But they had the inevitable effect of placing the GSIS in a

position where it could "no longer meet the pension and other claims of govemment

employees by 1980. Despite record revenues from its members, the GSIS began to

suifer Iiquidity problems..."8

In the first place, housing loans for govemment employees were gradually

reduced and phased out.9 Instead, pro-Marcos politicians as weil as opposition

leaders who had been co-opted by the regime became recipients of so-called "ciean

loans" for housing at the behest and on the guaranty of the First Lady, Mrs.. Imelda

Romualdez-Marcos.10 Most of these loans were free of interest.

Secondly, the GSIS board suddenly veered away from its practice of investing

only in "blue chip" stocks and viable commercial and industrial enterprises beginning
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in the late 19705. Practically any crony-owned private firm received substantialloan

infusions from Lhe GSIS, as long as the formai application came with the

endorsement of the Marcoses. A few of these applications even contained margin

notes of the President directing the GSIS on how to proceed with the processing of

the required documents. Il Perhaps, the most glaring examples were Rodolfo

Cuenca's Construction and Development Corporation of the Philippines and

Herminio Disini's Herdis Group of Companies. Default in loan l'epaymellts and

subsequent state bail-outs led Marcos to convert their debts into equity -- an implicit

admission on the part of the govemment that these cronies could not or would not

pay the debts at ail. The GSIS is presently still trying to recover its 10 per cent bond

exposure in CDCP which bas since gone bankrupt and been renamed.12 Leans and

investments Iike tbese totalled P5.3 million by 1986. As a national daily pu.t il, these

dubious outlays "sbould not bave been made in the first place but the GSIS bad been

tbe main source of funds of the previous administration in financing [crony]

projects."13

Thirdly, GSIS trust funds were not only sipboned off to crony businesses; the

Marcoses tbemselves were also directly involved. There were clear indications, for

instance, that some of these funds went to finance Mrs. Marcos' "pet projects" as weIl

as ber trips around the world that often included the GSIS president in ber travel

party,!' Between 1972 and 1980, GSIS loans and investments in Marcos-connected

corporations and Imelda-inspired projects rose ta $843 million or as mucb as 65 per

ct.nt of the $1.3 biiiion the GSIS eamed as income by the end of 1980. This was a
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220 pel' cent increase over the corresponding figure in 1971 for GSIS investments in

stocks and bonds of both public and private corporationsY

The other -- and perhaps more blatant-- means by which cronyism permeated

the GSIS bureaucracy was through the growth of enclaves or monopolies virtually in

every area of its operations. By the late 1970s, it became evident that the GSIS

board was determined to use its carte blanche in investment to move beyond its

traditional mandate and become a key economic actor as weil. lnvestible funds for

servicing social insura!lce went down to only around 39 pel' cent to 42 pel' cent after

1980. The bulk was shifted to stocks and bc.nds, especially of "showcase

corporations" in the travel and tourism field. 16 Thereafter, the GSIS became "the

only state insurance agency in the world which manages a variety of enterprises such

as hotels, banks and airlines."17

As the GSIS came to be "perceived as a cornucopia of goodies,"18 the cronies

created, and partitioned among themselves, different forms of non-competitive or

monopoly rents. Marcos blatantly used the GSIS and its corporate subsidiaries to

dispense patronage and preserve the economic basis of his authoritarian regime.

First of ail, the GSIS trustees and top executives were drawn from among the

most loyal allies and business associates of the Marcoses. They were further allowed

to hold interlocking directorships and collect handsome director fees in numerous

govemment-owned and controlled corporations (GOCCs). Roman Cruz, Jr., who

served as GSIS president and general manager in the entire duration of one-man

rule (1972-1986), held a total of no less than 18 GOCC directorships in 1984 alone.
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GSIS board members during the sarne period also sat in many oLIer parastatals.

These included, among others, Gen. Fabian C. Ver, Armed Forces chief ana Marcos'

cousin and most loyal general; Aber P. Canlas, an Imelda protege and public works

deputy minister; Marcos presidential assistantJuan C. Tuvera; Civil Servict> chief and

former Marcos aide Jacoho Clave; and croDies or c!'ODy-a.<sociates like Leonilo M.

Ocampo, Lino Dlera, B~njamin C. MOïales, and Benjamin deI RosariO.19 The

numerous directorships held simultaneously by these GSIS trustees were in addition

to their directorships in private firms. Cruz, for instance, became chair or director

in another 16 crony-owned corporations which obtained generous loans or low

interest loans from the GSIS.20

That economic giants in the private sector also became the leading lights in

the GaCC sector is furthcr evidenced by the way the cronies exploited their ties with

the Marcoses to gain control of profitable GSIS-related activities. The E'1.riquez and

Panlilio families were among the closest of Mrs. Marcos' friends and provincemates.

In addition to expanding their catering, hotel, and resort interests under Imelda's

patronage, many of their 16 firms became recipients of huge GSIS loans. Their

friendship with Roman cruz (himself an Imelda crony) further gave them the

exclusive contract as supplier-caterer of the GSIS subsidiaries, which '2ruz himself

headed. The contract was, of course, approved pro forma by the GSIS board, of

which Cruz was vice-chairman.21

But nowhere is the magnitude of corruption associat~d with crony empire

building more c1early i1Iustrated than in GSIS reinsurance. This was especially the
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case since the courts adopted a "bands-off' policy in detennining the legitimacy of

executive acts on the ground that they were non-justiciable. Prior to martiallaw, the

GSIS insured its physical assets with various private finns. The procedure involved

called for competitive bidding and presclibed a fixed period for insurance renewal.

A few years after the Marcos-appointed trustees took over, the Integral Factors

Corporatilln of Roberto S. Benedicto -- one of Marcos' best friends and fratemity

brother whom we had cited in the last chapter -- received the exclusive and extremely

profitable contract to act as sole agent of the GSIS with respect to t\1e insurance

cover of these assets and its new sub~idiaries.22 This move signalled Benedicto's

expansion into the govemment sector. The initial step in Benedicto's "crony

diplomacy" actually lay in currying the favor of Japanese politicians and big

corporations, such as Marubeni, when he was Marcos' Ambassador to Japan.

Benedicto soon developed an extensive over:;eas trading network in sugar and

established himself as û shipping magnate through links with other presidential

cronies and multinational corporations (MNCs). At the height of his power,

Benedicto held no less than 85 corporations, 106 sugar fanns, 14 haciendas, other

agricultural lands, 17 radio stations, 16 television stations, 2 telecommunications

networks, 7 high-rise buildings, 10 vessels, and 5 aircrafts.23

Marcos reinforced Benedicto's GSIS monopoly with a presidential decree

ordering ail government offices to insure with the Integral Factors Corporation,

instead of the GSIS. Benedicto, in tum, reinsured ail policies with the GSIS, eaming

a fat profit in the process without undertaking any risk. For 1985 alone, Benedicto
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received a premium of $25 million from bis reinsurance business. Still,

.. .IFC in blatant breacb of its fiduciary duty as agent, did not make any
formaI accounting !lor did it make any regular remittance of the
miliions of pesos in premiums it received in trust for the GSIS and was
able to obtain a very profitable 'f1oat' or temporary use of govemment
funds ...24

For their part, the GSIS subsidiaries refused to submit to state audit ail

througbout the Marcos regime. Until 1985, they even c1aimed that th~y were not

regular govemmentagencies because they were either created under the Corporation

Code2.5 rather than by special charter, or through foreclosure proceedings. Special

.charter (also known as original charter) refers to the incorporation of GOCCs by

presidential or legislative fiat, in contrast to the registration of private firms with the

Securities and Exchange Commission. Neither did anybody question the position

adopted by the GSIS firms, for fear ofbeing harassed by the cronies and the military.

When the GSIS was audited af!er Marcos' downfall, it was discovered that $285,000

in cash advances to sorne 20 GSIS and subsidiary officiaIs remained unliquidated.26

This was a clear violation of state regulations that require liquidation of accounts

within 10 days of project completion. The Supreme Court has since ruled out any

distinction between GOCCs based on the manner in which they were formed. In a

major ruling issued amidst strong public clamor for Marcos to resign, the Court

finally declared that ail GOCCs are within the embrace of the civil service.27 Bu~ it

reserved judgment on the status of private corporations taken over by the
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govemment in foreclosure and similar proceedings.

The foregoing illustrates how a parent GOCC Iike the GSlS was "easily

milked, raided, looted and plundered"28 in two different -- albeit complementary -

directions. Monopoly rentierism was enhanced by the absence of traditional checks

and balances and the curtailment of basic individual rights under martiallaw. But

one-man rule also unnecessarily exposed GSlS equity investrnents in cûrporate

subsidiaries to high risks. We now tum to these subsidiaries by thematicaIly

analyzing the policy distortions that arose from cronyism as well as the directions

that state entrepreneurship assumed.

Arconal NV: A Case ln Corporate Layerlng

One of the most controversial assets acquired (and privatized) by the GSlS

was its so-calIed "Stockton property." This consisted of a 506 square meter-Iot and

four-storey building located at 212 Stockton Street in San Francisco, Califomia's

famed Union Square. The Philippine Air Lines (PAL) -- another GSIS subsidiary

- held a forty-year (1946-1986) master lease over the property. Then, as now, it was

considered as one of the most expensive piece of real estate in the entire U.S.29

Precisely because of its value, the Stockton purchase sparked charges of ill

gotten and hidden wealth of Marcos' son, Ferdinand, Jr. and son-in-Iaw, Greggy

Araneta.30 Before its purchase in 1982, the GSIS had no permanent real estate
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investment outside of the Philippines. That year, the Jamestown Company, owned

by spouses Kevin Hsu and Hsu Yu Hwa of Hongkong, put up the Stockton property

(Jamestown's only asset) for sale. The GSIS bidded for and (after winning) bought

the property, demolished the existing building, and began plans for construction of

a new, ten-storey building.

Roman Cruz, Jr., concurrently PAL president, admitted the GSIS investment

initiative was precedent-setting.31 But he justified the purchase by c1aiming that "a

dollar-based investment wouId, as we saw it then [in view of the impending

recession], provide at least some hedge to the trust funds that the GSIS was

managing." On the one hand, it would "preserve the superb marketing advantage

enjoyed by [pAL] by virtue of its occupancy of this unique comer."32 On the other

hand, the deal would help the GSIS eam a capital gain since "the peso was

weakening and ... devaluation was inevitable in due course."33

Ironically, despite these alleged concems, GSIS ownership of Stockton could

not be readily established because of a corporate layering set up between the

property and the GSIS. This is graphically presented in Figure IV.l. GSIS books

merely recorded an investment in shares in a subsidiary known as "Arconal NV."

Chartered in the Netherlands Antilles, its total equity was supposedly owned by the

GSIS. Arconal NV, in tum, owned Arconal, Inc., based in San Francisco, Califomia.

It was this third-Iayer parastatal which bought, and retained, aIl outstanding shares

of stock of Jamestown Company, the title holder to Stockton.34
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Figure IV.l
CC)rporate I;ayering for the Stockton Property

GsIs------~)ARCONAL NV
(Philippines) (Netherlands Antilles)

ARCONAL INC.
(Califomia, U.SA)

JAMESTOWN COMPANY------~Stockton

(Califomia, U.SA)

..J.,Foreign dummy-subsidiary of the GSIS.
--)Corporate title holder.

Cruz claimed the multi-Iayered approach was a political strategy they adopted

so that the GSIS couId more or less c1inch the deal for not more than $10 million.35

According to him, if Jamestown discovered that the bidder was one of the largest

. GOCCs and the parent corporation of PAL, they would have automatically increased

their asking price. Moreover, if Califomia officiaIs found out that the winner was

.the GSIS, "it would have prejudiced future plans for the property for which we

needed to obtain numerous city permits" since "at that time, the then incumbent

regime was already unpopular in the United StateS."36 The GSIS management that
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took over after the downfall of the dictatorship, however, debunked Cruz's assertions.

ft questioned the Stockton set-up since "[p]urchases and sales in the U.S. can and are

usually c10sed using a lawyer as nominee or trustee. Maintaining the layering long

after the purchase [and up to 1986] doubles the suspicion" and is "reminiscent of the

Netherlands Antilles Corporations of the Marcoses.•37 Cruz testified during the long

series of hearings conducted by the Senate in 1989 that Arconal NV and Arconal,

me. were up for dissolution after Stockton's purchase. But he failed to explain why

they continued to exist until the property was finally sold by the Aquino government

in 1986. The Jamestown Co. could weIl have been retained as the only GSIS subsidiary

and holding corporation for Stockton.38

The use of offshore, front, or dummy corporations to enable the Marcoses to

transfer and conceal ownership of stashed currency and assets worth billions of

dollars is weIl documented elsewhere.39 Suffice it to state here that Marcos and his

cronies branched out and used other money laundering centers Iike Hongkong,

Panama, and, of course, the Netherlands Antilles, after mastering the techniques of

international money-Iaundering from Swiss bankers. These places proved to be

convenient alternatives for the Marcos regime since these places, equally hungry for

dirty money, have tried to copy, then ,outdo, the Swiss in providing banking

anonymity for their clients. More specifically, the Marcoses found in these

investment havens not only a physicallocation for stolen assets, but also a base which

served as a legal c1oak, first to hide the ownership of the dirty money, then to

reinvest it in other ventures.4O A Netherlands Antilles corporation, like Arconal NV,
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thus allowed the Marcoses either to employ "safely" their extra cash in precious real

estate or to derive "kickbacks" from the hidden interests of crony-owned assets.u

M ..rcos and his cronies also utilized the Netherlands Antilles,
the home of more than 35,000 front or "shell" corporations, to organize
many such "shells" and invest anonymously in US real estate and the
overseas financial markets. The Netherlands Antilles became a
favorite of Marcos and his cronies because investing in the lucrative
multi-billion euro-bond an':: euro-dollar markets was relatively easy to
accomplish from this archipelago cf five small Cari'Jbean islands....

.... Inc0r:'0ration in the Netherlands Antilles, where the Marcos gang
organized many shells, can be accomF~shedby mail, paying a relatively
small fee of $1,500 to a local notary who will then handle the whole
process. There have been occasions where the procedure took only a
few days to accomplish. Only one director need be listed, ... who
functions as a nominee ....2

Corporate layering thus opened up a diversity of exclusive, rent-seeking

opportunities for the Marcoses and their allies. When Arconal, Inc., --the Califomia-

licensed bidder -- put up its $10 million winning bid, it chose to ignore several

professional appraisals pegging the market value of the Stockton propcrty DOt higher

than $8 million.·l Instead,lawyer-realtor Sylvia Lichauco and John C. Lyon (the only

officers of Arconal, Inc.) relied solely on the Hailey-Leslie company valuation of $12

million. It was on the basis of this report that they made a $10 million offer in an

open bid." But it tumed out the GSIS board was Dot at ail informed of the Hailey

Leslie report. The report was aise based on contingencies projected to happen by

1985. Worse, it was submitted to Lichauco, and then to Cruz, only on 19 August

1982, or weelcs after Cruz closed the overpriced deal.·5
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The split payment scheme devised by the legal counsels of GSIS/Arconal, Inc.

seems to fully account for the motive behind overpricing. Cruz insisted that the

payment was divided into two escrows -- a U.S. escrow amounting to $6.5 million and

a Hongkong escrow for the balance of $3.5 million -- as the condition set by the

sellers for the Stockton purchase. He said the sellers were advised that the

Hongkong escrow would be free of U.S. income tax.CCl Such a highly complicated

scheme again did not come to the attention of the GSIS board, for, as we now know,

Cruz failed to produce any documentation to that effecl47 But more importantly,

the dual payment "suggests that the real acquisition price in 1982 was only $6.5-

million," the balance going into the pockets of other parties. Otherwise, San

'Francisco city authorities would not have officially registered a $6.5 million deal if

they believed that Stockton was, in fact, worth around $10 million.48

The manner in which the Hongkong escrow was structured as an Arconal NV

loan to the Hsu family arouses even greater suspicion. Cruz maintained during the

Senate investigations t~at Arconal, Inc. counsels arranged for the Hsus to deliverpro

forma a promissory note to Arconal NV for $3.5 million. Arconal NV, in· tum,

cancelled the note to liquidate the balance of its payment to the Hsus. This was

recorded not on GSIS, but on Arconal NV's books.49 Resort to legal technicality was

apparently the only thing Cruz could do upon being interpellated:

. MR. CRUZ: .... We were advised by counsel that the risk was
entirely in the hands of the Hsus and that the risk amounted only to
the payment of whatever deficiency taxes might be charged against
them.
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SENATOR HERRERA: Thal is the opinion of their counsel,
but you, as general manager of GSIS of which one of your important
functions is to protect the honor, the dignity of that institution, were
you not concerned that ..., this will inflict institutional damage on the
GSIS? ....

MR. CRUZ: We did not, we had no reason to believe, Your
Honor, that there was going to be any institutional damage to the
GSIS at ail because we were advised by counsel that nothing that we
were doing was iIIegal or even improper.~

It is doubtful whether the Monetary Board of the Central Bank ever

scrutinized the Stockton deal when it was submitted by the GSIS for approval. After

ail, the moment Cruz obtained Marcos' ''verbal nod" on a plane trip from Manila to

Honolulu in June 1982, everything seemedfait accompli. Cruz even managed to get

the Development Bank of the Philippines to guarantee its $10.65 million Bank of

America loan to buy Stockton, in spite of the lack of Marcos' signed approval of the

deal.51 Stockton's acquisition through a dollar-denominated debt further adds

controversy to the case, considering that the original policy intent was to provide the

GSIS with an investment hedge against peso devaluation. These instances iIIustrate

how state financial institutions were Iikewise employed in behalf of crony shell

corporations. The implications on the country's burgeoning external debt is

explained by R.T. Naylor:

... [foreign] banks aided and abetted the f1ight of capital from countries
whose social and political fabric was subject to increasing strain, and
then lent it back again to increasingly desperate governments to top up
temporarily the level of foreign-exchange reserves out of which the
borrowing country was te pay the interest due on its debt nen time
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round....

The US economy. too. developed a voracious appetite for flight
capital, which puffed real estate values in major urban centers, helped
balanced trade deficits, and..... assisted th!\ [US] govemment in
financing its budget deficit.52

Once the Stockton deal was finalized. the scope of rentierism broadened to

encompass outright corruption and bribery.53 Lichauco, who also became principal

officer of Jamestown Co.• bribed San Francisco building board supervisors in the

amount of $42.500 by way of political contributions. The purpose ostensibly was to

secure "variances" to aUow Jamestown to construct a ten-storey edifice. instead of the

usual six-floor limit. These variances covered. among others, exemptions from a

"shadow ordinance" which prohibits construction of new buildings that shade historic

Union Square. and a "Ioading dock" or ban on double-parking of trucks making

deliveries in the busy intersection of Geary and Stockton streets. The "Ioading dock"

variance was a first in San Francisco history and made possible the use of prime

retail space on the street worth about $18,000 a year. The variances, granted under

a "grandfather exclusion," meant an additional annual income of $600,000 arising

from 60 per cent more office space under lease. It also meant a $1.05 million-

savings in environmental impact studies and finance charges due to the special

permits. Nonetheless, the exemptions and permits spawned two lawsuits.54

Certain disbursements made by Lichauco or other Jamestown officiaIs from

an initial outlay of $4 million to finance the demolition of the old building and the

construction of a new one wete also, at best, questionable. Lack of executed tenant
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leases and equity funding from other sources were furtber pointed out by the

Califomia First Bank which loaned said amount out of a $16 million building loan.ll

Lichauco merely claimed that $4 million had to be expended for architectural

planning and excavation, apart from the required permits, between 1982 and 1986.

Surprisingly, not a single steel bar was yet in place for the new Stockton building

when the Marcoses were ousted in 1986.l6

The GSIS management -- perhaps owing to Cruz's highly centralized

leadership under the Marcos regime -- failed to exercise control over the operations

of Arconal NV and its subsidiaries until 1986. By that time, the project cost had

ballooned from an original investment of $26.5 million to $30 million.l7 At that point,

the GSIS could no longer finance the ongoing project.

The organization of shell corporations Iike Arconal NV and its subsidiaries

assured that Marcos or his cronies would be able to effectively address their money

laundering concems with regard to the triangle of uncertainty, secrecy, and profits.18

Moving their money out of the Philippines to safe investment havens Iike the

Netherlands Antilles, allowed them to escape the country's political uncertainty and

forecasted economic crisis in the mid-1980s. Secrecy was bought by employing the

services of unscrupulous lawyers, accountants, realtors, and money-Iaunderers who

functioned as nominees or dummies. The yield of assets Iike Stockton were

. maximized by reinvesting them in different areas overseas.

In the case of Arconal NV, this triangle came about largely as a result of the

Marcoses' exclusive power over (crony) appointments to the GSIS as weil as GSIS
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investment decisions. The circumstances that attended the Stockton transaction were

nQt only kept from public knowledge; worse, certain laws and long-standing policies

of the GSIS and central monetary authorities were easily circumvented without need

for any kind of justification. Lack of public accountability obtained essentially from

the concentration of powers on Marcos and the legal immunities that he decreed for

himself and his subordinates. Such a triangle seems proven to work effectively sa

that, to date, not a single Marcos asset worth at least a million dollars has been

legally recovered. But the Stockton deal seems suggestive enough of this "dirty

money" triangle used to prop up authoritarian rule in the Philippines.

State Bail·Out of the Commercial Bank of Manila

Unlike its real estate holdings, the GSIS did not operate a single banking

corporation prior to its bail-out of what became the Commercial Bank of Manila

(COMBANK). Neither did the GSIS have any investment interest in COMBANK

- the smallest and least fiJÎancially viable of ail private commercial banks in the

Philippines. Commercial banks constitute the largest gr..:lup among the country's

financial institutions. By 1982, ail 32 commercial banks were in the billion peso asset

size range, except for COMBANK.S9

Formerly the Overseas Bank of Manila (OBM), it suffered a devastating bank

run in 1968. It was the first bank ever ordered closed by the Central Bank, for its
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failure to repay advances it obtained from the Central Bank in 1969. The Supreme

Court later ruled in favor of Central Bank voting trusteeship for OBM.60

Between 1968 and 1979, at least nine consortia expressed interest in

rehabilitating OBM. Of these groups, the Central Bank selected the Atrium Capital

Corporation owned by prominent Marcos-crony Herminio Disini. Participating with

Atrium Corpomtion in the rehabilitation project were two other Disini firms, Asia

Pacific Finance Corporation (Apcor) and Anselmo Trinidad & Co. brokers, as weil

as the ACCRA law offices associated with another Marcos-crony, Defense M'inister

Juan Ponce Enrile who was a partner in the coconut monopoly (see Figure IV.2).

The Central Bank even infused Pl00 million in advance in 1979 to help Disini put

OBM back into business. Then, it extended the l20-day deadline it had earlier

imposed for reopening the bank. These concessions helped the new owners raise

OBM's authorized capital from only P30 million to as high as P600 million.61 OBM

was renamed COMBANK and reopened in January 1981.

The choice of Disini's consortium and the privileges it enjoyed from the

Central Bank came through the intercession of the Marcoses. Before Marcos' rise

to power in the late 1960s, Disini led a rather ordinary career as an investment

consultant in Manila. But his marnage to Imelda's first cousin and personal

physician, Inday Escolin, enabled him to exploit his ties with Marcos who also

became his regular golfing partner. Disini first organized the Philippine Tobacco

Filters Corporation in 1970 with hiL meager capital. He got his "big break" when

Marcos -- as the only law-making power under martiallaw -- exempted his firm from
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• Figure IV.2
Crony Ties in OBMlCOMBANK Rehabilitation Scheme

(1979-1981)

HERMINIO DlSINl/Herdis Group of Companies*
(Married to Imelda Marcos' cousin and Marcos' business ally)

later merged
Anselmo Trinidad & Co.--------Atrium Capital Corp.

(brokerage) (investment/underwriting)
Asia-Pacific Corp.

(financing)

•

•

ANSELMO TRINIDAD ANTONIO GAlMAITAN AIFREDO VFlAYO
1 1 1
1 1 1

....--...;.1---------1---------;1,....----.
L -Overseas Bank of Ma~ila (OBM) - - - - - __1

r --(renamed Commercial Bank of Manila, 1981)

1ANTONIO P. GAlMAITAN, Chairman of the Board

1 11 : ---1

1 1

l . 1
CoÇonut Monopoly

Anto io Server JUAN PONCE ENRILE----EDUARDO COJUANGCO
(Marcos' Defense Minister) (one of Marcos' best ôiends)

Angara, Concepcion, Cruz, Jegala, & AbeUo (ACCRA)
(Counsel for Enrile and other Marcos-Cronies in the Coconut Monopoly)

*Disini's business conglomerate.

Il C0r:P.0rate Ownership or Controlling Interest.
Equity Participation in OBMlCOMBANK.,

NOTE: Capitalized names are those of the Marcoses' cronies.
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a newly decreed, 100 per cent duty on imported acetate tow and other raw materials

for manufacturing cigarette filters.62 This forced Filtrona Philippines Inc., a U.S.

transnational firm and Disini's main competitor, out of business by 1975. When

U.S. Ambassador William Sullivan protested, Marcos closed in on Filtrona by

suggesting it go into a $40 million joint venture with Disini to manufacture cellulose

for filters, since Disini was in control anyway of over 75 per cent of the tobacco

market.63 Then, Marcos again intervened by lowering duties on the acetate tow

Disini imported, from 20 per cent down to 10 per cent.64 Again, this kind of tariff

had the effect of lowering the wall of non-competitive rent-seeking in Disini's favor.

With more than sufficient capital, Disini ventured into timber and pulpwood

operations and formed the Cellophil Resources Corporation. Plentiful decrees were

issued by Marcos to legalize his logging activities. In certain cases, the army was

even used to evict hundreds of families from their ancestral lands or grab hundreds

of hectares of agricultural land for 10gging.65 Disini saon came to head a vast

conglomerate of over 70 corporations, covering diverse areas as tobacco filters,

logging and pulp processing, petroleum and petrochemicaL, cellophane, fabries and

yam, nuclearpower, aircraftmanufacturing, real estate, computer services, insurance,

and finally, banking with the buy-out of COMBANK in 1979.66 He enjoyed the help

of many businessmen, who were also close to Marcos, in managing the Herdis firms.

Crucial in Disini's business of funding his corporations was the acquisition of

a battery of Central Bank-favored financial institutions. COMBANK, in particular,

served to funnel in the bulk of state-guaranteed loans which made possible the rapid
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pace of Disini's acquisitions and investments. Some Manila bankers were quoted as

saying that Disini often "put \ittle or no security of [bis] own" and needed only

"political approval to win government guarantees."67 In this manner, foreign bank

loans "were made available to selected entrepreneurs, permitting them to gain

control of specific sectors of the economy."68 By 1978, the external debt of his

Herdis Group of Companies had already accumulated to $200 million.

After its purchase of COMBANK, Atriulfi Corporation rose to become the

foremost investment house with total assets of $210 million.69 But Atrium

Corporation could no longer hold on to COMBANK after it figured as the hardest

hit investment house during massive preterminations of money market placements

in the wake of the Dewey Dee scandaI in 1981. This was because Disini's own

International Corporate Bank was the major creditor of Dewey Dee who absconded

with millions of dollars in a major loan scam.70

As discussed in the preceeding chapter, the Dewey Dee fiasco gave MNCs

and multilaterallending institutions their long-awaited chance to whip back into line

the cronies as junior partners of foreign capital. In the case of Disini, his most

spectacular coup that angered foreign investors was the estimated $35 million

"commission" as weil as the engineeringsub-contracts he received from Westinghouse

for securing the government contract to build the $1.1 billion Bataan Nuclear Plant.

Competitors like General Electric lost because they did not have strong connections

to Marcos.'1 With foreign bankers halting short-term leDding and recalling their

loans, Disini's corporations were caught in the crunch and faced with serious cash-
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flow problems by late 1981.

The Marcos regime tumed to the World Bank which responded with a

double-edged bail-out operation. A Pl billion rescue fund was set up through the

Central Bank. But access thereto was "premised on [the cronies'] subsidiaries to be

sold." The conditions of the rescue effort further revealed the stem visage of foreign

creditors as they came down on the cronies: "the fund is aimed to be used to provide

basic stmctural changes in the financial make-up of a qualified company

accompanled by requlred changes ln the management, ownershlp and

organlzatlonal structures or the enterprise."72 (emphasis added)

For the Herdis Group, this meant merging Atrium Corporation, Apcor, and

the International Corporate Bank with the state-owned Development Bank of the

Philippines, the latter gaining 70 per cent equity in the new superbank. Ali of

Disini's holdings in COMBANK, on the other hand, were ordered sold by the

Central Bank under a COMBANK bail-out plan that conformed strictly to World

Bank guidelines. To protect its exposure as COMBANK's major creditor, the

Central Bank asked the GSIS to purchase 99.02 per cent of its shares.73 COMBANK

resumed operations in late 1982 under a crony leadership drawn from GSIS' ranks."

The significance of the crony defaults of the 1980s lies Dot so much on the

ensuing debt crisis as it does on the perverse consequences of govemment

intervention in the Dame of "divestment" or bail-out. Because Disini's loans were ail

completely guaranteed, the government was forced to assume them when the Herdis

Group went bankcrupt. Yet, since the assets of these firms were getting dissipated,
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the only alternative policy for the Marcos regime was to convert the Disini debts into

equity in the failing firms. While such move balances the accounting sheet, "it real1y

meant a complete doleout to Disini because the government guaranteed debts

became equity in total1y worthless companies. It was a convenient way for Disini to

Iiquidate his conglomerate and move the cash out of the country.,,75

Like other state financial institutions, the GSIS was assigned by the Central

Bank to takeover COMBANK, even if banking was not on the GSIS' list of

investment areas and notwithstanding the high financial risks involved. This was

because the GSIS was one of COMBANK's chief creditors. For one, the GSIS was

forced to assume Atrium Corporation's unmet obligations to the former owners of

·COMBANK (then OBM). These included a P20 million loan, the restructuring of

the former owners' loan of P45 million on the books of COMBANK, and an option

to purchase 10 per cent of COMBANK shares within three years from the 1981

reopening.76 The former owners subsequently sought to restrain COMBANK's

divestiture by the GSI~, on the ground that these conditions had not been complied

with by either Disini's Atrium or the GSIS by 1987.

The COMBANK case demonstrates that state bail-out of crony-owned firms

was simply meant to defuse multilateral pressure and restore investor confidence,

rather than expel Marcos' loyal cronies from the ruling faction. Marcos himself

poured an estimated $280 million of state funds into Disini's conglomerate, after

creating an. Industrial Fund for defaulting crony firms in 1981.77 Government

investment in Disini's firms already totalled $400 million by this time.
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AlI banking requirements of GSIS subsidiaries were further brought into

COMBANK's purview by Roman Cruz, the new bank chainnan, in an unsuccessfui

effort to reduce the defkits annuaUy incurred by COMBANK for the GSIS.78 And

while it was Marcos' political strategy to make it appear that bail-outs were a

whoiesaie transfer of equity and management, cronies Iike Disini (who fled the

Philippines and acquired Austrian citizenship in 1983 with Marcos' heIp) retained

manageriai control of their "divested" finns.79 Unabated crony rent-seeking thus left

open the possibility of a further dissipation of assets under "state control."

State-Induced Takeover of Flve-Star Hotels

GSIS acquisition of the Philippines' finest hoteis provides still another contrast

to that of Stockton and COMBANK. In the case of these last two asscts, adverse

financiai conditions prompted Marcos and his cronies to create or conserve every

conceivable rent that arose in the process of acquiring and operating these assets.

However, as we shall see in this section, the Marcos regime virtuaUy set up the

conditions necessary to gain state ownership of the Hyatt Regency Hotel, Manila

Hotel, Philippine Plaza, and most other luxury hoteis. The case of these hoteis

represent stiU another authoritarian mode of consolidating the crony capital base of

the Marcos regime.

The Marcoses initiaUy induced a "tourism boom" in the 1970s, as they were
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anxious to c10the martial law with a facade of domestic legitimacy and to gain the

support of the international community. One way this was achieved was by making

the Philippines host to a number of well-publicized socio-cultural events. Imelda

inspired projects like the Miss Universe contest in 1974, the Chinese Fair following

the opening of diplomatic ties with the communist world in 1975, and the Manila

International Film Festival of 1981 succeeded in drawing thousands and thousands

of tourists from around the world. Another important source of the tourist influx

were the export and investment incentives devised by Marcos' technocrats to attract

foreign capital and "boost" export-orieuted industrialization. The military further

assured a cheap and docile labour force, as workers' rights were suspended or

curtailed, and union ranks were purged of radical elements. The early years of

martiallaw ostensibly produced a climate conducive to foreign investments so much

so that the !MF and the World Bank decided to hold their 1975 summit conference

in Manila.80

Expectedly, these "demonstration exercises" haù the spillover effect of

stimulating the growth of the travel and tourism sector which suffered from the civil

unrests and violence prior to martiallaw. As Naylor notes, "[c]onvention centers and

luxury hotels sprang up around Manila, funded by borrowing abroad under

government guarantee or by diverting the rent paid by the US govemment for its

military bases [in the Philippines]. This aspect of the development strategy was so

successful that by 1985 Manila was estimated to provide employment for 20,000

underage prostitutes."81 The tourism industry was even identified by the World Bank
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as one of the most profitable "growth industries" in the Philippines.82

.
State investments thus poured into tOllri~m-related activities during the

"boom" period. But, as our cases reveal, this was owed primarily to monopoly rent-

seeking on the part of Marcos' cronies which was encouraged by the delimited

number of competitors, especially within the hotel industry. Once more, the GSIS

figured prominently as an effective conduit for transferring resources from the public

sector to the private crony sector in the guise of "maximising surplus earnings" from

membership insurance and "blue chip" investments.83

GSIS takeover of the Hyatt Regency Hotel should illustrate how Marcos'

emergent clique sought to destroy the traditional landed oligarchy in its drive to

monopolize power after 1972. Hyatt was established by Eugenio Lapez, Sr. and

other prime investors in 1962 after obtaining a P22.5 million mortgage loan from the

GSIS.84 At that lime, the Lapez clan was considered the wealthiest in the

Philippines and the acknowledged leader of the landholding elite. Originally sugar

barons, the Lapezes diversified their business interests to include the national electric

utility, television and radio stations, newspaper publishing, and real estate

investments after the second world war.

Eugenio's brother, Fernando, served as vice-president to two presidents, the

second one being Marcos. But Fernando Lapez had always maintained his distance

. from Marcos whose chief benefactor was Eugenio, Sr., the Philippine "king-maker."

Marcos and Fernando Lapez belonged to rival political parties until a political

"marriage of convenience" was worked out by Lapez' Nacionalista Party in order ta
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defeat the Liberal Party in the 1965 presidential eleetions. Failing to get the

presidential nomination, Marcos bolted his Liberal Party and beeame the

Nacionalista presidential standard-bearer in the 1965 and 1969 eleetions. But Lopez

never trusted Marcos who c1inehed the 1965 Naeionalista presidential nomination

from him, and who gradually eased him out of power after their reeleetion in 1969.

By the late 1960s, the vice-president had beeome Marcos' archnemesis, and was

accused by Marcos of plotting to assassinate him. Lopez's resignation from his

concurrent post as agriculture secretary in 1971 is regarded as the tuming point in

the increasingly hostile relationship between semi-feudal interests represented by the

Lopezes, and the pro-U.S. capital faction of the elite which was by then ensconeed

in the Marcos presidency.8S

Martiallaw armed Marcos with both the legal and political device to destroy

the Lopezes. The military and the police confiscated and operated Most of their

companies in the name of national security. Others like Hyatt -- which could not be

linked in any way to charges of conspiracy and sabotage -- were taken over through

subtle means, after the Lopez assets became non-eaming and prominent family

members were driven out of the country togetherwith Many landed elites. The GSIS

bought out the stockholders of the Hotel Enterprises of the Philippines (HEPI) -

the holding corporation for Hyatt -- after the Lopezes "defaulted" on its obligations

to the GSIS. The GSIS then exercised its preemptive rights, increased HEPI's

capitalization, and became owners of 99.5 per cent of HEPI's capital stock by 1975.86

While political enemies like the Lopezes had to be destroyed, those loyal to

117



•

•

•

the Marcoses and those who could team up with foreign capital to overcome rigià

ownership laws were built up. Thus, the Enriquez and Panlilio families obtaineà 100

per cent financing and other loan concessions from the GSIS for their Philippine

Village Hotel and Puerto Azul Resort Complex. Managementcontracts for the hotel

and resort complex were awarded to prominent U.S. hotel management

corporations.87 Although both also became non-performing assets for failure to keep

up with mortgage payments or amortizations, they were never taken over by the

GSIS or any other govemment agency, in contrast to Hyatt Hote\. Upon their

sequestration by the Aquino government in 1986, they were discovered to be partly

owned by President Marcos.88

GSIS ownership of the Manila Hotel and the Philippine Plaza, on the other

hand, took place as Mrs. Marcos went into a spate of luxury hotel-building using

GSIS trust funds reserved for stock investments.89 Marcos either decreed the

takeover of existing hotels under dubious policy justifications or required financial

institutions, through executive orders, to grant his cronies incentives and concessions

for constructing those dozen or so five-star hotels that sprung up between 1973 and

1976.

With the aid of his technocrat-dominated Cabinet, Marcos guaranteed

preferential treatment for these hotels by way of tax and non-tax exemptions and

higher remunerations for management and rank-and-file. It was also meant to

attract top international hotel companies to the country. Capital equipment

imported free of custom duties and compensating taxes under Presidential Decree
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No. 535, doubtless, encouraged firms Iike Western International Hotels Company to

sign long-term contracts with the Philippine Plaza or other crony-owned hotels.

To complete the monopoly of these valuable hotel investments, Marcos

exploited his regulatory powers under martiallaw. He imposed new and very high

standards for ail types of hotels under the Hotel Code of 1974.90 This left many

smaller hotel owners with no other choice but to default on their obligations to state

financing institutiohs like the GSIS, rather than borrow more to comply with Code

standards and face negative returns in a market that catered only tn local needs.

Smaller hotels that continued in operation remained vulnerable to the

manipulative practices of crony-owned five-star hotels which occasionally slashed

.their rates in competition with one another. The "domino effect" forced the smaller

ones to either drop their rates, too, and report net income losses, or close shop. The

Marcos regime never bothered to prescribe or regulate occupancy rates under the

Hotel Code, in spite of the GSIS-owned hotels' dual role as state agencies and

market participants.

To acquire the Manila Hotel -- one of the world's finest and the Philippines'

most historic -- Marcos declared it a national cultural heritage effective 1974.91

Interestingly, ownership of this hotel was given up by the government in the 19505

due to mismanagement and financial instability. That government interest in the

hotel (as a "historical treasure") was revived only at the height of the tourism "boom"

of the 19705 is more suggestive of the true motive behind the GSIS takeov~r.

Marcos' decree compelled its ertswhile management to undertake the hotel's
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immediate "reconstruction and restoration," the funds ofwhich naturally came from

the GSIS. The GSIS then "sank in a whopping $33 million for the [hotel's)

renovation" which was finished in 1976 in time to billet World Bank President

Robert McNamara.92 The GSIS board formed the Manila Hotel Corporation

(MHC) as its holding corporation -- a clever method ofcircumventing the prohibition

of the GSIS charter against the state insurance agency also functioning as holding

entity. The MHC served as the organizational model for other GSIS subsidiaries

that were eventually set up.

The Philippine Plaza was constructed to billet Marcos' other guests to the

IMF-World Bank summit. Imelda's pet project, the nearby Cultural Center of the

Philippines, funded its construction with a P450 million real estate loan from the

GSIS in 1975.93 The loan was obtained through another presidential decree which

ordered the GSIS to allow for a Cultural Center mortgage on the hotel landsite,

building, and facilities.94

In a further dispIay of uncontrolled extravagance, the President asked the

Bureau of Customs to import more than 10 dozen Mercedes Benz limousines to

transport IMF and World Bank delegates from their hotels to the newly built

international convention center and tourist spots of the country. Yet, hardly known

to the dignitaries were the human sacrifices exacted to rush construction of the

Philippine Plaza. Dozens of workers died when the newly cemented ceiling of the

gigantic ballroom fell before it was totally dry. This was followed by another incident

in which many of them fell several stories to the concrete pavement below as their
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gangplank gave way.9'

Monopoly rent-seeking is thus implicit in the proprietary interests that the

Marcoses and their cronies took in the hotel industry. Most of the funds spent for

hotel construction were diverted from GSIS membership dues or obtained from

public taxes in the absence of a law-making brllnch which traditionally scrutinized

expenditure receipts of national govemment agencies. As one national daily

reported:

The GSlS poured a total of $202 million into four hotels
connected with the Marcos cronies: Kanlaon Towers, Philippine
Village Hotel (Sulo sa Nayon), Phil. Plaza, and the Manila Hotel.
Most of these construction projects were totally unnecessary' and
exceedingly extravagant, a strong indication of the possibility of
kickbacks. In one project for example, govemment auditors found out
of the $133 million the GSIS spent on an unfinished [plaza) building
on reclaimed land, $83.4 million or 63% was superflous. Contractors
and consultants for the project were overpaid by at least $3 million.
While similar office buildings were constructed at $390 per square
meter, the GSIS had spent $1,050, representing a price difference of
167%.96

This is not to say, however, that non-competitive rents were confined solely

to the Marcoses and their cronies outside of the GSIS. Since Iilost of five-star hotels

were built or acquired with GSIS funding, Roman Cruz, Jr. and the cronies who sat

in the board of trustees and in the executive became directors and derived huge fees

from the holding corporations.

But there more direct raids of GSIS funds through these luxurious

investments. Perhaps, the best known is the P350,OOO Manila Hotel check "issued
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in favor of, and personally appropriated by," Cruz hirnself.97 The amount was part

of an expenditure item approved by the GSIS board for a fictitious, five.day

coordination meeting at the Manila Hote\. It was supposed to fund a GSIS

information dissemination program.98 Since there was no such meeting, Cruz

ordered the MHC to accept the check from the GSIS and credit it to his concurrent

account as MHC president. Cruz later deposited the check in his private bank

account.99

Other top officiaIs of the GSIS were no exception. There were board

members, for example, who

chalked up to $46,000 with the Manila Hotel and Hyatt Regency for
food and services in 1985. Sorne of the expenses were incurred by
relatives of GSIS directors. The bills were ail shouldered by the GSIS.
Unspecified expenses worth $97,000 were charged to the GSIS
discretionary fund in 1985. Documents detailing the expenses were
allegedly sent to Francisco Tantuico, Marcos' Commission on Audit
Chairman and a close Imelda associate, but no formaI audit or
accounting was ever made. Another $403,000 was clairned as
"representation and miscellaneous expenses" for 1985, but only $14,000
was actually spent on "public relations."loo

While these incidents portray the magnitude of economic plunder that went

on in the GSIS-owned hotels, they seem to pale in comparison to those that GSIS

trustees and managers did for and in behalf of the Marcoses and other cronies. For

example, after the change of government in 1986, it was discovered that Cruz failed

to write off two accounts due the Manila Hotel from Malacanang Palace (the

presidential residence). The first amounted to P3.5 million and covered unpaid hotel
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bills of Mrs. Marcos and her foreign guests. The second one was a PS million

political campaign contribution to Mrs. Marcos and the ruling party. Cruz's eIder

brother and a closer Marcos crony, Ambassador J.V. Cruz, also owed the Manila

Hotel Pl.S million for entertaining American businessmen who were interested in

joint ventures with sorne Filipinos.101

Since hotel-related activities were state-induced and served to advance the

material and partisan ends of cronyism, distortions in public policy even at the micro

or GaCC level were inevitable. So politicized was decision-making at the GSIS that

sorne of its funds became tools in international diplomacy. Imelda's younger brother,

Benjamin, who was named ambassador to China, urged the GSIS board to form the

Philippine-China Friendship Hotels, Inc. (PCFHI). The purpose was to construct

and manage two SOO-room de luxe hotels in Canton and Peking,l02 after the

Marcoses' well-publicized state visits to the communist world. But it required the

GSIS to raise $26 million from its funds as capitalization for PCFHI. Cruz became

both its chairman and president. ather crony private firms, like Rodolfo Cuenca's

Construction and Development Corporation of the Philippines, held equity.l03

However, negotiations betWeen the Philippine and Chinese parties involved only

ended up in a deadlock. As PCFHI turned into another losing proposition, the GSIS

converted it into a holding corporation for the Philippine Plaza preparatory to its

privatization. I04 The Philippine Plaza was actually conveyed to the GSIS by the

Cultural Center by way of dacion en pago (deed of cession) in 1983. In turn, the

GSIS executed in favor of the Cultural Center a long-term Lease-Back Agreement
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on the property with the option to purchase. The GSlS turned the PCFHl into the

Philippine Plaza Holdings, Inc. in 1989 after it finally assumed full ownership and

control of the hotel following the pre-termination for a valuable consideration of the

GSIS-Cultural Center Lease-Back Agreement.

Investment-wise, the negative or low yields derived from these hotels could

not be properly addressed, as management contracts were still in force and effect.

Policy proposais to sell them as physical assets, rather than as "going-concerns,"

during the crisis years of 1982-1985 posed more serious problems given their huge

capitalizations which the GSIS could not recoup. And even "[a]ssuming there are

capital gains, it means these [hotel] earnings cannot be touched."los

Hence, payment of benefits due its members and expansion of their insurance

coverage suffered because the GSIS failed to obtain dividends from its five-star

hotels.lI16 This was due both to the long gestation period involved in investments of

this kind and the non-competitive rents that arose therefrom. As the case of

Philippine Plaza indicates, priority assigned to major policy concerns Iike timely

payment of membership benefits and expanded insurance coverage could not be

realized:

TIŒ CHAIRMAN (Senator Laurel): Now, ..., you said the
main problem of the GSIS (untilI986) is what you cali financial, since
it involves corporate liquidity. The other is insolvency...

MR. BELMON1E: .... 1would like to use the Philippine Plaza
as a concrete example. The GSIS infused, in cash, P500 million into
the construction of the Philippine Plaza HoleI. They (Cultural Center)
never managed to pay us back so that in 1984, there was a
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restructuring in which a11 the interests up to that time, a11 the expenses
for the insurance, and so forth, were a11 capitalized at P998 million.
That is DOW the total investment of the GSIS in the Philippine Plaza
Hote!. The hotel itself was dacion en pago* to the GSIS, so that the
naked title of the hotel is with the GSIS. However, side by side with
that dacion, was a Deed of Conditional Sale with lease in favor of the
Cultural Center of the Philippines. So, for ail practical purposes, the
Cultural Center of the Philippines is in control of the hotel, Dot us....

TIŒ CHAIRMAN: Does the hotel make any profit?

MR. BELMONTE: YeSo Mr. Chairman. It is one of the most
profitable hotels in the country. But, on the other hand, from the
point of view of the GSIS, our retum, at least for the past two years
(1984-1986) was in the neighborhood of P16 million per annum [since
much of the income goes to WESTIN for operating the hotel].

TIŒ CHAIRMAN: Sïxteen?

MR. BELMONTE: Yes, consisting of P12 million in rentais and
4 million consisting of our share of the net profit. So, you cao see,
Mr. Chairman, that on an investment of about Pl billion, GSIS is only
gettïng a retum of 1.6 per cent.107

*Mortgage loan which ended in foreclosure through a deed of
cession.

Still, the Philippine Plaza appears to be an exceptional case when compared

to the dismal performance of most state-owned or -funded luxury hotels. In the case

of Hyatt, the GSIS not only failed to realize commensurate retums, but even had to

contend with income 10sses.108 These losses were aggravated by worsening economic

conditions after 1981, and the ensuing political turmoil, 50 that even the Philippine

Plaza had to be tumed over by the Cultural Center to the GSIS for failure to service

its mortgage.loan.I09

The interlocking crises that plagued the Marcos regime until its downfal1 only
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proved how vulnerable luxury hotels were to abrupt changes in political climate.

Such politically motivated investments benefited mainly showcase projects and

favored private firms. But they left the GSIS in 1986 with a deficit of nearly P4

billion and a tainted reputation as source and dispenser of patronage. As the

tourism "boom" entirely petered out and oversupply in the hotel industry surfaced,

the reform options open to the GSIS and other public enterprises in the aftermath

of authoritarian rule were clearly limited.

Cartels and the Meat Packlng Corporation of the Philippines

The rise of powerful cartels is also associated with authoritarian rule. While

cartels have been formed in most other countries through combination of

independent commercial enterprises, the Philippine experience differs in that the

"state-owned" sector was the instrument for limiting 00 and distorting 00 market

competition in favor of a chosen few. More importantly, the conspiracy among

Marcos' cronies to carve cartels out of parastatals producing private govds resulted

in a merger of identities and interests between whatever was known of the public and

private sectors before 1972.

The Meat Packing Corporation of the Philippines (MPCP) functioned as an

integral part of the "meat cartel" which is depicted in Figure IV.3. This cartel was

organized by four of Marcos' closest friends: law school classmate and industrial
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Figure IV.3
The Meat Cartel and the MPCP Connection

BENEDICTO-VELASCO Group
(Marcos' c1assmate and Minister of Energy, respectively)

PhU,,; y,,~l. KW. R'I,. P~ P'MECO 1.... PhJ••,
Int. Ranch Mgmt. Service Corp. Food Indust.

(Australia)
SABIDO VELASCO! VELASCO! SABIDO SABID9 BENEDICTO!

YULO YULO, : 1 SAlfIDO

1 1 1 1
1 1 1 1
1 1 1 1

GSIS 1 1 1 1

l ~ase'Purc~ase 1 ! - !
Agreement 1 1 1

MPCP-----••----------l-=.~Meat Packing Plant Complex- -_1

Subset: The MPCP Connection

, 1 Subsidiary or associated corporation.
1Direct links with MPCP Plant Complex.
1
NOTE: Capitalized names are those of Marcos' cronies.

tycoon Ambassador Roberto S. Benedicto, whom we have cited in the last chapter;

Benedicto-partner Peter Sabido; sugar magnate Luis Yulo; and Energy Minister

Geronimo O. Velasco, who was also Marcos' richest Cabinet member. The MPCP

was incorporated in 1973 to acquire the Pasig lot, meat processing plant, and
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equipment for the GSIS.no This Plant complex originally belonged to the Ortigas

family. Like other members éf the national entrepreneurial c1ass, the Ortigas firms

either defaulted in their long-term loans or declared bankruptcy as martial law

abolished import and exchange controls, and opened major industries to unbridled

foreign competition. The Plant complex was foreclosed by the GSIS as its principal

creditor-guarantor.\1\

Upon completion of the transfer in 1975, Marcos asked the GSIS board to

enter into a Lease-Purchase Agreementwith the Benedicto group. No public bidding

was ever conducted and neither were any conditions attached to that Agreemenl ll2

The choice of Philippine Integrated Meat Corporation (PIMECO) -- wholly-owned

by Benedicto's group -- was even justified by the GSIS board in terms of its

"managerial and technical personnel and financial resources necessary to operate and

manage the plant complex."113 ln reality, PIMECO had no prior experience in Meat

processing and packing, having been created only in 1975 to lease the Plant Complex

which became its only asset. Yet, the terms of thc Agreement gave PIMECO the

right to corner ail profits from Plant operations without assuming any risks which

were left to the MPCP. TitIe to the leased property remained with the MPCP during

the Iife of the Agreement. It was to be officially transferred to PlMECO only upon

full payment of the total consideration and rentaIs for the lease term and upon

execution of the deed of absolute sale.1I4 ln short, since the entire capital stock of

MPCP continued to be subscribed for by the GSIS as its parent (and later,

managing) corporation, the GSIS/MPCP retained responsibility for maintaining the
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Plant complex.

There were additional retums beyond normal profits. Countless behest

arrangements in favor of PIMECO were ordered by Marcos or Cruz. Less l1)an a

year after PIMECO took over, the GSIS increased the authorîzed capital stock of

MPCP by as much as 90 per cent from P20 million to P37 million. Il was raised

again in 1978 to P67 million. Ils In 1977, the GSIS board passed a resolution

appropriating as much as P15.3 million to renovate and refurbish the Plant complex

in clear violation of the Agreement.1I6 The following year, Benedicto's group went

directly to Marcos to obtain a P25 million loan for an undisclosed purpose. Marcos

then inserted marginal notes into PIMECO's loan application, and a reluctant GSIS

executive released the loan on a staggered basis beginning 1978.117 Not yet satisfied

with this combination of capital infusions and loan concessions, Benedicto's group

asked the GSIS to also restructure its account under a Supplementary Loan

Agreement in 1981. What is most revealing in the 198110an is that Marcos himself

had already approved it the year before.IIB

The GSIS supposedly created the MPCP "in keeping with the food

programmed policies of the National Govemment, among others, to bring quality

meat products within the reach of the masses."119 Its extensive links with the meat

conglomerate of Benedicto's group, however, belie its official policy intent. Instead,

what emerges from content analyses of presidentiallegislation and GSIS resolutions

is a giant cartel that dictated the importation, distribution, and feed-supply of the

country's cattle. As the preceding Figure IV.3 iIIustrates, the "Benedicto cartel"
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consisted of several crony-owned firms which intersected MPCP operations in

"processing, packing, canning, preserving, distributing, selling, buying, or otherwise

dealing in meal, animal, dairy and poultry products."I20

Backing for PIMECO, as MPCP's lessee-vendee, was also provided through

Philbai Int. Pty. Umited., a parastatal subsidiary of the Philippine Bureau of Animal

Industry (hence, the acronym). Philbai was created in 1979 to import livestock and

meat under Marcos' Executive Order No. 572. Il was registered in Australia -

reminiscent of those dummy or "shell" corporations -- with a capitalization of

A$25,OOO, the budget drawn from the Bureau of Animal Industry headed by Marcos

politician Salvador Escudero III. The Australian cattle it imported into the

Philippineswas, in tum, distributed by PIMECO through its subsidiary, the PIMECO

Marketing Corporation.121

Philbai, PlMECO, and PIMECO Marketing were ail headed by Sabido whom

Benedicto had groomed as his own crony -- or, more appropriately, a Marcos sub

crony -- in the meat cartel. Sabido, in tum, found a business associate in Linden

Prowse, an Australian, to help bim ron Philbai which also funded pasture lands of

the Sabido family near Sydney, Australia. The Sabidos were among Marcos' and the

roling party's political backers and fund-raisers during elections.l22 Sucb intricate

- yet coherent -- network of crony and sub-crony ties did eliminate competition

within the meat industry a few years after the imposition of martial law. Il alsa

encouraged crony business conglomerates to expand outside of the Philippines,

c10the with legality and assured of profitability. "Multinational" cartels Iike
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Benedicto's thus worked neatly to create and preserve non-competitive renls for

cronies and foreign capital alike:

Philbai was also charged of contracting freight for imported
caUle at a considerable overprice and of paying an annual "service fee"
of A$120,OOO dollars (sic) to an unnamed consultant in Manila.
Around A$1 million dollars (sic) were missing when auditors checked
the company in 1986. Phibai was also getting letters of credit opened
under ils name from the Bureau of Animal InduslIy even when it was
not actually importing cattle or beef. The actual importer was the
Yulo King Ranch owned by Marcos associates Velasco and Yulo.l23

The 4,047-hectare Yulo-King Ranch in Palawan supplied meat to a captive

govemmentmarket State-owned enterprises, including the Armed Forces and those

five-star hotels taken over by the GSIS, purchased their meat producls from this

ranch. Military resources, such as security from the Philippine Constabulary and the

transportation of caUle and other materials'by Air Force planes, were also used while

the cattle ranch was under construction in 1975.124

As state intervention helped transform the meat induslIy into a fiefdom of the

Benedicto-Velasco tandem, the Yulo-King Ranch became one more glaring eiample

of political patronage. When PIMECO rehabilitated tlIe Plant Complex at

GSIS/MPCP expense in 1979, it asked the MPCP to contract the services of the

Ranch's newest subsidiary, instead of some other local firm which would have

charged less. King Ranch Management Service Pty. Limited, the new Velasco-Yulo

firm chartered under Australian laws, easily obtained the contract. It introduœd

additional machineries and equipment.l25 These were purchased both in foreign
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currency and at an overprice from Prowse's Australian business contacts.

This pattern of crony-business diversification gained financial support from

a string of precedent-setting decrees issued by Marcos. One decree, for example,

expanded the Ranch to 40,000 hectares by taking over certain idle public lands. The

same decree converted it into astate "experimental ranch." Rence, an annual

government budget of $2.7 million had to be set aside!26 Another one made the

ranch the sole unloading and discharging point for ail imported cattle, irrespective

of whether they were for breeding or slaughter.127 With Yulo's clout now firmly

established, Marcos designated him as the ruling party's (Kilusang Bagong Lipunan)

political leader in Laguna.

Completing the meat cartel was the Phil-Asia Food Industries Corporation

whose "mandate" was to process soya beans into cheap, high-protein food and meet

ail feed requirements of the country's livestock and poultry industry. Like PIMECO,

it was formed by Benedicto in 1975 and run by Sabido. Yulo held a directorship.

At Marcos' intercession, the Phil-Asia plant received heavy funding from state

financial agencies. These included the Development Bank of the Philippines and the

National Food Authority, which sunk in a total of $40 million. Commodity loans

from the World Bank amounted to $43 million; this was in addition to $52.7 million

in foreign currency loans with the US Export-Import Bank which carried a

Development Bank guarantee.l28

There was one problem, however. Nobody ever bothered to plant the soya

beans. Foreclosure of the plant was authorized by the Aquino government in 1986.
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But Phil-Asia's assets had by then degenerated to only $13.4 million. Sorne P2

million in physical assets were a1so discovered to have been transferred to the

GSIS/MPCP Plant complex and made to appear that depreciation in market value

arose from their sale and/or use for Plant operations.l29

The covert motives of the Benedicto-Velasco cartel may be finally discemed

from its stewardship of the Meat Packing Plant. The food programmed policies of

govemmentwere virtually disregarded by PIMECO through what the GSIS identified

as its failure: 1) to supply processed and canned meat to govemment rolling stores

and KADIWA stationery centers and rolling food centersj 2) to provide for field and

combat rations to the Armed Forces of the Philippinesj and 3) to acquire and

operate pasture areas, factories, packing houses, refrigeration plants, and related

facilities for its manufacturing operations.1JO

Surprisingly, PIMECO's arrearages in rentaIs added up to P12.6 million, in

excess of the three-year cumulative rentaI limit under the 1975 Lease-Purchase

Agreement.13I This should have been sufficient to terminate PIMECO's contract.

But the joint GSIS/MPCP board (itself composed of people close to Benedicto) did

nothing. Instead, it even allowed PIMECO to obtain advances for real estate taxes,

fire insurance ptemiums, and other expenses in the guis~ of a deposit for future

GSIS subscription on PIMECO's increase in capital stock.132

It took a change of govemment for the GSIS board to rescind the 1975

Agreement with PIMECO.133 The GSIS action in 1986 followed the sequestration

of the Plant Complex on charges that "the funds invested in this company were [in
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fact] ilIegally obtained."134

The Marcos regirne uséd to defend many favored private firrns in terrns of the

need for quality consumer goods at lower costs. In fact, as noted earlier, the policy

justification for state chartering of MPCP was to make the prices of meat products

affordable to the masses, by way of centralizing in one parastatal key processing and

canning operations. But our case analysis shows just how the exact opposite occured.

Gains from operating the Plant complex were essentially confined to Marcos' cronies

who controlled the Philippine meat industry via a well-entrenched cartel. Hence, the

protectionism that martial law and the technocrats sought to dismantle in order to

promote market competition was replaced with patronage and selective intervention.

This only bred a new oligarchy allied with foreign capital.

Public Policy Toward Monopoly: The Case of Philippine Air Unes

The Philippine Air Lines (PAL) markedly differs from the rest of our cases.

This is because PAL can easily be defended as a natural monopolyl35 better handled

directly through a state-owned enterprise.

In fact, it was the lirnited size of the Philippine airline market tbat tecbnocrats

like Economie Planning Minister Gerardo P. Sicat cited in supporting GSIS

investments leading to PAL's acquisition in 1977. State ownership was deemed

necessary to achieve the advantages of large-seale production, but prevent the
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(private) monopolist from restrieting output and raising priee. 136 The airline was also

h~ld to be strategie in nature sinee its domestie routes provide a vital Iink to the

country's 7,100 islands. Over 60 per cent ofthese service points are unprofitable and

are, in effeet, subsidized by PAL's international flights. 137

However, as the PALcase reveals, the implementation of sueh straightforward

eeonomie principles eneounters difficulties when these prineiples induee patterns of

rent-seeking responses from the public monopolist itself. PAL, for one, had a long

history of state investments and priee regulation by the Civil Aeronautics Board prior

to beeoming a GSIS subsidiary. But the personal and partisan ends PAL mainly

served under the dietatorship distorted the very monopoly-eum-strategie eharaeter

for whieh it assumed a public eorporate form.

Rubicon Ine., owned by Benigno Toda's family, was PAL's major equity

holder before martial law. Toda was a politieal protege of President Diosdado

Maeapagal, Marcos' predeeessor. But Toda suceessfu11y eultivated political ties with

Marcos by supporting his presidential reeleetion in 1969. This was around the time

Rubicon bought out Pan American Airlines and inereased its equity in PAL from 52

per cent to 75 per cent. The GSIS held 24 per cent. When martiallaw was declared

in 1972, PAL and its erstwhile domestie competitors, Filipinas Orient Airways and

Air Manila, were a11 placed under Philippine Air Force control presumably to

prevent possible communist infiltration of the airline industry. The following year,

Marcos ordered Filipinas and Air Manila to merge with PAL. This order was

rescinded later on, but by 1974 Marcos had ehosen PAL to be the only scheduled
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domestic carrier. Toda profitted much from a one-airline (domestic) aviation policy

which Marcos asked the Civil Aeronautics Board to implement in 1974, allegedly in

response to the worldwide oil crisis. l38

But PAL began to suffer sharp decline in profits owing to successive increases

in fuel prices and the continuing fall of the peso to the U.S. dollar after 1974.

Toda's relationship with the Marcoses soured when a steadily rising PAL debt forced

Toda to bill Mrs. Marcos twice for the flight expenses she and her "blue ladies" (i.e.,

the wives of pro-Marcos politicians) had been accumulating. The bill reflected

Imelda's frequent and lavish trips abroad in the guise of diplomacy.1J9 PAL was

likewise used to fly the Marcoses' personal friends and business dummies into the

Philippines after martiallaw. This was done under the pretext of promoting export

oriented industrialization and initiating foreign investments.

At that time Toda presented his bill, Imelda and her cronies had already

accumulated a reported total of $6 million in expenses. But Toda mustered enough

courage to charge $3 million, giving Imelda a 50 per cent discount.140 Toda's bold

move was also in anticipation of another series of unpaid bills in view of the

upcoming 1978 elections. Imelda and her teammates under the Kilusang Bagong

Lipunan, the regime's umbrella organization, were expected to campaign across the

country and distribute cash and goodies using PAL facilities.

This move made Toda one of the "ovemight enemies" of the Marcos regime.

In 1977, Marcos began to engineer PAL's takeover by the GSIS. He initially

directed the PAL board headed by Toda to enforce its 1966 resolution increasing
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capitalization ten-fold. This was made to appear as an effort at building up PAL's

capital base to match the rapid growth of its indebtedness in the face of inflation -

a requirement that Toda's Rubicon obviously could not meet.

Marcos then took advantage of Rubicon's financial situation by asking the

GSIS board to buy ail new PAL shares and require Toda to repay his GSIS loans.

Toda once again defaulted and was sacked.141 Under duress, Toda agreed to convert

Rubicon's loans into GSIS majority (96.4 per cent) equity in PAL.142 In 1978, with

state takeover finally effected, Marcos decreed a new franchise for PAL,

accompanied by tax exemptions and unconditional state guarantees for ail types of

loan repayments.14J

To complete the "Marcos coup" at PAL, Imelda personally handpicked

Roman Cruz, Jr. as president and chief executive officer. This was "to ensure that

misunderstandings regarding the billing of Imelda's flights would no longer occur."I44

The seats in the PAL board were similarly distributed as politicallargesse to Marcos'

loyal political followers, ail of whom, like Cruz, proved to be inexperienced in

commercial airline management. Between 1977 and 1986, the board had cronies

Geronimo Velasco, who was also energy minister; Hans Menzi; and Ricardo Cu

Unjieng. Technocrats in the board included Finance Minister Cesar E.A. Virata;

Trade Minister Roberto V. Ongpin; Budget Minister Manuel Alba; Central Bank

Govemor Jaime C. Laya; and PNB President Panfilo Domingo. Again, these

appointments were issued under the so-called "Marcos Constitution" of 1973.. It

vested in the President the exclusive power of appointing ail top officiaIs of the
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national government, in the absence of a legislature and even after a rubber-stamp

parliament or Batasang Pambansa was set up in 1978.

Under GSIS ownership, PAL gained notoriety as Imelda's private airline.

Many of its domestic and international f1ights were chartered solely for the use of

Imelda and her party during their shopping sprees abroad and for ostentatious

parties given by the Marcoses for their friends across the country.145 These bIatant

instances of misuse and abuse of government resources were known to many,

especially among PAL employees. But nobody ever dared to criticize or complain

against these practices for fear of being harassed or forced to resign by PAL's

management which was undoubtedly loyal to the Marcoses. As some of PAL's jets

were 1leased" to the Marcoses and their cronies, its management also had to rely on

a number of defective airbuses to f1y foreign routes Iike Hongkong. These so-called

"f1ying coffins" provoked intense public criticism because of the hazards they posed

for passengers and airline crew alike on several occasions. l46

PAL funds were further funnelled into lucrative ventures abroad. Cruz

himself used these funds to purchase precious real estate properties in California Iike

Stockton -- expenses which had absolutely no relation to the operations of a

government-run airline. l47

Equally important, PAL figured prominently in the "overkill strategy' of the

Marcos regime to insure its overwhelming victory in every rigged election. The use

of PAL resources became even more pronounced in the 1984 Batasang Pambansa

and the 1986 presidential elections because of the growing strength of opposition
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groups and waning American support for Marcos. PAL planes were chartered, free

of charge, to store and/or transport fake election ballots and election returns, padded

ballot boxes, and cash dole-outs to ward leaders of the Ki/usang Bagong Lipunan.1'1l

These were, of course, in addition to the special aircrafts which f1ew the Marcoses

and their KBL candidates (some of whom were also PAL board members) during

their campaign sorties. The partisan use of state corporations like PAL was

especially rampant in acknowledged opposition bailiwicks Iike Region III (Central

Luzon), Region IV (Southern Tagalog), Region V (Bicol), and Region VII (Western

Visayas).149 Hence,

[w]ith the decision of the larger segment of the legitimate
opposition to participate despite the obvious built-in unfairness in
election laws and institutional safeguards, the participating opposit~on

had to virtually contend with other inequalities typical of a
demonstration type of electoral contest. The resurging remnants of
the old political parties that were put together to form a nucleus of the
opposition's organizational machinery ... were pitted pitifu1ly against
no less than the entire governmental machinery from the top to the
lowest barangay (local community organization). This enabled Marcos
and the KBL to have complete control over the mass media, public
programs, services and resources utilized for organizational and
campaign purposes as weIJ as in buying political leaders and
voters....1SO

Expectedly, throughout Cruz's leadership (1977-1986), PAL was a poorly

managed organization and a steadily losing investment for the GSIS. In fact, PAL

alone, of a1l its subsidiary corporations, had a consistent record of annuallosses as

shown in Table IV.1. Lasses for certain years Iike 1979 and 1980 would have been
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Table IV.I
PAL's Financial Condition

(1977-1985, in million pesos)

Item '77 '7S '79 'SO 'SI 'S2 'S3 'IW 'ilS

Net .01 .01 .01 -.39 -.59 -.23 -2.34 -.29 -2.13
Income

Return on 0.0 0.0 0.0 -0.6 -0.9 -0.6 1.64 0.2 0.4
Equity

SOURCE: Raul L. Locsin, ed., Business Day Corporate Profiles 1982 (Quezon Cil~':

Business Day Corporations, 19S2), p. 17S; and Commission on Audil.
Philippine Airlines, Ine.: Annual Report for the Fiscal Years Ended
Man:h 31, 1990 and 1989 (Quezon City: Commission on Audil. 1990).

greater were they not offset by the sale of equipment.

The manner in which PAL was operated, and its funds appropriated by the

GSIS, obviously departed from its strategie characler as sole flag-carrier. With an

increasing volume of revenues used to defray Imelda's international junkets and the

Kilusang Bagong Lipunan's political aclivities, PAL international nights failed to

subsidize many unprofitable provincial routes. This led the PAL ~oard to orten

resort to either one of two available policy options: 1) to eut down on unprofitable

service points; or 2) to raise domestic fares, sometimes even to overpriced levels.

Either one had the "detrimental effect of decreasing tramc" for PAL,151 in

. contradistinclion to the alleged "national service" imperatives of state takeover of

the ai rline.152

The natural monopoly argument in favor of state ownership of PAL,
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other hand, only gave rise to other forms of crony monopolies, without the benefits

of large-scale production. In an effort to minimize the red ink, Cruz sougbt the

direct intervention of the Marcoses. Local competitors were first swallowed up by

way of retaining the combination of GSIS equity ownersbip in PAL and the Civil

Aeronautic Board's one·airline policy even after tbe paper-lifting of martial law in

1981. When this proved inadequate, the PAL board requested govemment financial

assistance. This strategy was also meant to allay fears of govemment employees "that

a big sum bas been unnecessarily invested [in PAL by the GSIS using their

membersbip contributions)."m GSIS interests in PAL were thus supplementt:d in

1981 with funding from another parastatal, the National Development Corporation

(NDC), wbere Ongpin was chairman. PAL capitalization was hiked from Pl billion

to P3 billion. Of this amount, as much as PSOO million were diverted from the NOC

into PAL. This secured Ongpin a nice-paying directorship in PAL. It also paved the

way for Imelda's uncle, Eduardo Romualdez, to become PAL chairman in 1983

because of bis interests in NDC and its joint ventures with MNCS.1S4 After

Romualdez was named Ambassador to the U.S., Imelda decided to assume direct

control of PAL as board chair.

Notwithstanding the equity infusion by NOC, losses still mounted as

previously cited in Table IV.1. By 1983, PAL's state-guaranteed loans from foreign

banks already totalled $439.4 million. After the very higb interest rates of the 1983

economic crisis were added, PAL became one of the biggest debtor-corporatioDs in

the developing world. 1SS Desperation then led Cruz to ask Marcos to let PAL
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monopolize the flights of ail Filipino contract workers leaving for overseas

assignments. ISII A more desperate move came a month later when the PAL board

went as far as proposing a system of "standard ticketing" that would give PAL control

of the cash and markets of other airlines. Under this controversial policy proposaI,

PAL alone would issue tickets for ail contract workers:

.. , by centralizing the ticketing, PAL can get hold of and utilize the
cash flow of other carriers flying the contract workers out of the
Philippines.... Furthermore, through detailed documentations handed
in for ticketing, PAL will soon get at the sources of the labor market
and can easily monopolize the labor traffic at the expense of other
international carriers who will stand to lose such business.157

Apart from desperate attempts to corner markets, the airline monopoly

opened up a variety of non-competitive rents, even for cronies who had no vested

interests in PAL's corporate viability. Figure IV.4 is a configuration of the ties

between the rentier corporations that benefitted from a one-airline policy of the

Marcos regime. The Panlilio and Enriquez families, well-known Imelda-cronies,

became PAL's sole caterers. The newspaper publishing corporation of Hans Menzi,

also a member of the PAL board, handled the reading subscriptions for all PAL

f1ights. PAL's insurance cover, on the other hand, was monopolized by Roberto

Benedicto's Integral Factors Corporation, similar to the other GSIS subsidiaries.

Finally, all airport duty-free shops which PAL carried through its advertisements

were placed by presidential fiat under the ownership of Gliceria Tantoco, Imelda's
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personal confidant.'Sll

To the extent that a public monopoly like PAL succeeded in warding off

domestic challengers and increasing foreign competition, it became a convenient

policy instrument for concealing its indiscriminate use by the Marcos regime.

Marcos claimed that "the concentration of economic power increased economic

efficiency."159 But the PAL case suggest otherwise. As the World Bank pushed for

PAL's privatization in the wake of creditor-Ied bail-outs after 1981, Cruz defended

PAL's ballooning deficit in terms of other, non-commercial considerations: "The

country needs the airline as a marketing arm .... [because]linking the Philippines to

the world is not only our mandate but our lifeblood."'60 Yet, in spite of what

appeared to be its paramount public objectives, there were so Many instances of PAL

Oightsbeing chartered for personal use, overpriced domestic fares, terminated service

routes, defective aircrafts, i1\egal diversion of funds, and incompetent, crony-dictated

airline management. It is also doubtful if the claim to economic efficiency could be

sustained by govemment-decreed preferences and cheap, govemment-guaranteed

loans.

As the public-private distinction in the Philippine economy blurred

completely, so did the treatment of strategic public monopolies vis-a-vis other,

proprietary enterprises. PAL's conversion into a tool for the preservation and

enhancement of the pro-Marcos elite's political power did not differ much from the

way the other GSIS subsidiaries functioned. Consequently, PAL, too, faltered under

the weight of cronyism and mismanagement. The intimate intermeshing of interests
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between public enterprises and the crony private sector only reveals the covert

motivesl61 behind deepening state involvement in the economy.

Summary

As the array of cases indicate, the legacy that cronyism left in the Philippines

was both economic and political. Access to public resources and unbridled capital

accumulation were reserved to favored individuals and firms on which Marcos

increasingly depended for political support. This was achieved through a conscious,

interventionist state policy of forming or taking over essentially commercial

enterprises, despite the obvious lack of developmental purposes. In tinte, tliese firms

came under crony-control or "ownership." Within the legal and political framework

of one-man rule, the Marcos cronies easily gained extremely liberal govemment

incentives; selective tax exemptions; presidential-decreed monopolies and captive

markets; easy and privileged access to credit from local and international financial

institutions; and monopolized access to valuable market information available only

to the government Wbere these methods did not suffice, military force was used as

a factor in economic competition. These findings explain why actual or aspiring

business groups, like the cronies, may actually support the expansion of the state in

their long-term interest. Non-competitive or monopoly rentierism in the government

corporate sector underscores the crucial Iink between state intervention, economic
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plunder, and repression in aid of business empire-building.

We therefore close this chapter with a paradox: If entrenchinga chosen subset

of the elite in the govemment corporate sector was indeed central to authoritarian

mie, then "state entrepreneurship" became a form of "privatization" in the most

perverse manner. This brings to fore the issue of the "public-ness" of state

enterprises in the Philippines. Equally important, it suggests why President Aquino's

privatization -- despite its reformist intent -- would not exactly be a smooth process.
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161See Leroy P. Jones et al., "Role of Economie Factors in Determining the
Size and Structure of the Public Enterprise Sector in Less Developed Countries with
Mixed Economies," in L.P. Jones, ed., Public Enterprlse ln Less Developed
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Il is customary for scholars Iike Jones to classify the basis of state
entrepreneurship into either Ideologlcal (e.g., ideological predilection or
ccnsolidation of economic and political power) or pragmatlc (historical heritage
and inertia, developmental objectives, institutional responses to economic problems)
considerations. As we suggest in this chapter, pragmatic considerations .- which
seem to apply more to the Philippine case -- ought to be further viewed in terms of
unstated objectives and activities of public enterprises as weIl as the interplay of
dominant interests therein.
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CHAPrERV

CORPORATE REFORM AMIDST DEMOCRATIC RENEWAL

Institution of reforms in the process of
restoring the free market mechanism bas thus
constituted the primary foundaticn for the
recovery of the economy.

Philippine-American Chamber of Commerce
President Bernardino Ronquillo l

The People Power revolution of February 1986 ushered in the process of

transition from authoritarian rule to redemocratization in the Philippines. The overt

intransigence of the Marcos regime in ensuring free and honest presidential elections

on 7 February 1986 finally drove thousands of Filipinos to stage a successful uprising,

following a coup attempt against the Marcoses by the reformist faction of the

military. The phenomenon of people power thus defied the simplistic notion that

demonstration elections only prop up dictatorsbips, as Filipinos refused to bring the

argument to its logical conclusion.

President Aquino believed that the first and foremost task of her newly

installed govemment was democratic restoration. As she repeatedly stressed, hers

was merely a transition government mandated by the people "to reestablish

democracy and secure our freedoms by the separation of the powers that had come

into my bands."z Aquino proceeded to convene a Constitutional Commission 10 draft

a new Constitution. The 1987 Constitution clearly reflected Aquino's vision of the
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transition process to democracy. It guaranteed basic individual rights and liberties,

scheduled national and local elections, and called for the reconstitution of

democratic institutions either abolished or neutralized by martiallaw.3 For their

part, Aquino's Cabinet members and political advisers worked hard to immediately

transfer to these institutions the vast and extraordinary powers of a revolutionary

. govemment which were reposed in the President under Proclamation No. 1.4 The

disdain Aquino and her supporters felt for one-man rule made them reluctant to use

their extensive legal authority for partisan purposes.

The collapse of the Marcos dictatorship and the retum to representative

democracy under Aquino, however, did not necessarily put an end to the rapid and

~rious decline of the Philippine economy. By 1986, around 60 per cent of Filipino

families were living below the poverty lïne. Real per capita income had fallen more

than 16 per cent from its 1982 high. Over a quarter of hie workforce was

unemployed or underemployed. The country was also saddled with the burden of

repaying extemal debt exceeding $27 billion. On top of all this, Aquino inherited

from Marcos a national govemment that was virtually bankrupt, with the losses and

debts of some 300 state-owned enterprises.

Economic reform was crucial to the survival of the new democratic regime,

especially since Aquino needed to retain the political support of the non-crony

business and middle classes in the fa()e of endless threats from pro-Marcos elements,

the rigbtist faction of the military, and the communists. Reversing the economic

decline therefore became a key objective of the Aquino govemment. It is iD this
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context that Aquino moved to correct the long-standing distortions and inequities in

the economy through "neo-orthodox" or market-oriented solutions which called for

a significantly reduced role for the state and the creation of competition. One vital

solution Wll.S privatization. A1tbough Aquino's commitment to privatization appeared

genuine, it was unclear how far govemment corporate ref~im wouId go. Would

corporate reform and complementary economic Iiberalization policies merely undo

the worst aspects of Marcos' crony-controlled economy and restore an updated

version of the pre-martiallaw economic order? Or would these reforms also address

fundamental problems that predated cronyism, particularly the unequal distribution

of income, the skewed structure and ownership of markets, and the collusion of the

economic and political elite? In the present chapter, we assess the new govemment's

approach to economic recovery by examining the debates and influences surrounding

divestiture policy as weil as the critical issues that arose therefrom.

Intermeshlng Interests Behlnd Dlvestlture Pollcy

The policy formulation process we chart in this chapter was not without its

influences and interplay of powerful interests, despite the absence of ~enuine

opposition to a policy of divestiture. 8uch policy was the result of exogenous and

domestic political pressures to reverse the kind of dirigisme associated with one-man

mie. Extemal pressures, however, were much more impelling since privatizatioD was
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initiated by Marcos in the wake of the worst economic debacle triggered by the debt

crisis. Badly needed loans were at stake when Aquino took over an ailing economy

and fully adopted Marcos' unenforced privatization decrees to assure international

creditors of continuity in public sector reform policy.

International Credltor Pressures for Corporate Refonn

The dominant role played specifically by multilateral and bilateral aid

institutions in defining the scope and direction as weil as the timing of public

enterprise reform serves to link economic policy under the Marcos and Aquino

governments. To some extent, it also reinforced the prevailing pattern of economic

domination of the Philippines by American business interests in a time of democratic

resurgence. This is because the U.S. is the biggest fund contnbutor and, as a

corollary, the major voting power, in those creditor-agencies directly involved in

(U.S.-backed) privatization policy in the Philippines and elsewhere in the developing

world.5 Multilateral agencies (i.e., their membership is drawn from several donor

countries led by the U.S.) generally complement American bilateral (or country-ta

country) channels of lending Iike the U.S. Agency for International Development

(USAID). The World Bank has an international focus and performs a fair amount

of structural adjustment lending based on conditionalities Iike privatization. The

International Monetary Fund (IMF), a sister agency of the World Bank, has more

of a balance-of-payments focus and is primarily concerned with shortages in foreign

exchange reserves in the Philippines. The Asian Development Bank (ADB), on the
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other hand, has a regional (Asia-Pacific) focus. ADB does not deal with broader

structural adjustment, although it is involved in policy lending to specific sectors and

capital investment types of projects. American support for market-oriented

adjustment policies, it should be noted, increased over the last decade or so, as

debtor-nations suffered from acute balance-of-payments problems and the impact of

the recession.

Foreign creditor interest in the privatization of Philippine public enterprises,

in particular, had its origins in the early 1980s. Extens' le studies on the public sector

were produced by government and academic institutions alike,6 as the legitimacy of

the Marcos regime waned amidst an unfolding economic and political crises. These

new studies generally challenged the claim that the country's major problems could

be traced primarily, if not solely, to international shocks. Government-owned and 

controlled corporations (GOCCs) were definitively pinpointed as accounting for the

bulk of the public sector's external debt (please refer back to Table 111.4), given the

unprecedented expansion of the govemment role in financial and product markets.

Adverse public reaction generated by such assessments of the GOCC sector

in the Philippines coincided with multilateral initiatives in pushing for a greater role

for the priee mechanism in allocating resources in less developed countries (LDCs).

The "neo-ortbodoxy" that permeated multinational banks was largely a reaction to

. the failure of (over-extended) public sectors to respond to the challenges posed by

successive oil crises in the 1970s, the worldwide recession of 1981-1982, the changing

demands of global capitalist markets, and increasing levels of poverty in LDCs.7 The
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World Bank's famous Berg reporfl provided the fust comprehensive critique of the

economic, financial, and distributional performance of LOC parastatals, especially

those in Sub-Saharan Africa. That state-induced growth and central planning have

generally fostered the rapid expansion of the public sector without accomplishing

much of the original imperatives of development was the theme of this report that

Marcos' technocrats and their World Bank collnterparts often cited in proposing the

privatizaticn solution. As Berg stemly wamed, unless "there is a change in the

operating effectiveness of parastatals, particularly in industry, they will not take their

proper place as growth points."9 Since then, many African and Latin American

govemments have embarked on a variety ofprivatization strategies with World Bank

funding and technical assistance. The Marcos regime was no exception, which

indicates that multilateral interest in Philippine divestiture policy was partly

ideologically motivated.1o

Assessments of this nature had a great impact in mobilizing U.S. govemment

and foreign creditor opposition to Marcos, especially as favoritism and crony loan

defaults proved harmful to their economic interests. By 1984, negotiations were

started in eamest by Marcos' technocrats for "salvaging" the GOCC sector. The

World Bank was tapped to finance the project after it offered a $300 million policy

based loan in April 1983, known as Structural Adjustment Loan II. This loan was

meant to complement the crony bail-out fund of 1981. One of its conditionalities

was the so-called "rationalization" of the policy framework for the GOCC sector.

This was operationalized in terms of three components: 1) financial reform of the six
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state-owned banks (including the GSIS' Commercial Bank of Manila) through

corporate restructuring and the disposition of their non-performing assets; 2)

reduction in the number of public enterprises through abolition, merger,

regularization, conversion, or privatization; and 3) development of a strict system for

monitoring and coordinating govemment corporate performance.11

Although the then Presidential Commission on Reorganization -- the

predecessor of Aquino's Presidential Commission on Govemment Reorganization 

- was the lead agency from the Philippine end, the World Bank was heavily involved

in a11 the details of the year-long policy-making exercise which lasted until January

1986. Fo11owing World Bank guidelines, the GOCC sector was thoroughly

invelltoried. For the first lime, the Marcos regime fina11y got an idea of the enormity

cf the sector and the seriousness of its problems. Each govemment-sector module

in the Commission's report was covered by detailed terms of reference drafted by a

Bank advisory group. AlI these comprehensive studies were cleared not only with

the appropriate Philippine govemment agencies; they were minutely reviewed by

Bank technocrats from Washington D.C. Endless drafts of two proposed presidential

decrees on govemment corporate reform had to be revised again and again to

comply with the terms of reference defined under Structural Adjustment Loan

II.12

Serious disagreements between the Commission on Audit and World Bank

officiaIs in Manila arose on the matter of differential treatment for GOCCs. ln two

annual reports, the Commission on Audit insisted that public enterprises should not
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be exempted from state audit during the budgeting phase (i.e., pre-audit) and after

the disbursement of funds (post-audit).13 World Bank officiais opposed the proposai

for fear of political (or crony) circumvention of accounting procedures. Instead, they

proposed the inclusion of private auditors in the Commission on Audit's post-audit

teamY

The stalemate was broken in favor of the World Bank when an !MF Stand-by

Agreement imposed the requirement of private audit15 This was, in fact, instituted

as one of several central financial controis for the fourteen largest non-financial

GOCCs in order to meet !MF ceilings on public sector borrowing and transfers to

the GOCC sector.16 The "tactical alliance" between the Philippines' two biggest

i:reditors prevented an imminent politica1 showdown between state auditors' and

World Bank officiais. The Commission on Audit, however, managed to extract a

concession in the form of a ban against ~xempting any GOCCs from mandatory

audit

As the Presidential Commission on Reorganization-World Bank negotiations

progressed, it also became evident that the World Bank was bent on ~aking

privatization a "postulate" of public sector reform. This was strongly endorsed by

IMF officiais as part of a package of conditionalities under a 1984 stabilization loan.

Under this loan's "enhanced monitoring scheme" (i.e., an annual review of fiscal and

monetary performance), it was agreed upon by the IMF and the technocrats that the

extent of implementation of privatization would be among the criteria to pe

reviewed.17 This scheme provided some of the fust consolidated data on the size and
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operations of the largest GOCCs. The IMF, backed publicly by the Reagan

administration, later went a step further. It pushed vigorously for the abolition of

the sugar, coconut, and grain monopolies of Marcos' cronies. This was made a

precondition for a 1985 trade agreement concluded by the Marcos government with

the V.S. 18

For its part, the Manila-based ADB made sectoral lending to public

enterprises like the Philippine National Oil Company conditional on outright

divestiture of its subsidiaries. In 1985, as the Presidential Commission on

Reorganization and the World Bank prepared to launch a massive divestiture

program under Marcos, the ADB and the V.S. government co-sponsored the first

international conference on privatization in Manila.19 As a top ADB official

admitted, the privatization thrust of ADB clearly reOects the V.S. government's lead

in "pushing for private enterprise and market determination of prices and an open

economy in which competition could take place."211

The most significant output of the year-long policy exercise was the adoption

of a policy on privatization by means of two decrees, among the last Marcos

promulgated before his downfall. Presidential Decree No. 202921 laid down the basic

policy framework for the creation and regulation of public enterprises. Presidential

Decree No. 203022 prescribed "the orderly disposition of certain assets of govemment

institutions" hy creating an Asset Privatization Trust. Both decrees had "World Bank

consultants and advisers '" 'consulted' on every line, phrase and word."23 The role

of the World Bank in pushing for the enactment of these two decrees was a
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definitive one in that the final version required the stamp of i15 approval for the

release of the last tranche of Structural Adjustment Loan II.

The U.S. govemment and U.S.-controlled lending institutions gained even

greater political influence under the Aquino govemment. The Reagan

administration made the clever move of being the first to recognize the legitimacy

of the People Power revolution, even before it e.:ded; the Soviet Union openly

backed Marcos. American political emissaries were la1.er instrumental in convincing

Marcos not to resort to bloodshed during the revolution alid in finally offering him

asylum in Hawaii as his regime collapsed in 1986.

!MF approval for over $500 million in new credit facilities was initially

obtained by AC)uino's technocra15 in July 1986 to finance the country's already

crippling balance-of-paymen15 shortfall. This was an essential prerequisite- to short

term stabilization and medium-term recovery. More precisely, it served as a "seal of

approval" for prospective negotiations on cOlIllDercial debt restructuring and for

securing new loans and gran15 from foreign creditors led by the World Bank.24 ln

retum, the AquiDl. govemment had to agree to a package of structural adjustment

policies and performance targe15, some of which were politically difficult. These

included import and foreign exchange liberalization, tax reform, and the restructuring

of state financial institutions w!lich held most of the crony firms bailed out under

Marcos.2S

To these IMF conditionalities, the World Bank imposed another one when

it released i15 $300 million Economic Recovery Loan package in March 1987. It
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came in the form of a comprehensive "rationalization" program for the Philippine

public enterpise sector. An'additiona: $10 million for technical assistance was

infused by the World Bank for this purpose.26 When the privatization program under

Proclamation No. 50 finally got under way, another $200-million Government

Corporate Reform Loan was approved by the World Bank and co-financed by five

other international creditors. Disbursals were made in three separate tranches

between 1989 and 1992, on the basis of certain targets which the Philippine

government was expected to meelri

Under Aquino, the World Bank and the IMF were further joined by non-bank

foreign donoTS like USAID and the United Nations Development Programme

(UNDP) in ensuring that the new administration would pUTSue Marcos' public

corporate reform program. Both USAID and UNDP had been persistent critics of

the crony monopolies under one-man rule.

USAID drastically shifted its main focus in the Philippines from community

based projects related to U.S. military facilities, to outright bilateral support for a

"private sector strategy" after Aquino came to power. The shift followed an

exhaustive report in which USAID severely indicted Marcos for giving his rentier

cronies more than ample "monopoly and monopsony power," 50 that these cronies

could "maintain and expand profits without having to become innovative and cost-

. effective as should be the case with 'infant' industries."Zll USAID's post-1985 policy

specific thrust was thus premised on the belief that "sustainable economic growth

depends on a dominant role for the private sector and the assurance that market
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forces, DOt government fiat, establish signais wnich drive investment.n29 This bilateral

agency also sponsored the International Conference on Philippine Opportunities for

Entrepreneurs and Investors, or PHOENIX, in December 1986. It was in this

conference of top foreign investors that Aquino formally unveiled her privatization

policy as linchpin of government cOl'porate reform.3G

UNDP tied its aid to a sirnilar market approach to development, when it co

funded with USAID the individual corporate studies prepared by the Presidential

Commission on Government Reorganization in 1986. Two years later, UNDP

devised a Technical Assistance Project for restructuring the Philippine GOCC sector.

Its completion was among the conditionalities the World Bank imposed for the

release of the Government Corporate Reform Loan.31 In both projects, however,

UNDP made clear that it was treating foreign aid Iike capital investment which

moves in a very competitive market: "[c]ountries which offer good opportunities for

foreign aid and for efficient use of it, will attract more compared to those that do

DOt."32 By "good opportunities" is actually meant a political and economic climate

conducive to capital investment.

For its part, ADB complemented UNDP's policy plank by chllnneIling support

for privatization through the development of rudimentary Philippine capital markets

under a $200 million loan.33 This was in response to the lack of foreign buyers which

had been a major cause of delay in the divestiture of high-profile govemment

corporations. Nonetheless, the ADB loan was also premised on the presumed

superiority of Ü'e private sector which supposedly "leads to & more efficient use of
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resources"; ADB believed that privatized firms are "forced to respond rapidly and

efficiently to changes in market demand and economic conditions."~

The foregoing iIIustrates the pervasive role assumed by foreign interests,

especially the U.S.-World Bank conglomerate, as the Philippines underwent systemic

change. Wheareas multilateral agencies initially pressed for privatization to

discipline the cronies who exploited their ties with Marcos to gain politicalleverage

over foreign capital, the post.1986 period reOected their renewed interest in assigning

to the private sector a primary role in the economy. As we have indicated here,

foreign loan and aid packages to Aquino's government were premised on

streamlining the public corporate sector and accelerated divestiture, similar to many

other debt-driven economies in Africa and South America. In turn, the sale of

essentially proprietary or commercial firms was expected to boost private

entrepreneurial activity and eventually expand capital markets in the Philippines.

Again, the aforecited situation exemplified a combination of political and

ideological motives behind multilateral prescription of privatization as an economic

reform strategy. At the same time, the "debt connection" which became the political

leverage of international creditors and donors virtually closed out possible policy

alternatives to privatization. These alternatives include the reorganization of

parastatal management and the restructuring of parastatal operations, instead of

their outright dissolution or sale.

172



•

•

•

Domestlc and Foreign Business Interests

Creditor interest in Philippine privatization reinforced the vital role that

Aquino assigned to the broader, non-crony private sector. Aquino sustained her

administration's generally harmonious relationship with the domestic private sector

ail throughout her six-year term of office (1986-1992). Survey data on the private

sector's views are clearly indicative of business' rapprochement with the new

govemment. From March to August 1986, a poli was conducted on 243 of the

largest 1,200 corporations in the Philippines. Its results are presented in part under

Table V.l. Generally, business appeared cautious about the economic prospects of

the Philippines. Half of the respondents believed that economic uncertainty

,remained, and over 90 per cent felt that the task of economic rehabilitation would

be a slow and painful one. On the other hand, questions addressing business

govemment relations in Table V.l suggested a very high degree of optimism about

thepolitical climate. This is especially evident in regard to the prospects for

privatization and other pro-business policies.

Leading Filipino businessmen subsequentiy helped ease the tensions in

business-govemment relations that had emerged from Marcos' selective state

intervention and cronyism. Privatization was hailed by the Filipino and foreign

business cOl'lmu~ities when it was finally implemented in 1987. Powerful interest

groups like the Philippine-American Chamber of Commerce, Philippine Chamber of

Commerce and Industry, and the Makati Business Club lauded Aquino for exhorting

national govemment executives responsible for privatization ta look at the business
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Table V.1
Business Sector Views of Aquino's Economie Policies

(March-August 1986)

Question Yes No Abstain Total

1) Under the new gov't, do you think 84.8 12.8 2.4 100
confidence in thc gov't has been
restored?

2) Do you believe in the new govt's 82.3 13.2 4.5 100
ability to put the economy baek on
its feet?

3) Do you think the gov't and the 85.6 10.7 3.7 100
private sector can still mend their
severely tamished relationship?

4) Do you think the gov't willle.;sen 81.9 11.5 6.6 100
its presence in certain industri,~s

and, in effeet, create a business
environment where private
enterprise will flourish?

SOURCE: Ma. Carolina B. Ibanez, "Big Business Talks on How It Looks Now,"
Business Day: 1,000 Top Corporations ln the Philippines (Manila:
Business Day Corporation, 1986), p. 274.

seetor as model, analyze what accounts for its vaunted effieiency, and bring such

methods and praetices to govemment.3S Apart from a host of eomplementary

libera1ization polieies to privatization that ineluded lifting priee and foreign exchange

controls under Marcos, deregulating key sectors of the eeonomy, and fiscal and

investment ineentives to private entrepreneurs and multinational corporations

(MNCs), so many prominent businessmen also gained key positions in &ovemment

as we shall see later on. In this manner, foreign support for privatization had the

effeet of eneouraging businessmen and market-oriented economists acquire an
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influential voice within the Aquino government.

Bernardino Ronquillo, President of the Philippine-American Chamber of

Commerce, later echoed the sentiments of Manila's big businessmen when he noted

a bullish securities r"'1rket, as shares of several divested assets were then proposed

for public listing. According ta Ronquillo, this reflected "the high level of confidence

with which business views the short term as weil as the long-run prospects of the

economy."36 More than a vibrant and politically supportive busiriess sector, the

competitiveness of domestic markets is perhaps the more crucial determinant of any

successful privatization policy. This is particularly the case among LDCs Iike the

Philippines in view of the chronic shortage of long-term capital. Such a situation

couId leave Many divested assets in the hands of the pre-martial law landed and

industrial elites, as they regain their political and economic power -under a

democratic regime. Where such power is consolidated in a small segment of the

population, excessive purchasing and bargaining power can be wielded by these elites

to gain o'Nl1ership of state assets. Iii the process, rents (or better still, competitive

rents) can be captured by these groups owing to lack of serious buyers, frequent

resort of privatizers to negotiated deals, and the ensuing private monopolies.

Moreover, the prevailing concentration of Phm"pine industries has serious

implications on the presumed efficiency of what is known as the private sector. In

Many instances, industry practices could evolve out of an implied or negotiated

modus vivendi or "rules of competition" among the leading firms or buyers of

privatized assets. That is, they May, over time, evolve among themselves a common
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range of financial policies Iike pricing, credit terms, product lines, and even target

markets.37 Rents accrue to big businesses out of such practices. Privatized firms,

then, can not be expected to perform more efficiently. ln other words, unlcss

competitive market environments exist, the simple shift from state ownership or

control to the private sector will not necessarily result in net benefits to an (aiIing)

economy38 Iike the Philippines.

Under Aquino, the rudimentary character of capital markets posed even

greater problems to privatization. This was because Proclamation No. 50 Clt~1ed

specifically for outright divestiture or sale of high-priced commercial enterprises for

which capital markets -- or more appropriately, equity or stock markets -- were

unable to raise funds for their purchase. Of the top 1,000 corporations listed under

the Securities and Exchange Commission, only 48 appeared on the Philippines' two

stock exchanges as of 1987, with the proportion of shares traded accounting for a

mere 10 per cent to 30 per cent of outstanding shares.39 A significant number of

these firms have been described as "glorified family corporations"CO that are most

Iikely engaged in the above-cited rent-seeking activities, a characteristic shared by

even medium-sized firms. A1so, the volume of trading in these exchanges was quite

small compared to the actual level of capital in business firms. The highly

speculative oil and mining transactions acounted for a large volume of stock market

. trading, when together these sectors constituted less than 8 per cent to 10 per cent

of the total net worth of the top 1,000 firms at any given year.41 What ail these

indicate is that the market for equities still did not fulfill the essential function of a
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developed secondary market, which is to provide Iiquidity to stockholders rather than

cater to stock market speculators.

While Aquino responded to subsequent delays in divestiture through a host

of deregulatory legislations, she failed to cone up with a palicy to encourage long-

term finance through equity markets prior to privatization. Aquino was under

pressuroe from business groups to immediately unload many GOCCs which remained

under crony control. But the public listing of government commercial and industrial

corporations, small investors argued back in 1986, "may just be the needed ingredient

to provide substance to privatization.tt42 Not only are these firms sufficiently well-

established and profitable; these are also, on the whole, able to demonstrate strong

dividend-paying capabilities.

An additional benefit of a (missing) policy of publicly listing divested assets

is the dispersal, and consequent widening, of the property ownership base in the

Philippines. This was expected to result from a greater number of buyers of smaller

shares which require less capitalization. This way, public listing would not only

accelerate (re)privatization, but also boost the shallow stock market by vastly

increasing both capital and investor base with which trading is conducted. A related

consequence would be more financial investment alternatives from which a wlder or

broader private sector could draw in the long term.43 These were critical concerns

for small investors who were very enthusiastic about privatization in 1986:

Initially, it may be necessary for the [Aquino] government to
sacrifice the maximum recovery objective to democratize
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shareholdings, and this is a trade-off that must be thoroughly weighed.
On the other hand, in order to promote public listing, incentives
should be granted to reflect a favourable differential between publicly
owned and c10sed corporations. Improvements in Listing procedures
and the accompanying taxation reforms to remove the bias against
equity financing is also called for....

From another view, the [privatization] Programme may serve as
the impcrus to develop the capital market to fund business growth and
sur>'Ïval, even for firms already privatized. The control of assets by
any one group or a few IndlvIduals be they forelgn or local may be
tempered by management structures, not necessarlly through physlcal
sbareboldlngs. Ir so requlred, bowever, some form of regulatlon May
be adopted44 (empbasis added).

The more sensitive issue of foreign ownership inevitably surfaced in 1986, as

small investor groups batted for public listing of many divested shares during the

consultative meetings conducted by the Presidential Commission on Govemment

Reorganization.(5 They were joined by economic nationalists and some economists

from the University of the Philippines who charged that divestiture endangered

Filipino control over national resources and patrimony, as provided for under the

new Constitution. According to them, big foreign firms and MNCs were strongly

supportive of divestiture because theyare in the best position to bid for coveted state

assets, especially with their ties to top local investors and the Philippines' commercial

and multilateral creditors.46

The politically contentious issue of foreign equity owed to the historically

dominant role played by foreign, especially American, private business in the

Philippines. Foreign firms presently proliferate in almost every secter of the

economy, including so-called "strategic" or "targetted" areas. The banking and
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finance sector is under the effective control of MNCs and their affiliates and

subsidiaries, making up 11 out of the top 150 corporations in 1986. Several

multinational banks Iike the First National Bank of Boston are also the country's

major creditors, allowing them to propose and avail of schemes Iike the debt-to

equity swap for COMBANK in obtaining state assets at substantial discounts. The

Iist does not include the sizeable chunk of shares of stocks held by multi!lational

banks in predominantly Filipino-owned banks Iike the Far East Bank and Trust

Company of Aquino's Central Bank Govemor, Jose Femandez, and the Equitable

Banking Corporation of the Go family, the buyers of Philippine Air Lines' (PAL).

Similarly, the manufacturing and consumer sector has a preponderance of

partnerships between local private monopolÎl~s and MNCs, including Nestle

Philippines, Inc., Coca-Cola BottiersPhilippines, Inc., Colgate-Palmolive Philippines,

Inc., and Philippine Packing Corporation.. Even the energy sector (particularly oil,

gas, and petro-chemicals) concedes a large share of the market to MNCs, 60fwhich

are listed in the top 150 corporations.47

The extent of foreign economic control was pervasive before and during the

Marcos regime. But it became even more pronounced under Aquino, since

economic recovery was "premised on increased inflow of foreign investment"48

Listings of the Philippines' top 1,000 corporations between 1986 and 1991, in terms

of sales, showed that foreign private firms aecount for the first 150 corporations,

excluding already joint ventures. They registered a sales volume of around 5 per

cent to over 8 per cent of total sales of the first 150 co.-porations during these years,
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although their net profit was equivalent to over 70 per cent of the total for the same

corporations in the same period.49 It should be noted that net sales and profits of

these foreign entities were understated due to the effect of repatriation of

investments in terms of foreign exchange.50

The enactment of the Foreign Investments Act in 1991 and the decontrol of

foreign exchange in 1992 by the Aquino government were ostensibly meant to hasten

privatization and other World Bank-funded deregulatory initiatives by attracting

MNC investments. But these measures also encouraged rentierism among its

beneficiaries -- the foreign investors -- who are now exempt from the usual

govemment limits or restrictions on the use of profits derived from business

operations. The guarantee of 100 per cent remittance of earnings and profits (from

Most privatized assets) to their home countries by the Foreign Investment Act, for

example, put pressure on scarce hard currency which was needed to cope with the

country's $42 billion external debt. Aquino's "open-door" investment policy could

thus end up defeating the role originally assigned to privatization in easing the debt

burden.

With very few exceptions, therefore, the Philippine private sector is

undoubtedly dominated by foreigners. Ifforeign capitalists or partnerships with them

can spell the success of privatization given the inherent weaknesses of dÇlmestic

markets and traditional wealth concentrations, then even greater (but better)

regulation May be called for. PAL's own management had occasion to touch on the

critical regulatory function of government, when the Senate inquired into the causes
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of delays in submitting PAL's divestiture scheme:

THE CHAIRMAi'l (Senator Laurel): Now, for a broader
distribution of corporate shares, has this been considered, in the first
place, as one of the factors in the privatization plans of the GSIS?

MR. BELMONTE (PAL President): ...1 think that we, in GSIS,
as weil as in PAL, recognize that Philippine Air Lines should remain
under Filipino ownership and control. By ownership, 1 mean to say
that it should own the controlling shares of Philippine Air Lines and,
of course, since we are talking about a lot of money there, several
billion pesos, obviously this is not the sort of thing that can be sold to
just anybody....

We do recognize that we have a very thin market in the stock
exchange. So, probably the stock exchauge can account for a certain
portion of that 60 per cent [controlling equity], while other Filipinos
who may be interested to acquire shares shall account for another
portion of the same 60 per cent...

MR. PUNO (PAL Vice-President): It also depends on how
dispersed ownership is. Because in some corporations, 10 to 15 per
cent already constitutes control if everyone else has only one or 2 per
cent...

SENATOR HERRERA: That is quite complicated, because
then you will have to consider how dispersed is foreign equity.

MR. PUNO: That is why we were suggesting ... that if there be
evidence that a smaller shareholding, less than 50 per cent, constitutes
effective control, then that should be enough indication that Filipinos
do not actually control a strategie enterprise. Multinational
corporati')ns, for example, can be solid in their ownership whereas
Filipino ownership can be dispersed through several companies, each
of which might have conflicting goals and objectives as a corporation
or even as individuals. So, we were suggesting that perhaps, if the
objective [of privatization] is really to maintain cerWin companies in
authentically Filipino hands, then there should be an opportunity to
investigate into whether it is, in fact, under Filipino control.

SENATOR HERRERA: And with these conditions, 1am afraid
that the privatization of PAL might not be possible in the next
century.5\
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What these testimC'llies suggest is that redistribution of ownership, especially

in "strategic concerns" like the 'airline industry, can Dot depend solely on prohibitions

against block sales. (Re-)regulation, as endorsed by GSIS and PAL officiaIs, need

Dot be incompatible or mutually exclusive with the objective of attracting foreign

investments to the the Philippines. If the government remained reluctant to combine

an agressive "open door" investment policy with legislative measures against rent

seeking opportunities on the part of foreign business interests IInd their local

counterparts, then privatization could be achieved at the cost of national sovereignty.

This way, the profit and/or rentier motive could still be the goad, but competition is

not the regulator in the privatization process.

Addresslng Labour Concerns

Much of the enthusiasm displayed by local and foreign businessmen in 1986

was also due to the lack of opposition on the part of labour, particularly the rank

aLd-file in public enterprises slated for divestiture. As we indicated in Chapter III,

the number of people employed in the GOCC sector was an insignificant portion of

the total number of those employed in the national govemment. This was because

parastatal growth under Marcos depended more on crony ties and influence, rather

than on its developmental imperative and the size of the public clientele. Hence,

one of the chief criticisms against the public corporate sector in the Marcos years

was its limited redistributive potential in terms of increasing employment levels in

the Philippines.
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Moreover, the Aquino administration took intoserious aecount the experience

• of many LDCs with respect ta worker dislocations arising from ownership transfer

and the ensuing terminaticn ofemployer-employee relationsbetween the govemment

and the personnel of privatized firms. 52 The pro-active stance adopted by the

national govemment was largely influenced by Aquino's choice of a left-of-center

political activist and human rights lawyer to serve as her first minister of labor.

Augusto Sanchezwas highly disliked by his colleagues in the Cabinet who were allied

with the right, especially with the reformist faction of the military that had helped

topple Marcos and later staged endless coup attempts against Aquino. Political

pressure from the military following the foiled November 1986 coup later caused

Aquino to remove Sanchez and "purge" her administration of so-called leftist or

radical elemeDts. But Sanchez' one-year stint in the Department of Labor and

• Employment eamed Aquino's govemment the confidence of national labour unions

led by the Trade Union Congress of the Philippines. Sanchez shaped the role that

the govemment assumed in protecting workers' rights to security of tenure, equitable

compensation, and collective bargaining. Doubtless, Sanchez' political clout within

the Aquino govemment in its first year in office (1986-1987) owed to the presence

of a number of left-of-center Cabinet members who were backed even by militant

worker groups in and out of the public sector. Among others, they included Joker

. Anoyo, Aquino's right hand man and powerful executive secretary, Local

Govemments Secretary Aquilino Pimentel, and Rene Saguisag, the presidential

spokesman.53
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Under Sanchez' leadership, the Department of Labor and Employment

"adopted the policy that the purchaser should absorb the workers in the privatized

firms and that retrenchment or termination ... should be limited to the ground of

redundancy."" To put this into effect, department officiais entered "into a

memorandum of [agreemeni or] understanding with Govemment Corporations

providing that in case such corporation is privatized the secnrity of tenure and the

status of unions and collective agreements will be respected."55

The GSIS was one snch corporation. The new GSIS board constituted by

Aquino in March 1986 adopted in toto the guidelines issued by Sanchez. As GSIS

President and General Manager Feliciano Belmonte, Jr. pointed out in a labour

conference on privatization, "[f]rom the point ofview of labor-management relations,

the GSiS privatization scheme hardly create any ripple."56 The GSIS board and the

management of cach of its subsidiaries inserted adequate provisions on workers'

reemployment and collective rights in the bidding rules and the memorandum of

agreement the GSIS concluded with the successful buyerls prior to actual transfer of

stock ownership:

'" the GSIS bas always tried to make clear that, except for the very
top management which must bave to go, the rigbts of labor sbould be
respected.

In Combank, one advantage that the method of negotiation
brougbt with it was the fact that GSIS was able to wangle some
concessions in the retention of middle management and its employees.
The [erstwbile] collective bargaining agreement (CBA) was respected.

In Hyatt [Regency Hotel], the terms of the bid-out expressly
stated that there was a CBA in place.

For the Philippine Plaza, the GSIS bas assured its employees
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and the Department of Labor and Employment that the employees
and their CBA will not be ignored when the hotel is sold.57

The uniqueness of the Philippine experience in dealing with labour concems

also obtained from the fact that privatization was seen by many GaCC employee

assoc:ations as a potentially viable instrument for job creation and corporate

expansion. No doubt, the political support that Aquino's initial coalition derived

from labour unions and confederations that had suffered repression under one·man

mie largely explained its pro-Iabour stance. Labour groups were weil reprcsented

in the Cabinet prior to the November 1986 coup attempt •• the same period when

Proclamation No. 50 was under Cabinet consideration. With the incorporation of

the aforecited legal and institutional safeguards on workers' rights, sorne divested

firms actually created new jobs. As Labor Assi~tantSecretary Leonora Vasquez-de

Jesus reported two years after the privatization program came into effect:

Equally, if not more significant, is the positive effect that
privatization has on employment and the income levels of a
community. An idle [government] textile plant which has been closed
for the past four years was able to re-employ and create new jobs for
340 people after it was purchased by its new owners from the APT
(Asset Privatization Tmst, one of the disposition or privatizing
entities). The same is true with the Island Cement Corporation which,
after being mothballed for five years, is now back in operation and is
now employing no less than 500 people. The town where the plant is
located is now bustling with activity.58

Just like local businessmen and MNCs, therefore, the rank-and·file in the
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GOCC sector either expressed support or failed to mount considerable opposition

to privatization because the costs associated with such a policy was at best

ambiguous. More precisely. it could not be demonstrated that the transfer of

parastatals as shares of equity or "going concems" would be detrimental to labour

interests. Aquino's administration was sensitive enough to politically affected groups

. or sectors of the economy, 50 much so that it acted to ensure that potential benefits

were not concentrated in any single group like private business. Thus, despite the

very politicized labour groups in the Philippines, nits leaders have looked at

privatization with apprehension but not with complete resistance."59

RatlonaUzlng the Governmegt Corporate Sector:
The PoUtles of Economie Plurallsm

There is no gainsaying that the policy of privatization was a sincere and

concrete effort in the direction of reorganizing Philippine public life. Itwas Aquino's

response not only to the dismal performance of the state-owned sector and to strong

reformist -- particularly foreign -- pressures, but to a power structure that had

evolved under authoritarian rule. This way, economic poll-:y-making was shaped as

much by political considerations as by purely economic ones.

In the post-Marcos period, bowever, many economic issues became even more

politicized tban in the pasl This was because the crony legacy, coupled wi~ the

exceedingly unequal distnbution of assets and income in the Pbilillpines, led a new
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set of policy-makers to view economic policy in terms of its impact on competitive

prowess rather than iL contribution to public access and control over sbte resources.

As evidence provided in this section suggests, privatization was conceived also as a

means to delimit the borders of the state, in addition to putting an end to the

systematic plunder of the economy under Marcos. In this manner, big business

groups and foreign creditors sougbt to restore the primacy of the private sector in

economic development. Aquino's privatization policy was obviously Dot entirely

devoid of its own set of ideological underpinnings.

The "Ioad-sbedding"conceptionofPbilippineprivatization was inOuenced, first

and foremost, by the predominance of centrist forces in Aquino's so-called "rainbow

coalition" government. From ils inception, this was a loose and unstable coalition

of interests united only by the objective of toppling Marcos and retuming back to

political democracy. The extreme rigbt remained loyal to Marcos after bis

downfall.60 But there bad also evolved a reformist segment within the military led

by Defense Minister and former crony, Juan Ponce Enrile, and Marcos' cousin and

armed forces vice-cbief of staff, Gen. Fidel V. Ramos. For these reformist, rigbt-of

center officers, the 1986 People Power revolution was primarily a bold military strike

against the Marcoses, and only secondarily a civilian uprising.6\

The decision of the radical left te boycott the 1986 presidential e1ections

meant that it was closed out of a potential raIe after the peaceful revoit. But the

communists, the New People's Arroy, and the National Democratic Front as well as

left-leaning, cause-oriented groups did claim responsibility for spearbeading the anti-
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Marcos struggle in the difficult years priOT to 1986.62 Overt American support for

the Aquino forces later conviDced the left that these forces "were Dot only trying to

oust Marcos but also trying hard to outmaneuver the Left and prevent a real

revolutionary solution to the Philippine crisiS."63

Consequently, the political opposition that emerged in the last years of one

man rule reflected predominantly centrist tendencies. The landed elites, whom

martial law hlld placed in a "state of suspended animation," provided the

organizational machinery to unify opposition leaders and to participate in the 1984

Batasang Pambansa (Iegislative) elections and the 1986 presidential elections.1I4

Aquino herself is Iinked by consanguinity and affinity to the two most prominent

landlord families in Central Luzon. Her vice-presidential teammate, former Sen.

Salvador H. Laurel, is also the chieftain of the most powerful political cl.vnasty in

Southern Luzon.

The core of the pre-1986 political opposition was Iikewise drawn from diverse,

anti-Marcos groups. The erstwhile non-crony business sector was well represented

by big industrialists Iike Jaime Ongpin and Jose Concepcion, Jr. They were joined

by economists Solita Monsod and Bernardo Villegas, both vocal critics of cronyism.

This lobby group had primarily advocated bureacratic streamlining and an end to

favoritism in government. There were also human rights, professional, student, and

left-of-center groups that had sprung forth after the 1983 assassination of Benigno

Aquino and which originally launched Corazon Aquino's presidential bid.

By its very composition, therefore, the People Power revolution was urban-
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based, middle- and upper-class, and moderate. It was an uprising against the failed

Marcos regime than a fundaniental social or political upheaval in the Philipppines.

Equally significant, it greatly shaped the character of the incoming Aquino

administration, especially in respect to the extent in which it could possibly promote

the economic equality necessary to institutionalize people empowerment and make

democracy work. As James Rush succintly put it:

The timing of the long-hoped-fol' chan5e of government, in short, pre
empted extreme alternatives and gave new life to the political center,
the undeniably elite-Ied center with its complex democratic vision of
itself and its fervent belief that elections can brin.:- '''ings aright.6S

The combination ofa centrist, civilian-backed military re ~olt and the pervasive

role of foreign aid in economic rehabilitation inevibbly produced a firm commitment

on the part of Aquino's government to pursue market-oriented policies. Expectedly,

'. the fiscal and monetary posts in the Cabinet were awarded by Aquino to the same

people who devised her economic platform in the 1986 campaign. AlI shared the

view that reclacing state intervention was the best way to free the ecooomy from the

blatant abuses under Marcos and resuscitate private business as engine of economic

growth.66

. The pro-business orientation of the new government thus alsa derived from

the very composition of the Cabinet, which was the highest and the only policy-

making body under the provisional revolutionary government. This set up lasted

until Congress and elective local governments were restored in 1987 and 1988,
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respectively. The Cabinet members responsible for economic policy happened to be

drawn from the creme de la creme of busintss and industry. They includeà Benguet

Mining Corporation President Jaime Ongpin who was named to the powerful post

of finance ministel'; Concepcion Industries President Jose Concepcion, Jr., as trade

and industry minister; economist Solita Monsod as economic planning minister; and

investmentbanker-corporate lawyer Luis C. Villafuerte as govemmentreorganization

chairman. Shell-Philippines President Cesar Buenilventura served as special

economic adviser. On Ongpin's insistence, Aquino agreed to Tetain Marcos' Central

Bank Govemor and 'i World Bank-favorite, Jo~ B. Femandez, despite public

criticism. As T1me magazine reported, the far left "decried [the appointments] as

'bourgeois,' but the ministers' middle-of-the-roa:l credentJals ~ould appeal to the

business community and the intemationallendinginstitutions on which the Philippine

economy depends for recovery."G7

The political influence of big business under Aquino doubtless helped assure

the country's foreign creditors that Aquino would pursue Many of the reform policies

they had pushed for in the closing years of the Marcos dictatorship. As ~oker

Arroyo, then Aquino's closest adviser and executive secretary, candidly admitted,

It was precisely in her choice of people to head the sensitive
fiscal and monetary departments that [president Aquino] fumbled.
She relied too mueh on big business and technocrats for help and
guidance. When I was still ln the Guest House (the Omce of the
Presldent),I asked for the logs whlch IIsted those who bad vlslted
President Marcos. I compared them w1th those vlsltlng President
Aquino. They were the same people - they came l'rom the same
companles, shared the same business vlews, the same mlndset and
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they went to the same parties.
These pecple bave reversible jackets. Good men, but

unfortunately they bave vested interests.
The result is that President Aquino's fiscal and monetary

policies and later, cconomic policy, were a continuation of the failed
Marcos directions.t18 (p.mpbasis added)

Aquino's beavy reliance on big businessmen and the landed elites tbat

constituted the political center resulted secondarily from the bitter factionalism that

wracked ber rainbow coalition after only three months in office. The disparate

mixture ofpersonalities and political views marl~ disunity in the Cabinet unavoidable.

The political partip.~ under the rulil!g coalition first locked themselves in struggles

over the distribution of Cabinet seats. Vice-President Laurel, repl'esenting the rigbt-

of-ceater bloc, cbarged that bis UNIDO party did not get its fair sbare of Cabinet

posts, as promised by Aquino during the 1986 campaign. Most of these posts, in

fact, went to the POP-Laban, the left-of-center political party in the coalition. This

was followed by the replacement of sorne 14,000 local officiaIs with "Officers-in-

Cbarge," or OICs, in April and May 1986 to fully dismantle the grassroots macbinery

of the dictatorsbip. Confusion and pbysical stand-offs between incumbents and

incoming OICs arose, as Marcos' local officiaIs refused to vacate their posts before

their terms legally expired. UNIDO condemned the OICs as patronage

appointments of the POP-Laban and the Liberal Party. Political tension between

leftist and rigbtist party leaders intensified wben civil service purges appeared to

consolidate POP-Laban's power under Aqnino in late 1986.69

Most importantly, the fragmentation of the ruling coalition owed to the sharp
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conflicts between reformist military officers and liberal Cabinet ministers led by

Exec!Jtive. S!'.cretary Arroyo and Labor Minister Sanchez. Against Defense Minister

Juall Ponce Enrile's and the reformist military's advice, Aquino released top

communist leaders after taking office. Further heeding the counsel of Arroyo and

the increasingly dominant left-of-center bloc in the Cabinet, Aquino proceeded to

unveil a counter-insurgency program based on reconciliation and reformist

cooptation which the Enrile group took as a personal rebuke.70 But this meaS'.1re

completely failed to win the far left to Aquino's side. As Aquino faceà endless

military coup attempts and communist attacks, a virtual race for the control of

govemment between the right and the left unfolded.

In short, the strains and stresses of political accomodation from 1986 to 1988

left Aquino's economic ministers and business supporters with even greater political

influence. The preeminence of the center was very much evident in the direction

that economic policy took after Marcos' ouster. The five-point eçonomic agenda

Aquino unveiled for 1986 and 1987 was essentially reformist, private sector-driven,

and intemationalist, reflecting the views of her technocrats in the Cabinet. It

consisteJ of: 1) dismantling the crony monopolies; 2) stimulating domestic

consumption by increasing govemmentspendingon employment-generatingprojects;

3) encouraging new domestic and foreign investment; 4) renegotiating, rather than

selectively repudiating, the $28 billion extemal debt; and 5) securing much-needed

new foreign aid.71 Doubtless, such agenda was more in response to the most

immediate economic challenge that AquÎ!lo's govemment faced in the aftermath of
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one-man ruk, i.e., how to pay for itself, rather than what it perce;ved to be the root

causes of the country's social and economic malaj~e. A corollary challenge was

having this program accepted by commercial and intemational creditors 01, which

Aquino's govemment knew it would have to depend heavily in the next few years.

Against the backdrop of intermeshing interests of groups that supported

Aquino in 1986, privatization was instituted as a major pillar of economic reform.

The interim Freerlom Constitution72 provided the logical and convenient starting

point for installing the legal-administratiœ apparatus for Proclamation No. 50. It

conferred on Pmsident Aquino extraordinary powers of govemment during the

period of transition to "full democracy." Among others, it empowered the President

to reorganize the entire govemment in order lOto promote economy, efficiency, and

the eradication of graft and corruption.,,73

The implementing legislation for govemment reorganization, however, came

throug~ Executive Order No. 5 in March 1986, by which Aquino created the

Presidential Commission on Govemment Reorganization.74 115 chairmanship was

given to Villafuerte. But the Commission was really Finance Minister Ongpin's

brainchild. Ongpin was the chief architect of bureaucratie streamlining in the

"rainbow coalition," since he had the closest ties with the World Bank and had

strongly opposed the bail-out of bankrup~crony firms after the Dewey Dee ipcident

in 1981.'5

This time, Ongpin saw to it that Commission's mandate was broad enough to

encompass what he and his technocra15 at the Ministry of Finance referred 10 as the
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"de-Marcosification" of the public enterprise sector.76 This was, in tum,

operationalized by the Commission after extensive discussions with Finance officiais

in terms of five guiding principles: 1) to reduce the govemment's role in the

economy; 2) to encourage private initiative and entrepreneurship; 3) to insure cost

effectiveness in govemment operations; 4) to increase public accountability; and 5)

to promote administrative decentralization."

Like Ongpin, Villafuerte viewed the Commission's major task as one of

repealing Marcosian policy which had also "put the govemment in direct competition

with the private sector ... and committed it to a wide range and incongruous

assortment of activities."78 Economic reform meant assigning only a "supplemental

role" for govemment in entrepreneurial endeavors. As Villafuerte stressed, "[m]ore

than determining what govemment should be doing, we Will attempt to define very

clearly what govemment should not be doing."79 Columnists were quick to point out

the conservative slant of the new technocratic ideology which "sounds Reaganesque,

but ln today's Philippines, less government means greater civil llbertles as weil as

unrettered markets."80 (emphasis added)

The same approach for "rationa1izing" the government corporate sector found

support from economists in the newly-reconstituted National Economic Development

Authority headed by Solita Monsod as minister of economic planning. In its

Medium-Term Philippine Development Plan (1987-1992) drafted with World Bank

assistance, it underscored "[t]he primacy of private enterprises in undertaking

economic activities, particularly those involving the directproduction and distribution
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of goods and services and those which create broad economic and social retums...SI

This likewise followed the Authority's indictIilent of Many parastatals under Marcos

which "were initiated to selVe or consolidate the economic and political interests of

a few."82

The Plan specifically laid out the following theoretical guidelines that

informed the reorganization commission's work on govemment corporate

rationalization:

The use of the govemment corporate form shall be limited to
those activities that are usually considered to be natural monopolies,
those that require la!ge and physically indivisible capital investments,
and/or those that are characterized by long and uncertain gestation
periods; those that are essential from the point of view of national
welfare, security and defense and those that are non-commercial in
nature. The alm Is to dispose of exlstlng government corporations
that do not meet the requlrements as outllned above; to establlsh an
Integrated systemofperfonnanceevaluatlon for remalnlnggovernment
corporations; and to Improve the system of supervision and control of
government corporatlons.83 (emphasis added)

However, Monsod and her own technocrats were not totally at ease in

conferring certain monopoly functions on the national govemment, again because of

the stigma that "unfaircompetition" had created under one-man rule. Thus, the Plan

made clear that state provision of merit goods and natural monopolies should never

. run in competition with private entrepreneurship:

It is emphasized, however, that govemment inteIVention in
these activities is by no means intended to be permanent. The
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government shaH w1thdraw from dlrectly engaglng ln these actlvltles
once the prlvate sector bas demonstrated the Initiative and the
capaclty to take over such fonctions."' (emphasis added)

Privatization was thus officially proposed by the Presidential Commission on

Govemment Reorganization as one of the key "postulates" of reorganization to

encourage the fullest economic participation of the private sector. Attention focused

earlier on the disposition of so-called non-performing assets or the crony firms

acquired by state-owned banks through bail-outs and debt-to-equity conversions.

This was because they were causing immediate problems for the financial sector as

a whole. They had also been a particular concem for both the !MF and the World

Bank after Marcos' ouster.85

For these reasons, the Commission formed a Task Force on the Government

Corporate Sector. The task force resolved to transfer the non-performing assets out

of the banks at book value and on to the aecount of the national government, which

would assume the responsibility for their disposition. So as not to saddle these banks

with such responsibility, only aecounts valued at PlO million or less would remain

with them, as would some of those aecounts that did not represent "going concerns"

or shares of stock. The bulk of non-performing assets were arranged to be

transferred to a newly-established Asset Privatization Trust which would oversee

their sale. This procedure for selling non-performing assets had the advantage of

quickly restoring the state-owned banks to financial health and international

confidence.
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While the Presidential Commission on Govemment Reorganization was

preparing the mechanics for selling non-performing assets, work was also begun on

the more contentious (re)privatization of GOCCs. Il will be recalled that most

GOCCs were established or taken over by the Marcos regime, and placed under

existing public enterprises, because of their profitability. But most parent

corporations, the GSIS included, expressed their desire to divest of their equity

holdings in subsidiaries. This was due to the heavy fiscal burden that subsidiaries

continued to impose as weil as their generally dismal performance.86 The initiative

taken by parastatals like the GSIS was further in line with Aquino's previous creation

of a Govemment Corporate Monitoring and Coordinating Committee.87 This

Committee was meant to set financial and operating targets for public enterprises not

otherwise proposed for divestiture, and to monitor their performance on a regular

basis.

Aquino had repeatedly condemned the grant of special privileges to

govemment corporations and select individuaIs which "enriched the few at the cost

of impoverishing the many," "distorted markets and factors of production," and "bore

the aspect of legitimacy that made challenge and change impossible."M Hence, much

of the Presidential Commission on Govemment Reorganization's privatization work

had ta be devoted to establishing legal and institutional constraints ta 8tate

expansion. For the task force, non-competitive or monopoly rent-seeking generally

had ta be dissipated through a three-step process.

First, the Task Force formulated the necessary criteria for determining when
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national government involvement in the economy should be in corporate form based

on Marcos' privatization decree.89 Any activity that fe11 beyond the scope of any of

the stipulated criteria May not be performed by the government, by chartering a

Gacc and conferring it with special powers and privileges. In defining conditions

for retention or creation of new public enterprises in such a restrictive way, the

Presidential Commission on Government Reorganization hoped to reverse the

unfortunate experience under one-man rule. These criteria were again set in

consultation with technocrats at the World Bank and the National Economic

Development Authority:

a) Flexibility and autonomy in operations. The nature of the
goods to be produced or services rendered requires prompt action on
transactions which cannot be effectively undertaken by a regular line
agency.

b) Financial viability. The operations of the government
corporation must be financia11y viable such that its continuance does
not depend on regular budgetary appropriations or special financial
assistance from.government.

c) Limited liability of the national govemment. In order to .
insulate the national govemment from unnecessarily exposing itself to
additional debt burdens, its guarantee backing for the operations and
borrowings of a government corporation sha11 be limited to the
equivalent of its equity contribution to such entity.

d) Private sectorparticipation. The operations of a government
corporation must he amenable 10 a partnershlp, elther lnltlally or at
some predetermlned future tlme, wlth the prlvate sector.90 (emphasis
added)

Next, the task force conducted an inventory of a11 301 GOCCs, after
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consolidating no less than four different govemment lists.91 Fact sheets were

prepared on the structure, size, and scope of operations of GOCCs. The four-fold

criteria above then seIVed as the basis for recommending appropriate "dispositive

action" for each GOCC, in consultation with their respective managers.92

The dispositive actions had the effect of strictly delimiting not only the use of

the public corporate form, but the scope of economic and social activities performed

by the national govemment as weil. Only if the function or activity in question was

strictly pioneering, catalytic, long-gestating, or developmental, could a GOCC be

retained, even with changes to its charter. GOCCs that performed such functions

were referred to as "strategie" or "targetted" industries. For GOCCs that conformed

only to the three criterion other than fleXlbility, they were recommended by the task

force for consolidation with other parastatals, conversion into regular agencies, or

outright abolition. If the GOCC essentially performed a business or commercial

function, the dispositive action recommended was privatization. Privatization in this

sense could be undertaken through divestiture as a "going concem" or via corporate

dissolution upon the sale of a losing asset in physical form. 93

Of 301 existing GOCCs, tl1e Presidential Commission on Govemment

Reorganization proposed to the Cabinet and President Aquino the privatization of

131 or 44 per cent under Proclamation No. 50. Divestiture covered the .biggest

proportion of GOCCs among the various dispositive actions, since the rest of the

GOCCs were found either to be duplicating each other's activities or performing

functions which could have otherwise been assigned to (or merged with those of)
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other regular agencies. Accordingly, 56 GOCCs were recommended for abolition,

25 for consolidation, 11 for conversion, 40 for regularization, and 38 for retention.

"Conversion" here should not be confused with "regularization" or the transformation

of a GOCC into a regular or non-corporate agency of governmenl The former

implied private registration without any financial consideration involved. An example

is the Boy Scouts of the Philippines which was considered a GOCC because it was

created by special charter, even if the government had very Iittle interest or

involvement in its activities.

The last stage in the task force's year-long work was to establish the legal

administrative framework for divestiture. This is graphically illustrated in Figure V.1.

To ensure prompt disposition of state assets, it was agreed upon to institute a five

year program from December 1986 to Deeember 1991. The life span of the Asset

Privatization Trust would also be five years. In order not to concentrate disposition

powers on the Trust, Villafuerte subsequently opted for parent corporations Iike the

GSIS to be designated as disposition entities for MOst GOCCs (Table V.2), rather

than the Trust which was assigned to handle basically the non-performing assets.94

An inter-Cabinet Committee on Privatization was formed as the highest

policy-making body under Proclamation No. 50. Il was headed by Ongpin as

minister of finanee and composed of the ministers of trade and industry, economic

planning, and the budgel The Committee was to supervise and coordinate the

privatization efforts of disposition entities as to buyer, priee, and conditions of sale.

The entire privatization transaction was to be submitted to the Commission on Audit
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Figure V.1
Legal-Administrative Framework of Proclamation No. 50

(1986-1992)

1RE PRESIDENT OF 1RE PHILIPPINES - - - --) SECURITIES AND
(final approval) COMMISSIONt (Registration of Private

1 Stock Ownership)

COMMISSION ON AUDIT
(post-audit of entire priva' tion transaction)

COMMI'ITEE ON PRIVATIZATION OF TIIE CABINET
(approval of corporate privatization based
on buyer, priee, and conditions of sale)

l'ri,,'''''.oo Comm''''' tDISI'OSmON EN1ITY
(responsible for corporate privatization plan, bidding
rules and conferences, actual bidding or negotiated
sale, due diligence audit, and stock ownership transfer)
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Table V.2
Designated Disposition Entities for GOCCs

Disposition Entity Assigned GOCCs

Asset Privatization Trust· 28

Development Bank of the Philippines 1

Department of Agriculture 6

Department of Transportation & Comm. 3

Govemment Service lnsurance System 6

Home Insurance & Guarantee Corp. 1

National Development Company 36

Presidential Management Staff 13

Philippine National Bank 12

Philippine National Oil Company 8

Social Security System 3

National Irrigation Authority 1

Technology & Livelihood Resource Ctr. 1

TOTAL·· 119

SOURCE: Committee on Privatization, Manila, 1992.

·The GOCCs for disposaI by the Asset Privatization Trust are not subsidiaries
of any other public enterprise. The Trust was created by Proclamation No. 50 as
marketing entity for 399 non-performing assets.

··Total excludes 12 GOCCs whicb were sold prior to the issuance of
Proclamation No. 50 on 8 December 1986.

for post-auditing after the Committee's approval had been obtained. Transfer of

stock ownership to private hands was registered with the Securities and Exchange

Commission. Final presidential approval was, of course, mandatory under
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Proclamation No. 50.

A number of general principles emerged from the Task Force workshops and

were incorporated into Proclamation No. 50. To guard against monopoly rent

seekers, aU {re)privatized assets were to be public1y auctioned by a privatization

committee created by the concemed disposition entity. Negotiated sales were not

aUowed, unless there be only one buyer. Payments were to be in cash; the

govemment would not provide any financing as it was inc1ined to do under Marcos'

unimplemented privatization program. Also, any schemes for deferred payment had

to be financed by private commercial and investment banks, which naturaUy

developed a strong interest in the privatization program.95 AIl these were obviously

meant to minimize govemment risks.

Side-by-side with sucb remedial measures came concemsfor objectivity, equal

opportunity, and transparency primarily to sustain local and foreign business interest

in privatization. In a 1987 investment conference, Aquino was quoted as saying, "1

laid down the procedure for disposaI: open bidding, total transparency and award to

the bidder with the highest bid and the most cash up-front"96 Then, ignoring fears

of foreign economic control in the wake of growing military threats ta ber

govemment, the President assured foreign investors that they are "critical to our

plans ... given the size of the foreign debt and the present general reluctance of

foreign banks to engage in new lending rowing to political instability)."97

Divestiture as a course of action yielded minimal opposition from GOCCs

during the consultation meetings and workshops held between April and December
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198C However, some of their managers suggested that GOCCs saddled with debts

and losses must first be "rehabilitated" before denationalized. This was intended to

attract higher bids from interested buyers, especially from foreigners bringing in hard

currency to the country.9Il It was also consistent with the "corporate restructuring"

conditionality prescribed by the !MF in July 1986.

On the other hand, officiais of high-profile GOCCs like PAL, the Manila

Hotel, and the Philippine National ail Company interposed strong objections to total

divestiture owing to their supposedly strategie or historical value. They argued that

the proposed privatizations should be deferred or, at best, implemented only on a

partial basis.99 Other than these relatively profitable public enterprises, there was

general acceptance of the wisdom of divesting in predominantly commercial firms.

While privatization was a major test of Aquino's commitment to a reduced

role in the economy, it was also clear that. the govemment would still have to play

an active role in the foreseeable future by "priming the pump" and overseeing the

disposition of hundre~s of state- and crony-owned firms. The more critical issues

that arose in privatization, therefore, dealt essentially with the role of the na.tional

govemment in setting appropriate rules for business competition. How should

govemmentprepare its assets for (re)privatization without repeating the same policy

mistakes that the previous dispensation committed? How could privatization possibly

safeguard against the conversion of public monopolies inta private monopolies and

wealth conc~ntration? What is the permissible extent of foreign ownership given the

inability of domestic capital markets to raise funds for purchasing state assets? How
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should public institutions affect the incentives which operate in the marketplace and

the regulations which constrain those incentives?

ln view of the highly politicized nature of privatization, it was not surprising

that many of these issues had to be set aside, if not entirely left out, during the stage

of policy-formulation. Amidst the euphoria of victory in 1986, Aquino's eeonomie

arehitects seem to subscnbe to the idea of a free market separate from law. Sorne

of the inadequaeies of the overall framework of divestiture policy surfaeed during a

1987 Senate committee inquiry on the slow pace of divestitures. The eommittee

heard the testimony of the reorganization eommission's Task Force head, Victor

Taylor:

MR. TAYLOR: .... 1mean, weil, Proclamation SO really focuses
more on the privatization exereise per se.

mE CHAIRMAN (Senator Laurel): And the stated purpose
is just transferring to private ownership ail these govemment
corporations or most of them?

MR. TAYLOR: Yes and reducing the burden of govemment....

mE CHAIRMAN: Did you arrive at a definite listing of
strategie industries [for divestiture]? In other words, did you
determine whieh corporations may be considered vital or strategie, and
why?

MR. TAYLOR: WeIl, in terms of identifying strategie
industries, no, we did not do thal...

mE CHAIRMAN: So you would say that there is no set
criteria, or shall we say even unanimity of opinion [within the
reorganization commission] as to what particular corporations should
be privatized on the basis of their being strategie or vital?
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MR. TAYLOR: What we have, sir, are just basic guidelines....

mE CHAIRMAN: My personal feeling about [the issue of
foreign ownership of privatized GOCCs] is that foreigners may be
allowed to participate under the Constitution and in whatever area of
activity they choose, as long as Filipinos are given preference in
particular areas which may be defined or described as vital and
strategie....

MR. SANTIANO (Committee on Privatization): .... People may
agree or disagree with any kind of formula (for the amount of foreign
equity infusion), but the point rd like to bring across is that it is not
50 much an issue of whether to privatize in this particular case, but
how to do it. And in the guidelines that the Committee (on
Privatization) has sent out to the different entitites that will be
disposing of corporations approved by the President, they have been
asked to present their plans on how to privatize, whether they have
formulas of this nature that they wouId like to present...1OO

Aquino's policy··wakers were obviously not keen on resolving any of these

politically divisive and economically explosive issues. They were content on laying

down broad principles and procedures by which a sweeping privatization policy could

be enacted. After aIl, Proclamation No. 50 and a host of supporting presidential

orders101 were only intended to provide enabling legislation. The nitty-gritty of

implementation was left to the disposition entities, the govemment agencies

concemed, and other interested parties, where many of these crucial issues would

later be reopened.

But simply banking on the promise of market pluralism to attract and

preserve regime support may not suffice in sustaining the gains of 1986. As this

section suggests, the Aquino govemment's commitment to far-reaching economic

reform (i.e., beyond the imperatives of short-term economic stabilization and
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recovery) was limited, particularly when it held the potential for a significant

redistribution of economic and political power. Economie reform also required a

eommitted political leadership to ensure that the dominant sources of reformist

pressures do not use public polieies as a way to inerease their control over

govemment for their own benefit. With this as point of departure, we shall finally

examine how politieal consensus was gained in favor of privatization policy.

Polltieal Consensus Behlnd Privatizatlon Pollcy

Structural adjustment policies seem to encounter less resistance on the part

of the politicalleaders themselves when they can find some common ground behind

the need for their adoption. The ensuing political consensus, in tum, stimulates

public confidence and enhances the level of political support, espeeially for fledgling

democratie regimes.

Aquino's economic advisers led by Finance Minister Ongpin and

Reorganization Chairman Villafuerte were sophisticated and skillful enough to devise

reform proposais that could be incorporated within the broader framework of

political redemocratization in 1986. Bitter personal and ideological rivalries among

. Aquino's top officiais could have delayed, if not blocked, final approval of the

(re)privatization program by the President whose dependence on Cabinet is

explained by her lack of political experience. But Ongpin and his technocrats in the

207



•

•

•

Ministry of Finance succeeded in defusing potp-:..ttial opposition from left-of-center

Cabinet ministers arising from th~ latter's generally anti-U.S. posture.

The single most important source of disagreement within the "rainb.:>w

coalition" stemmed from the pro-Ieft faction's association of divestiture with the old

Marcos·World Bank a1liance. Big business groups represented by Ongpin originally

offered a more ideological defense of divestiture based on the presumed advantages

of private ownership and its complementarity with other economic liberalization

measures. This was when Villafuerte submitted his Commission'sprivatization report

for Cabinet consideration.t02 But nowhere was direct political pressure applied in

behalf of private investment better exemplified than in World Bank's endorsement

of the Villafuerte report with sorne amendments. Through its giant investment

subsidiary, the International Finance Corporation (IFC),l~j World Bank officiaIs

strongly lobbied for the creation of two asset disposition arms. One agency sought

to make the IFC an institutional member, acting primarily as investment partner of

foreign buyers and MNCs, while the second agency handled actual divestitures. A

World Bank-IFC technical panel thus became part of the Commission's Task Force

that held workshops for GOCC officiaIs in 1986.

When the privatization report came. up for Cabinetdeliberation, Ongpin •• the

World Bank's most trusted technocrat in the "rainbow coalition" .- strongly batted

for the IFC proposaI. Ongpin initially did not want the matter taken up by the

Cabinet, because of the skepticism of sorne left·of-center ministers. Opposition was

earlier voiced out by Executive Secretary Arroyo over the possible covert motives of
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foreign creditors, especially the World Bank which had basically drafted the

unenforced Marcos decree. Instead, Ongpin suggested, and secured Aquino's

approval, that his own ministry be allowed to further discuss the IFC proposaI with

the World Bank, "considering its [World Bank's] desire to see a strong role for IFC

in the Asset Management Company as a way of insulating the program from political

interf~rence and of providing credibility to attract foreign investors."I04

In view of continued opposition from the left-of-center bloc, notably from

Arroyo, it was agreed upon in a closed-door meeting to just work out informaI ties

between the IFC and the Asset Management Trust (whicb became the Asset

Privatization Trust under Proclamation No. 50). The ensuing compromise may be

gleaned from this discussion:

MINISTER VILLAFUERTE: .... So, accordingly, Madame
President, 1 recommend that acquired assets or the non-performing
assets be transferred to an Asset Management Trust, with a thrce-man
Board of Trustees to be appointed by the President

lHEPRESIDENT OFlHE PHILIPPINES: Jimmy (Ongpin)...

MINISTER ONGPIN: The last time Minister Villafuerte
presented this proposaI, 1 did comment for the record that previous
discussions with World Bank representatives, who have indicated their
willingness to extend financial assistance to this (privatization)
program, yielded plans te form an Asset Disposition Trust separate
from an Asset Management Company.

In the Finance Ministry, that is still the structure we favor. Iii
fact, IFC officiaIs are coming to town this week to discuss this with us
in sorne detai!. And at the appropriate lime, we would Iike to sit down
with the Presidential Commission on [Government] Reorganization so
we can work out the details. In principle, Louie, 1 don't think we
should have any difficulty at ail.
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MINISTER VILLAFUERTE: Jimmy, my only objection in
creating another corporation as originally e!lvisioned by your
department, where IFC will participate as co-venturer, is that we would
be running a new balance sheet for profit and loss everytime a
transaction is consummated by this other disposition entity.

So, what we, at PCGR, are instead proposing [as a compromise]
is that the Board of Trustees of the Asset Management Trust be
empowered to contract out, say to IFC, to ADB, to the World Bank,
to other foreign creditors, or some of the local investment banks 50

they may have institutional f1exibility ...., rather than tie up
management itself to a profit and loss objective.

That is why 1 said that the Board of Trustees appointed by the
President, be given f1exibility to assign certain asset dispositions to
selected parties. This way, the Trust would be able to bring the level
of investor- or buyer-information to a sophisticated one where you can
have what is equivalent of a prospectus. Thereafter, it may call for
bids from various domestic and international parties who may wish to
participate in the disposition.I05

After IFC participation in the bidding process was resolved, the grant of

differential treatment to public enterprises resurfaced as a thorny issue in the third

and last Cabinet session devoted to the draft Proclamation No. 50. The left-of-

center bloc once more raised concerns over the World Bank's motive in reviving its

interest in private audit of public enterprises under the new, yet almost carbon

copied, Marcos legislation.\l16 Commission on Audit Chairman Teofisto Guiligona,

a PDP-Laban leader, "maintained that to allow a private auditor to audit the books

of these government corporations would be tantamount to an abdication of CONs

[constitutional] right and responsibility to audit govemment entities."I07 He also

pointed out the problem of which audit report would prevail in case of conflict

bctween the'Commission on Audit and private audits. Executive Secretary ArroYo,

on the other hand, raised the constitutional prohibition IIgainst disbursement of
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public funds to private entities like auditing firms. 106

To a1lay fears of Marcos-like differential treatment, Villafuerte proposed that

the Commission on Audit a1l0w a private auditing firm to conduct an additional,

independent post-audit of the books of divested GOCCs when a prospective buyer

requires it. This way, private auditing would not amount to an abdication of the

Commission on Audit's constitutional mandate. This second compromise was

reached only after Aquino ca1led for cooperation on the part of Guingona's

Commission in order "to attract prospective buyers of these assets, especia1ly

foreigners" in view of the massive amount of equity involved in most asset sales. I09

Apparently, the significance of external pressure can not be untangled from the

extent of external finance and involvement in adjustment policy, because these

frequently reflect the political or strategie motivations of creditors or donors. This

is a1l the more evident where agencies like the World Bank provide high levels of

finance relative to the recipient's economy during a period of economic

rehabilitation.

Left-of-center groups eventua1ly supported divestiture as a reform of

government that increased public accountability and reduced opportunities for

corruption. The rest of the Cabinet discussions, in fact, revolved around the need

to address crony-related problems like the foreign debt, inefficient delivery of public

goods and services, and shortage of funds for priority programs like land reform.

The concerns of left-of-center ministers may not have been identical to the way in

which Aquino's technocrats viewed privatization, i.e., both as an end in itself and as
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a means of restoring the principal role of the private sector in economic recovery.110

Nonetheless, the tecbnocrats avoided many potential stumbling blocks to the draft

proclamation.

This strategy worked welI to ensure smooth passage of Proclamation No. 50

by the Cabinel While Aquino and ber revolutionary govemment were at the peak

of their popularity, Ongpin and bis colIeagues further underlined the need to take

advantage of renewed investor confidence to solidify Cabinet support for the

privatization program. As the draft proclamation preambled, it was imperative that

divestiture be implemented "in the soonest possible time."m Procedural issues like

timing and mecbanics of divestiture this time preoccupied the Cabinet:

TIIE PRESIDENT OF TIIE PHll..IPPINES: 1 think a specifie
group sbould be assigned to bandle this proposaI (that the boards of
the GSIS and state-owned banks be alIowed to proceed with sales of
assets not exceeding a certain value, prior to enactment of
Proclamation No. 50) in colIaboration with the heads of the financial
institutions, because if we will wait for the entire Cabinet to be
meeting on this, it will take a lot of time. So Jimmy (Ongpin), what
would you suggest, since the Ministry of Finance would also be very
much involved in this?

MINISTER ONGPIN: .... In the meantime,. what 1 would
recommend in view of the urgent need for these institutions ta liquify
their assets and the presence of prospective buyers, is for the President
or the Cabinet, in the Interim, ta authorize these institutions to
proceed with these sales, as long as their market value does not go
over 'a prescnbed amounl 1 recommend fifty million pesos as the
ceiling, and anything beyond that should be submitted for Cabinet
approvaI. 1 believe that there are aIready buyers for sorne of these
assets, and if we keep on waiting until we organize something
permanent, we will certainly lose many of these precious opportunities.
And these institutions need to liquify themselves right away because
if they don't, they will only keep on asking the Treasury for money...Yz
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The pro-market orientation that came to characterize the People Power

coalition was ail the more eVident from the way Aquino and her policy-makers

"marketed" privatization as a prerequisite not only for economic recovery, but for

democratic renewal as weil. In keynoting the December 1986 PHOENIX conference

of foreign investors, Aquino launched her privatization program which, she stressed,

was "firmly anchored on the principle of promoting private initiative" in a democratic

society.1l3 Her economic ministers exploited this "democratic potential" during the

well-publicized international gathering:

Asia's newest economic revolution is about to happen. It will
take place in the same country where the world's most peaceful
political revolution was fought and won: the Philippines.

Today, the Philippines recognizes the necessity of safeguarding
hberal economic and political institutions, having learned from
experience that the country's progress lies in them.

The new [Aquino] government has committed itself to the
pursuit of a growth-oriented strategy based on the democratlc
princlples of t'ree enterprise and private Initiative. It believes that the
competitive interplay of market forces, with a minimum of state
involvement, will best energize Philippine trade and industry.

As one of the first steps toward a strong, independent economic
system, the Philippines has adopted the pollcy of privatlzatlon whlch
restores to the private sector Ils rightrul role as prime moyers of
business enterprises, free from undue govemment Intervention and
competitlon.1I4 (emphasis added)

The democratic underpinnings built into Proclamation No. 50 were pursued

. by Aquino in her first State-of-the-Nation Address to the newly elected, landlord

dominated Congress in 1987:
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We have reaffirmed our faith in private initiative to propel and
sustain our economy. Our premise is that, for as long as free market
forces dictate the dynamics of the business environment, the private
sector will respond aggressively. As a corollary, the [privatization]
program defines and limits govemment's participation in the
economy.m

In seeking increased congressional funding for her privatization program,

Aquino underscored the gains made by her democratic regime in terms of abolishing

monopolies and political favoritism, and ensuring the faimess and openness of

economic reforms like privatization:

The [privatization] Programme has proceeded less swiftly than
interested parties may desire, but due care must be exercised in the
disposition of assets that belong to the people. We must get the most
we can for the people, in as fair and transparent a manner as possible,
leaving no room for the smallest possible doubt about the integrity of
the [privatization] procedure and the people involved...116

Years later, in a speech before the Philippine Chamber of Commerce and

Industry, she recalled why she and her Cabinet saw privatization as inextricably

linked to democratic renewal and economic growth:

We had to get out of cronyism, as practised by the Marcoses
and those c10sest to them. For c1early, this led to the abuse of
govemment power for private gain. The structures cronyism built
propped up the pursuit of personal wealth through misuse and abuse
of public authority. We had to replace these with those that ensured
market discipline. We had to put an end to their divine right of
plunder....

We had to pursue privatization 50 that productive assets could
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be more efficiently used under private sector ownership, management
and control....

... [E]conomic development in this country, thank God and people
power, is as robust as can be. For you may not have always agreed
with this Govemment's economic and development architects. But you
will certainly agree with me that you were left to do what you wanted
to do, what you needed to do, with least interference and maximum
consultation from Govemmenl ll7

From aIl indications, Aquino and her technocrats succeeded in rallying

political and financial support behind neo-orthodox measures like (re)privatization,

at least in their early stages. After aIl, the main objective remained the democratic

govemment's consolidation with the help of landed politicians, big business, and

foreign creditors, not its exposure to further dangers by creatillg new enemies. But

these policies also reinforced the conservative and risk-averse nature of Aquino's

govemment.

Hence, at the same time that pre-martial law democratic processes and

institutions were being restored in the process of moving to full democracy, less

traditional concepts of "people power" and "new politics" were being jettisaned by the

govemmenl The euphoria of democratic change generated sa much interest in the

status quo ante, but without giving much thought to whether it was really worth

restoring at ,aIl. Was the Philippines really ready for a truly pluralistic economy?

What is the appropriate balance between private initiative and state intervention in

a resurgent democracy? What role could the people possibly play in making

decisions conceming assets that they supposedly own? Even after 1986, there were
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few, if any, widely accepted answers to these questions.

Summary

The collapse of any authoritarian regime olten leads to utopian ideas and

proposaIs. In the process, they generate expectations that can hardly be met,

especially in view ofcertain confining structural and economic realities. Democratic

resurgence in the Philippines is a particularly insightful case. The (re)privatization

program that Marcos initiated under IMF-World Bank auspices was revived by

Aquino with the objective of putting an end to the ills associated with monopoly

rentierism in the public sector. Such a well-meaning and well-thought out objective

gave rise to a dual -- but interrelated -- conception of privatization. On the one

hand, privatization was a policy response to demands by the international financial

and business communities to address the debt crisis which largely stemmed from

state plunder by Marcos and his cronies. On the other hand, "corporate

rationalization" was also an instrument for restoring the primacy of the (broader)

business sector, which consisted mainly of the traditionallanded and industrial elites

and their alliances with foreign capital. The political center that these groups

represented was the most important source of democratic regime support for Aquino

who had to face periodic violent threats from extreme rightist and leftist elements.

It is in this context that the new govemment saw the divestiture of public enterprises
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as a vital component of democratic transition and eventual consolidation.

Doubtless, reformist pressures from extemal sources and their local allies

intermeshed •• rather than clashed -- with the interests of other politically important

groups, such as labour and the political center. The distribution, not concentration,

of benefits to several groups fostered wide acceptance of divestiture policy.

However, the resulting consensus was more a function of shared opposition to

excessive state intervention and the high hopes that followed, rather than a deep

appreciation of how the prevailing structure of ownership and markets and the

concentration of power in traditional elites could be addressed. In short, an overly

reactive stance on the part of the Aquino administration did bring about the much

awaited democratic change, but it also narrowed divestiture's substantive content to

one of load-shedding. The next chapter will discuss how critical issues of public

access to resources and competitive prowess affected reforms like privatization at the

level of policy implementation.
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CHAPTER VI

PROBLEMS AND ISSUES IN SUCCESSFUL OWNERSHIP TRANSFER

Now for the hard part.

11me magazinel

The task of (re)privatization was as essential as it was daunting. Unforeseen

legal, technical, and administrative barriers to actual divestrnent in most government

owned and -controlled corporations (GOCCs) soon emerged and caused its

implementation to lag behind stated intentions. The largest problem, however, was

political. There was stalemate within government over its pace and desirability.

Over time, the initial coalition that favored privatization withered. New

centers of opposition arose, as the broad J)rinciples and guidelines of public policy

were translated into concrete actions by the individual GOCCs. The major

bottlenecks included the following: 1) the objections interposed by concemed

govemment agencies in view of the preponderance of competitive rent-~eking

opportunities open to well-heeled private buyers; 2) the pervasive suspicion that

public officiais and former owners or cronies would illegally benefit from the

disposition of state assets; 3) the fear of further concentration of economic (and

therefore, political) power in the hands of the traditional elites, including dominant

ethnic communities; 4) the concem among some parastatal managers and politici~ns

that they would be accused of "giving away the store" when assets were sold at a
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discount or prior to financial rehabilitation; and 5) the influence of economic

nationalism which created strong resistance to foreign ownership in the post-Marcos

period.

At a deeper level, however, the debate reflected ideological differences

between a market-oriented model of development -- in contradistinction to crony

capitalism -- and a more statist approach. The former approach was championed by

the ruling coalition, multilateral and bilateral donors, and the domestic business

sector, as we have indicated in the last chapter; the latter, by some factions within

the political branches of govemment and the management of public enterprises

themselves, as we shall see later. Unfortunately, posing the Philippine debate in

mythic terms as a political choice between the social imperatives of state intervention

and the vitality of private enterprise obscures the more prosaic -- but central -

choice of how a govemment organizes competition in the marketplace. Such a

crucial choice is aIl the more obscured when the impetus behind adjustment decisions

originates from the stigma of a failed political episode like authoritarianism.

This chapter examines relatively successful instances of divestiture under

Aquino's five-year (re)privatization program (1986-1992). But it does so by looking

further into the implications of divestiture for social equity and redistribution which

Aquino promised her democratic govemment would immediately address.. In this

manner, we hope to assess the quality of economic reforms that were introduced as

the Philippines underwent democratic reconstruction.
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Corporate Streamllnlng ln the GSIS

(Re)privatization under Aquino underscores the lesson that it is not a mere

technical exercise. As the process of divesting the Govemment Service Insurance

System (GSIS) of its subsidiary corporations indicates, privatization became

controversial because of its potential impact on the (re)distribution of political and

economic power. Privatization, then, should be understood as a political process

affecting the balance of power between the state and the private sector.

Marcos' downfall in 1986 paved the way for the reorganization of the GS1S.

President Aquino named prominent lawyer-businessman Feliciano R. Belmonte, Jr.

as its new president and general manager. Belmonte came to head as weil those

subsidiary corporations which were wholly- or majority-owned by the GSIS. The

crony-dominated board of trustees was replaced with supporters of Aquino and the

leaders of the four political parties that made up the "rainbow coalition." This time,

the trustees were predominantly drawn from the business sector which was a key

pillar of democratic regime support. Among others, they included Philippine

Appliance Corporation President Dante Santos as board chairman; businessman

Benigno Zialcita III; Manila socialite Carmen Diokno; and two of the most loyal

Aquino generals who engineered the anti-Marcos coup that metamorphosed into the

People Power revolution, Armed Forces Chief-of-Staff Fidel V. Ramos (whom

Aquino groomed as her presidential successor) and Mindanao regional commander

Jose Magno (who became GSIS board chairman under the Ramos administration).
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With these appointments once again dispensed as political patronage, the GSIS

board remained unrepresentative of its membership. majority of whom came from

the ranks of public school teachers.2 Be that as it may. the revamping of parent

parastatals like the GSIS was not politically difficult, considering it was undertaken

by a revolutionary govemment that relied heavily on Aquino's personal charisma and

popularity.

Unfavorable fiscal conditions faced the new GSIS leadership when it took

over in April 1986. In his first annual report, Belmonte traced these major problems

to the legacy of the Marcos regime, to wit: 1) substantial deficits in actuarial

reserves; 2) huge amounts of non-performing or non-eaming assets; 3) low

investmentyields; 4) huge and unnecessary expenses on reinsurance commission; and

5) high administrative and operating costs vis-a-vis inadequate social security

coverage for GSIS members.3

Divestment in subsidiary stockholdings was expectedly welcomed by both the

GSIS board and executive management as a means of monetizing corporate assets,

when it was proposed by the Presidential Commission on Govemment

Reorganization in May 1986. Proceeds generated from asset sales were to be

channeled into the financial restructuring or rehabilitation of GSIS trust funds.

World Bank technocrats had also expressed similar interest in "rationalizing" the

. GSIS during the Commission's consultative meetings. This was because of the vast

investment prospects divestiture opened to foreign businessmen and multinational

corporations (MNCs), apart from the repayment of these subsidiaries' staggering,
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dollar-denominated loans.· The emergent, pro-business outlook of the new GSIS was

outlined by Belmonte himself:

Privatization of the various businesses in GSIS hands benefits
the country in general and the GSIS in particular.

Firstly, government will not be in business.
It is aIready an accepted assumption at this time that GSIS

investments should Dot involve participation in management. That is
not only diverting the attention of GSIS officiais and employees from
their real work; it is also government competing with private business.

From the point of view of the labor force, a sharp line divides
the government sector from the private sector. In attitude and
outlook, officiais and employees ingovernment are substantially
different from those in private enterprise. Civil servants have a public
service orientation operating wibtin a budgetary system. Government
workers enjoy security of tenure, guaranteed leaves, and a relatively
good retirement system. But aIl these can precisely make the
employees complacent. The profit motive is absent, unless one is
engaged in unlawful self-enrichment; still in such case profit is not for
the benefit of the enterprise but in the interest of a private pocket....

Secondly, divestment of GSIS acquired assets, particularly those
that are non-performing, will mean improved liquidity of the GSIS.
This results in greater flexibility of the GSIS in meeting its short-term
and long-term concerns: (a) immediate and prompt payments of GSIS
social insurance benefits, and (b) sound and high yielding investments
to insure growth of its [non-stock) assets and resources....

But beyond what has just been said, the pursuit of privatization
policies will change the image of the GSIS as a business conglomerate
[under crony control) ....

By the divestments, the GSIS reduces its overhead, trims the fat
and increases efficiency. Rather than the GSIS officiais being
regarded as managers of business subsidiaries, they can become true
social insurance professionals with the interest of the GSIS and
members in mind.'

After Aquino signed Proclamation No. 50 into law in December 1986, the

232



•

•

•

GSIS was designated by the Committee on Privatization as disposition entity for ail

its seven subsidiaries. A newly formed Finance and Investments Group or

department was placed under a GSIS senior vice-president. It was specifically

assigned to handle divestments in these corporations under the 1986 GSIS

Reorganization Plan. Public bidding and/or negotiation, based on asset valuations

and privatization plans submitted by the Group in collaboration with the

management of the GSIS subsidiaries, were preferred as modes of divestiture.6

But the GSIS board was also opposed to total divestment of assets, as its

president indicated when the Senate inquired into the causes of delays in their

privatizations. The investigation was in response to World Bank pressure following

approval of the Government Corporate Reform Loan in Washington D.C. in late

1987:

THE CHAIRMAN (Senator Laurel): In light of the excesses of
the past regime, the GSIS went into so Many activities which is why it
is now faced with problems not only of solvency, but even Iiquidity.
What particular guidelines would you recommend yourself, knowing
what transpired previously?

MR. BELMONfE: Weil, maybe we can say, for instance, that
GSIS should not have any subsidiary....

As an investment strategy, perhaps GSIS should not own more
than a certain percentage ofany enterprise. And 1 think that wouId
be a good guideline, Mr. Chairman.

THE CHAIRMAN: Since the GSIS right now has more than
controlling equity ...

MR. BELMONfE: Even up to 100 per cent of equity in MOSt
cases, Mr. Chairman.
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THE CHAIRMAN: Would you favor divesting a11 of GSIS'
equity or retaining some in certain cases?

MR. BELMONTE: You see, Mr. Chairman, in theory, for
instance, we should divest up to, let us say, 65 per cent of these
properties and retain 35 per cent The objective is for GSIS to retain
some kind of control on the corporation in the sense that while the
private sector firms may acquire majority of its shares, still they would
not be able to change its public or corporate purposes and so on.
That wouId require a two-thirds vote. If you have 35 per cent in
equity, they can not revise a corporate charter over and above your
objection. In fact, that is the sort of policy that is evo1ving within the
GSIS and, if 1 may say so, even in the government corporate sector in
general.7

However, the GSIS board was prevailed upon by the Senate and the

Committee on Privatization to fully divest in the majority of its stock corporations

after meetings with World Bank officiaIs. As we shall see later on, Belmonte's

proposaI for the GSIS and other parent GOCCs to retain some equity in their

subsidiaries was approved only for "strategie" industries like the Philippine Air Lines,

or the Manila Hotel which could be considered a "targetted" firm owing to its

national historical value. Extemal impact on privatization decisions and actions is

weIl demonstrated in this particular instance. While the notion of foreign creditor

influence is admittedly slippery, it must be defined in contrastwith a counterfactuaI.8

More specifically, policy choices like retention of a certain amount of shareholding

in divested subsidiaries would probably have been sustained by the Committee on

Privatization, if not for World Bank concem and pressure to speed up asset sales by

eliminating testrictions that discourage private buyers.

This is not to discount the relative bargaining power of policy-making
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institutions like the GSIS board or the Committee on Privatization, for that matter.

But sizeable support increases a debtor-govemment's incentive to seriously consider,

if not comply with, creditors' advice. Where financing of adju~tment policies like

(re)privatization is particularly generous, it often reflects creditors' or donors'

political or strategie motivations. A second instance in which the World Bank

successfully intervened in determining govemment actions, apart from policy

decisions, was through specification of performance targets under Proclamation No.

50. These targets were also among the conditions set forth in the 1986 IMF credit

agreement and the World Bank's 1987 Economie Recovery Loan package. The

World Bank's $200 million Govemment Corporate Reform Loan was signed in mid

1988. This adjustment loan was specifically intended to promote privatization, unlike

the 1983 Structural Adjustment Loan II which covered govemmentcorporate reform

in general. However, the Govemment Ccrporate Reform Loan was released in three

loan tranches. The World Bank pegged each one to the disposition of specified

proportions of the total value of GOCCs approved by Aquino for privatizatioD, as

well as definitive measures for disposition and financial restructuring.9 The first and

second tranches were released in January 1989 and July 1990, as originally scheduled.

But the final tranche of $50 million was delayed by more than one year, because the

number of assets privatized considerably fell short of targets for FY 1989-1990.\0

The lackluster record of the GSIS in denationalizing most of its subsidiaries

was noted by World Bank officiais in an evaluation report submitted to the Secretary

of Finance, as chairman of the Committee on Privatization. Copies thereofwere also
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furnished the two houses of Congress.1I Political leaders from the pro-Aquino

parties viewed the report with alarm because of its possible adverse effects on foreign

confidence in the Aquino government. The suspension of the last tranche came at

a time when Aquino had barely survived being toppled in the bloodiest coup attempt

of the reformist faction of the military. This faction was identified with Aquino's

first Defense Minister-turned-archnemesis, Senator Juan Ponce Enrile and some of

Marcos' loyal politicians.

Aquino, therefore, needed to show international donors, creditors, and

investors that the economic and political situation had gradually stabilized and

improvement was on the way. For this reason, the House of Representatives

responded through a bill that proposed to centralize aIl divestitures in the Asset

Privatization Trust.12 Parent corporations led by the GSIS vigorously resisted this

move, in spite of the fact that the GSIS had divested in only three (out of eight)

subsidiaries on the fourtb year of Aquino's privatization program:

MR. BELTRAN (GSIS Vice-President): 1 have here the
position paper of our President and General Manager which in a
nutshell presents our objection to the proposed privatization of some
GSIS assets by the Asset Privatization Trust becausè the assets or
investments in question are held in trust by the GSIS fcr its 1.5 million
members.... And therefore, the proceeds from their dispositions
should go back to the state trust fund and be plowed back to
membership benefits ....

THE CHAIRMAN (Congressman Nograles): We understand.
1 think what you mean is that if you transfer these assets to the APT,
that will be the last time you will ever hear about them, because the
proceeds will go to CARP (the Comprehensive Agrarian Reform
Program under Aquino).
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MR. BELTRAN: Yes, sir.

THE CHAIRMAN: And it will not go back to GSIS even if the
capital originally came from you.

MR. BELTRAN: Yes, sir, from the 1.5 million members.

THE CHAIRMAN: The distinguisbed Gentleman is recognized.

CONGRESSMAN AMATONG: Mr. Cbairman, may 1react to
that point [as one of the authors of the House bill). It's weil settled
that ail the benefits of these corporate investments will eventually go
to the members of the GSIS. But, in reality, 1 don't think the GSIS is
extending ail the benefits its members are entitled to .... [because)
these corporations are, in fact, losing money. In the case of the
Pbilippine Air Lines, the incumbent administration is even baving a
difficult time just servicing the interest of the airlines' outstanding
foreign debts.... In other words, the GSIS is not even in a good
position to provide sucb insurance-related benefits. So, there is no
more reason for the GSIS to continue running, administering these
corporations and their respective privatizations.

THE CHAIRMAN: Maybe wbat we sbould do, as a matter of
compromise, is for the assets ta be tumed over to the APT, provided
that the proceeds of privatization sball entirely revert back to the
GSIS, but only to compensate your original exposure. The rest of the
profits win be transmitted by the APT either to the CARP or the
General Fund of the National Treasury. That could be a viable
compromise ... in view of the ongoing, snaïl-paced divestitures.13

Opposition to the aforecited House bill solidified. Heads of several

disposition entities joined forces with the GSIS in questioning the legal rigbt of the

Asset Priva~tionTrust under Proclamation No. 50 to assume jurisdiction over both

. eaming assets and assets owned by parent GOCCs,!4 The legal tecbnicality raised

by other marketing arms later prevailed amidst World Bank endorsement of the

House bill. The foregoing nonetheless exemplifies bow policy proposais were
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politically-motivated, especially by the need to preserve the support of the foreign

finance community for Aquino's beleaguered presidency. After ail, the privatization

policy that Aquino picked up from Marcos was primarily a response to a legitimacy

crisis which she herself faced at the height of military discontent over unfulfilled

expectations.

As we discuss in the next chapter, the GSIS itselfwas suggested by the Worid

Bank as a potential candidate for consolidation with other pension funds, particulariy

the Social Security System and the Home Development Mutual Fund, although this

pre-privatization move failed. Yet, what needs to be stressed at this point is that

reformist pressures also sidetracked many pressing issues a:ising from the inherent

weaknesses of the Philippine political economy and their collective impact on

privatization policy. These inc1uded skewed income distnbutions, underdeveloped

capital markets, and the pervasive role of foreigll ownership in the economy which

Aquino could not properiy address prior to privatization, given sucb pressures.

The succeeding sections on the GSIS subsidiaries point out bow inadequate

attention to these problems restricted the critical regulatory function that Aquino's

govemment could bave plàyed in ensuring that (re)privatization does not foster

wealth concentration, private monopolies, and the political dominance of traditional

elites. Other:wise, rents could still be captured by private interests even if divestiture

results in reducing or eliminating rentierism by public officiais. Private buyers can

do so by deflating priees and obtaining better terms of sale in the absence of serious

competition for divested assets, or disposition entities may need to compensate
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private buyers if high risks are involved in the process of ownership transfer. Such

rent·seeking practices, pa=ticularly on the part of private interests, serves as prelude

to the more politically charged issues that the GSIS grappled with in suecessfully

privatizing several of its subsidiaries.

Corporate Dissolution: The Case or Arconal NV

The sale of the Stockton property -- the GSIS' most precious real estate

investment •• was the Aquino government's first ever privatization e'ffort. But the

circumstances that attended its sale were entirely different from tlme rest of the

hundreds of public enterprises slated for divestiture, for it was undertaken when the

privatization program had not yet been launched. Nonetheless, the Stockton case

provides insights into the problems that directly stem from an ir ,·1equate conception

of the role of govemment in medillting between competing interests bl:hind structural

reform policy.

What triggered divestiture in the Stockton property was an extensive

Califomia newspaper aecount of its ownership by the Marcoses, shortly after the

People Power revolution installed Aquino into power.15 The report sparked

passionate charges in ManUa about the stolen and hidden wealth of the Marcoses.

Il also triggered moves to overhaul or privatize public enterprises like the GSIS to

minimize abuse and misuse of their corporate autonomy.
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Owing to the revolutionary character of the new govemment prior to the

ratification of the 1987 Constitution, Aquino was literally vested with aIl powers of

govemment. Since there were as yet no established rules or guidelines in making or

implementing policy decisions, Aquino often resorted to the practice of delegating

critical issues of public policy to her Cabinet members. Thus, in reaction to headline

. reports on Stockton, Aquino asked Finance Minister Jaime Ongpin to form an ad

hoc committee to look into the case. Ongpin chose Aquino's business supporters to

make up the group's membership. It included Mondragon Industries President and

Tourism Minister J. Antonio Gonzalez; Shell Philippines President Cesar

Buenaventura; and GSIS officer-in-chllrge Benigno Zialcita 111.16 Again, these

appointments indicated the political clout of big businessmen under Aquino,

especially since aIl the then incumbentgovemmentofficiaIswere considered resigned

following the People Power revolution.

The committee met only once on 12 March 1986. The informaI meeting was

held at the presidential palace. Th~re it was decided that Stockton be sold in

physical form, followed by the dissolution of three layers of foreign corporations that

held title to the property. Buenaventura convinced the group that the most prudent

course of action was to sell. This was in view of the 7 June 1986 deadline imposed

by San Francisco city authorities back in 1982, for GSIS to retain the "variances" or

exemptions it obtained from city construction ordinances.17 It was aiso deemed

impossible to proceed with the construction of a proposed ten-storey building despite

the deadline, both because the project was still at the excavation stage and because
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a loan infusion of $2 million, over and above the $16.8 Califomia First Bank

construction loan, was required.18

A San Francisco law firm was hired by the GSIS to handie the sale. The firm

and its counsel, Harvey Gould, were personally chosen by Tourism Minister

Gonzalez. Gould devised a "blind bidding" method and received the various offers

of purchase.19 This form of bidding entailed submission of bids to Gould, with each

interested party not knowing the amount offered by the rest. Of 27 "blind offers"

made, the highest bidder was The Limited Stores, a prospective lessor in the new

Stockton building.

GSIS President Peliciano Belmonte, however, rejected the supposedlywinning

bidder, after receiving a Hongkong telex from Douglas Stitzel and other investors

who put up a $9.5 million bid, $0.5 million higher than Gould's nominee. Belmonte

flew to San Francisco in April 1986. He succeeded in raising Stitzel's offer to $10

million net to the GSIS. Belmonte claimed this was the best price "obtainable under

the circumstances," so the deal was concluded with Stitzel et al. 's holding corporation

on 23 April 1986.20 The new GSIS board of trustees ratified the agreement pro

forma in August 1986.21 The following month, presidential approval of the GSIS

Stitzel deal was obtained from Aquino's executive secretary.22 In short, by the time

the Presidential Commission on Govemment Reorganization recommended Arconal

NV's (Stockton's holding corporation) privatization through corporate liquidation,

everything had become a fait accompli.23

After the deal was consummated, bowever, Filipino associations in the West
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Coast began raising questions about alleged "suspicious and scandalous" motives

behind the Stockton sale. Manila dailies, in tum, played up the issues with their own

accounts of the legality and propriety of the sale as weil as the culpability of

concemed individuals associated with the new dispensation.

ln what proved to be the second round of controversy over Stockton in the

post-Marcos period, the newly restored Senate placed it on top of its agenda for

investigation. A resolution for this purpose was authored by Senator Juan Ponce

Enrile, the minority leader and Aquino's chief rival, in 1988.24 The Senate

Committee on the AccountabiIity of Public Officers, better Icnown as the Blue

Ribbon Committee, held no less than 14 separate hearings, and heard testimony

from Il individuaIs, over a period of six months of intense public and media scrutiny.

The 1989 Senate inquiry coincided with growing congressional and multilateral

pressures to speed up divestiture of state-owned assets under Proclamation No. 50.

These pressures mounted in view of the seemingly endless bottlenecks that

disposition entities faced. Most seem to arise from calculations of gains and losses

in redistributing rents and access to public resources, as private interests struggling

to capture the rewards of privatization sought to cancel each ,other out2S Whether

such redistribution was perceived as restricting the power and privileges of public

officiaIs or encouraging private monopolies, it made Many privatization projects ail

the mere politically explosive.

In similar vein, testimony presented against the Stockton sale explicitly or

implicitly alleged some form of conspiracy between govemment officiaIs and the new
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private owners. The insinuation was that these public officiaIs were willing to give
,

up their "protected turf' and instead allow rents to accrue to private buyers, because

these officiaIs would (illegally) benefit more from the sale. Specifically, the political

opposition suspected that Stitzel's lower bid was accepted in exchange for

commissions and kickbacks for the principal behind the deal, a wealthy businessman

"who enjoyed close ties with the Aquino administration."16 The $10 mi1lion winning

bid of Stitzel and company was lower than the $10.8 mi1lion put up by Jaymont Co.,

which Belmonte claimed he received only after the Stitzel deal was closed.

While the charge could neither be easily substantiated, nor could it be

satisfactorily debunked by GSIS officiaIs. In fact, the ancillary charges that were

raised related to competitive rent-seeking opportunities that divestiture presumably

opened to privatizers and buyers alike. These included the selection of a law firm

to handIe the transaction for the GSIS, instead of professional brokers; the absence

of public bidding; failure to charge any premium for the permits and variances that

had acquired rarily value, after the San Francisco govemment banned future

applications therefor; and the lack of standard review by the govemment corporate

counsel.

In a decision-making process that otherwise appeared veiled in secrecy and

undue haste, insinuations of influence-peddling, bribery, and massive fraud cropped

. up. As testimony before the Blue Ribbon Committee made clear:

SENATOR ENRILE: In fact, the only time that Mr. Cesar
Buenaventura attended a meeting in connection with this property was
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the Palace meeting on March 12, 1986, where he lightly said: "WeIl, do
Dot throw good money after bad." And ail along, this was the idea
that was followed by you, by everybody else, in makîng such an
extremely important decision to sell a valuable property owned by the
members of the GSIS?

MR. BELMONTE: .... Speaking for myself, Your Honor, 1
concurred in the decision to sell after making my own evaluation of
the situation, as weil as of the documents that were on hand at that
time, shortly before 1wrote the President of the Philippines on April
16....

SENATOR ENRILE: Did you ever attempt to get in touch with
this offeror, Jaymont (the last "blind bidder"), to see, te personally
assess whether that offer was a legitimate one or whether something
better couId be worked out?

MR. BELMONTE: But 1called up MT. Harvey Gould and told
him to examine that ... (interrupted)

SENATOR ENRILE: 1 am askingyou, sir, because 1am rather
surprised that in the case of Douglas Stitzel, you did Dot only use the
telephone, you even flew to San Francisco to attend to this particular
offer, and yet it was much lower than the offer of Jaymont ...

MR. BELMONTE: .... In the case of Jaymont, Your Honor, the
offer was made before Mr. Gould in San Francisco, and 1 did not
actually see that offer until much later. But 1 did discuss it with MT.
Gould, having been informed about it by Ms. Sylvia Lichauco....

SENATOR ENRILE: Anyway, so you simply went to San
Francisco, and this is what you want to convey to us, to deal with MT.
Doug Stitzel. Then, he agreed to pay you 10.15 million dollars right
away? ....

MR. BELMONTE: As far aS 1\Vas concemed, it was 10 million
dollars net to the GSIS, Your Honor .... because the 0.15 million
dollars represents the commission of some people who helped close
the transaction and this is sho.vn in the contract...

SENATOR ENRll..E: Now, did you tell Gould to ask The
Limited to increase its offer, considering the fact that you were dealing
with this particular buyer in good faith and 1understand this was even
the one that was selected by Minister Gonzalez as the buyer of the
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property. Why did you not ask this buyer to inerease its offer?

MR. BELMONTE: 1 was made to understand during a
conversation with Mr. Gould that it took him three days to try to get
it to that level, and he believed that was the highest bid they could put
up, Your Honor.

SENATOR ENRILE: You did not negotiate it yourself?

MR. BELMONTE: 1 did not do it myself, Your Honor.v

For its part, the GSIS management defended the timing, method, and terms

of divestiture on efficiency grounds. Belmonte insisted that "an immediate decision

had to be made on what to do with it considering that the project had ron out of

money, faced court challenges, and was confronted with a deadline."28 Sale of

property, GSIS Vice-President Zialcita pointed out, allowed the GSIS to recover

about $4.5 million out of a total investment of $14.65 million, $10.65 as purchase

priee in 1982 and a $4 million advance loan for pre-construction work.29

The highly criticized report of the Blue Ribbon Committee upheld the legality

of the Stoclcton deal. The report stated categorically that there was haste in the

disposition of the Stoclcton property. Still, the consensus among the pro-Aquino

senators who controlled the committee was while Stockton "might have commanded

a higher priee had it been sold at a later date, ... there were, indeed circumstanees

that, taken together, gave good reason enough for the govemment offi~!!!ls involved

in the sale to act as quickly as they did."30 They also found no evidenee "that anyone

of them ever profited from the transaction."31 But Senator Enrile penned a long

dissenting opinion in behalf of the opposition and complainants. As he concluded,
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"the secrecy that attended the sale and the lack of public bidding reinforces the

culpability of those involved in the dea\."32

What is of greater significance in the outcome of the public inquiry was a

clear recognition that the government should have delineated lines of authority and

set rules for monitoring asset sales well ahead of any rent dissipation exercise. In

. spite of the finding that the sale was legal. the Blue Ribbon Committee did not pass

upon its propriety. In fact, it acknowledged the possibility of what the majority

senators termed a "wrong business judgment" on the part of Aquino's advisers who

favored the privatization dea\.33

The majority opinion even found some merit in the testimony of the former

.GSIS head. Roman Cruz, Jr., despite his tainted reputation as a Marcos crony. Cruz

believed that the Aquino government could have benefitted from Stockton, if it only

used its extraordinary powers given the international respect and confidence it

commanded after the People Power revolution:

With the worldwide favor and fervor it then enjoyed, .... all tbat
the new Aquino government needed to do was to inform the San .
Francisco authorities of what the records then showed: that 212
Stockton Street was ... owned ... by the Government Service Insurance
System, an agency that was then already under the supervision and
control of President Aquino's governmenl With the immense goodwil1
it enjoyed in San Francisco, reflecting the goodwi11 it enjoyed all over
the world, it could have saved the variances, the financing and the
lease, or negotiated new favorable ones, and proceeded with the
project as planned (and suggested by those who had been involved in
the project). If it did, it would now either own a valuable piece of
income-earning and rapidly appreciating real estate in one of the very
best locations in the D.S., or it could have sold it by now for a much
higher price and profit than even the lucky buyers earned.
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Unfortunately, the govemment, through Its omelals and agents,
at the tlme sent the strongest signais to the market that It WBS amlous
and ln a hurry to sell: ln other words, that the govemment WBS

engaged ln a dlstress sale. These signais were most effective ln
Invltlng low blds for the property.34 (emphasis added)

As it happened, after the divestiture the new owners constructed a six-storey

building which they sold for $50 million or double the amount invested by the GSIS

from 1982 up to 1986. The difference obviously represented another form of

economic rent that the private owners easily captured as a result of the "distress sale"

by the GSIS in 1986.

The Blue Ribbon Committee thus finally zeroed in on what it perceived to be

the very limited participation of the national government in the overall privatization

exercise, even under Proclamation No. 50. It called for immediate legislation on

three key aspects of policy implementation: full public disclosure of any transaction

entered into by all public enterprises and their subsidiaries; disposition of

govemment properties, including those in foreign countries, only with public notice

and only through public bidding; and restrictions on investment of trust funds,

including proceeds from privatization, by boards of public enterprises, especially

govemment financial institutions like the GSIS.35

These remedial measures were ostensibly meant to address the ,critical

problem of rentierism which many today still believe caused the "panic sale" at

"bargain price" of Stockton.36 They also inevitably centered on the political issue of

who would gain access to the prlvatized asset, similar to the succeeding cases of
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divestitures. Equally important, the Stockton investigation paved the way for more

serious consideration of the part that the national govemment would have to play,

if it was to ensure both the adequacy and propriety of reform policy amidst a

diversity of frequently conflicting interests.

Legal Complexltles ln Dlvestlng the Commercial Bank or Manlla

The Commercial Bank of Manila (COMBANK) was the first major

disposition under Proclamation No. 50. It was also one where the thomiest legal

questions involving proprietary claims, private monopoly, and foreign ownership

unduly delayed its privatization. But the political stalemate that arose, as rentierism

was reopened to the private sector in the form of competitive rents, underlines the

limited redistributive potential of Philippine privatization policy. It also indicates

how govemment can affect the constraints and incentives that operate in the

marketplace and, ultimately, the impact of economic reform.

The decision to divest in COMBANK came in the midst of the Stockton

scandaI. GSIS ownership of COMBANK was next criticized in Manila's newspapers

as a source of patronage for Aquino's supporters and "street parliamentarians." One

report, for example, claimed the new GSIS did not differ much from that of the

Marcos years. It found that Belmonte "was also elected bank chairman, a position

which entitled his predecessor, Roman A. Cruz Jr., yearly fees and bonuses
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amounting to P2.4 million," and that the new COMBANK board members were

"rewarded with P300,OOO.a-yéar directorships.•37 Divestiture, then, was also a

calculated political move intended to demonstrate that the new GSIS leadership was,

indeed, serious and willing to cooperate with the Aquino govemment in its efforts

at "de.Marcosifying" the public sector. As another major daily observed,

COMBANK's sale had to be immediately taken up because "Belmonte was in a hurry

to show privatization was alive.·38

Inasmuch as a privatization policy had not yet been declared in June 1986, the

GSIS board resolved to hold separate negotiations with interested buyers of

COMBANK.39 Ali seven parties which submitted offers of purchase were foreigners.

These were the First National Bank of Boston, Bank of Hawaii, Deutsch Bank Asia,

Banque Indosuez, Pratt Group of Australia, a Malaysian party, and a Taiwanese

business consortium. But the First National Bank of Boston (FNBB), through its

offshore branch, the Boston Bank of the Philippines (BBOP), remained the only

"serious offeror" after the first stage of negotiations to reduce the number of

qualified buyers.

By December 1986, FNBB had formed a partnership with former Marcos'

deputy trade minister, Edgardo Tordesillas, to meet legal restrictions on foreign

investments. Tordesillas, in tum, headed a so-called Filipino Investors Group. This

. Group was composed of Sony-Philippines President Elena Lim, Ace Foods Inc.

partner Hermenegildo Cabilao, and automotive businessman Domingo Uy. BBOP

and Tordesillas' Group jointly offered P500 million. This was to buy ail shares of
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common stock: 40 per cent for the FNBB and the controlling equity of 60 per cent

• divided equally among the Filipino partners.411 The combined common equity of

BBOP and the Filipino Investors Group accounted for 30 per cent of the outstanding

capital stock of COMBANK upon its privatization in 1987. The remaining 70 per

cent were in preferred shares later purchased by BBOP under the debt-to-equity

conversion program of the Central Bank. Philippine banking and investment laws

prescribe a 60 per cent minimum common equity for Filipinos in any financial

enterprise.

It was DOt long before opposers to the GSIS-BBOP deal began resorting to

a varlety of legal and political maneuvers. Since the BBOPlFilipino Investors Group

was granted 120 days (until 31 March 1987) within which to conduct the standard

due diligence audit of COMBANK, the opposers mustered enough time to

• consolidate their forces and prepare for a protracted struggle.

The core opposition group came from the COMBANK board of directors

itself. This was led by bank president Dominador Aganon and GSIS Executive Vice·

President Zialcita. It was reported that their opposition owed primarily to

Belmonte's rejection of proininent insurance broker Lawrence Gotuaco to head the

Filipino Investors Group and eventually succeed Aganon to the bank's presidency.

Tordesillas was apparently disliked by many of the bank directors not only because

of his ties with Marcos, but also because they found in Gotuaco a persan who could

better represent the interests of big-time bankers and investors like themselves.41

COMBANK's directors exploited the print media to depict the sale as another hasty
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decision of the GSIS board. Similar to the Stockton case, the insinuation of

rentierism on the part of private buyers resurfaced. The bank directors "were

insistent Combank could fetch a better price if they waited," since another state bank,

the Union Bank, had recently sold for a much higher price despite its smaller

authorized capitalization.42

The former owners of COMBANK, the family of Emerito Ramos, Sr.,

constituted the second group of opposers. The Ramoses this time availed themselves

of ail possible judicial remedies in order to restrain the GSIS from enforcing the

bank's sale to the BBOPlFilipino Investors Group under the Memorandum of

Agreement signed by the parties on 22 June 1987. The BBOPlFilipino Investors

Group agreed to purchase ail COMBANK sbares for P510 million. They also agreed

to paya premium of 40 per cent of that amount, after several delays in determining

both the final price and its premium.

The Ramos family first commenced action "for specific performance,

rescission of contract, and damages" against the GSIS at a regional trial court.43

They claimed that the GSIS had no right to sell COMBANK because it had not fully

complied with its legal and financial obligations to them when the GSIS acquired

COMBANK as part of the crony bail-outs of the Marcos regime.~ The trial court

granted the Ramoses' petition. But its decision was reverserl by the Court of

Appeals in December 1987.45 The appellate court ruled that the Memorandum of

Agreement amply protects the Ramoses' proprietary interests "without unnecessarily

hampering the privatization program of the government," because it stipulates that
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the GSIS shall assume its obligations as long as the Ramoses comply with their end

• of the agreement.46 As the GSIS and the BBOP/Filipino Investors Group were about

to execute the Stock Purchase and Sale Agreement,47 the Ramoses rushed on appeal

to the Supreme Court. The Supreme Court finally dismissed their appeal for lack

of merit in May 1989 _. almost three years after FNBB initia11y negotiated for

. COMBANK -- so that there was no more judicial obstacle to COMBANK's

privatization.48 The Ramoses sought a reconsideration of this decision, but this was

turned down by the Supreme Court a year later.

The Ramoses' case only politicized COMBANK's divestiture process as itgave

rise to a third·- and probably more legitimate •• opposition to the GSIS-BBOP dea!.

This pitted so-ca11ed economic nationalists and their political allies in the bicamer(j.1

legislature against what they portrayed as a (rentier) conspiracy between govenunent

• officiaIs and foreign interests behind privatization.

As COMBANK's sale passed through a11 three tiers of the judicial system, the

lawyers of the Ramoses argued that it was "manifestly and grossly disadvantageous

to the government and the Filipino people." They cited FNBB's conviction by a U.S.

federal court for refusaI to disclose cash transactions believed to have been done by

organized crime, the Mafia, and international drug traffickers in the U.S.49 Wbel1

the courts refused to consider FNBB's questionable reputation on the ground that

it was a political issue, the Ramoses found a more hospitable forum in Congress.

With sa much public and media attention now focused on FNBB, the House of

Representatives decided ta hold a formaI investigation ta inquire inta the propriety
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of the GSIS dea\.

The eongressional probe became the toughest stumbling block for

COMBANK's privatizers and buyers. Originally, the issue revolved around

institutional integrity. Rep. Antonio Cerilles, the assistant minority leader and

propm'i:nt of the investigation, alleged that the GSIS was "in the thiek of

negotiatior.:; "';',;, ";.' Bank of Hawaii and other bidders" when Helmonte assumed

its presidency and single-handedly pieked FNBB. lO Belmonte eountered that the

priees offered by the rest were not acceptable, and FNBB (as the last offeror) was

ehosen to eomply with the Presidential Commission on Govemment Reorganization's

guideline that banking is essentially a private-seetor aetivity. Economie nationalists,

eomposed mostly of small entrepreneurs, academies from the University of the

Philippines, and a few joumalists, retorted that the govemment was better off

retaining its assets, rather than selling them to unqualified buyers at a "shockingly

low priee." They believed that COMBANK eould have feu:hed a better priee than

P510 million, sinee it had total assets of Pl.64 billion and total deposits of over Pl

billion at the tinte of the sale.51 Questions about FNBB's integrity later foreed

Tordesillas to baek out from the Filipino Investors Group, as nationalists rightly

branded him a Marcos erony.

The minority eongressmen forged alliances with several of these business

lobby and cause-oriented groups in an apparent effort to cast doubts on the sincerity

of the Aquino govemment at implementing corporate reform. The legislative

investigations, however, took a twist after the House committees on govemment
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enterprises, and banks and currencies, found enough evidence of FNBB's violations

• of U.S. federal banking laws. The lobby groups took advantage of this political

momentum. They further alleged that the World Bank was covertly supporting

FNBB and other American banks in acquiring major stakes in privatized Philippine

banks.

At the lime of the 1987 congressional hearings, the World Bank's $300 million

Economic Recovery Loan had just been approved. The loan called for complete

divestiture of aIl seven state-owned banks in the Philippines.52 The other

government-acquired banks were the Associated Bank, International Corporate

Bank, Pilipinas Bank, Union Bank, Republic Planters Bank, and Traders Royal

Bank. When legal and administrative bottlenecks to the sale of COMBANK and two

other banks arose, the World Bank "set October 1988 as the absolute deadline for

• the sale of these banks back to the private sector."SJ

Because of what the same economic nationalists decried as outright political

intervention by the World Bank, even the debt-to-equity scheme for privatizing major

stale assets54 was linked to foreign economic contro\. The World Bank earlier

devised the program with Central Bank cooperation to reduce the Philippines' heavy

external debt. Under this program, a foreign bank like FNBB could sell its debt

papers at a discount to another party. That party, in turn, would be paid Dot in

foreign currency but in pesos earmarked for Philippine investments approved by the

Central Bank."

Since most of the country's major creditor banks were American, it was easy
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for these banks to convert their respective Philippine debt exposure into equity and

acquire assets IikeCOMBANK at much less than the stipulated purchase price. And

this is what actually happened. From the FNBB buy-out stemmed the charge that

the debt-to-equity swap program aims to ensure that big American or multinational

banks would have added advantage over their local counterparts.56 Rowever, the

three Filipino investors decided to buy FNBB's debt papers, instead of buying papers

in the secondary market at a discounted rate of 40 per cent, since the transaction did

not involve payments in foreign exchange. The debt-to-equity swap thus left FNBB

holding on to about P306 million in peso proceeds which is the amount the three

investors paid for purchasing the former's debt papers. FNBB subsequently used the

amount to acquire COMBANK's preferred shares.

The politically sensitive issue of foreign ownership had thus overtaken

questions conceming FNBB's integrity by the time the World Bank and other

extemal creditors began pressuring the Aquino govemment to hasten its divestiture

program. Referring to FNBB as the "new bastion of American intemational

banking," nationalist and left-leaning, cause-oriented groups insinuated that it relied

on the World Bank's political clout as well as local business contacts to get

govemment approval for 40 per cent common equity in COMBANK.5? Philippine

laws allow foreigners to own only up to 30 per cent and, in special cases, up to 40

. per cent, with presidential approvaI.S8

The House of Representatives responded to mounting political pressure "ta

check the entry of foreign investors in Combank" and other privatized banks by
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proposing a bill to drastically eut aIl foreign equity to 10 per cent.59 At the

• conclusion of tbe committee bearings, opposition congressmen also called upon the

Central Bank to impose and monitor restrictions on the banking activities of foreign

banks relative to Proclamation No. 50 and pertinent privatization measures.l!O

The political controversy generated by FNBB virtually altered implementing

actions for the divestiture of state-acquired banks. The Monetary Board of the

Central Bank, in effect, recognized the inadequacy of existing banking regulations.

It proceeded to devise a modus vivendi for parties to the COMBANK deaI. It

authorized FNBB (and other foreign banlts, for that matter) to buy and own up 10

30 per cent or 40 per cent of common stock of denationalized banlts, but on

condition that they later voluntarily divest themselves of their preferred sbares

thereto.6\ The new policy was reiterated by President Aquino wben sbe finally

• approved the GSIS-BBOP deaI. In ber letter of approval, the President said "[i]t is

bowever c1ear that FNBB sball take steps to dispose a portion or aIl of its preferred

sbareboldings in COMBANK as saon as it bas acbieved a record of sustained

viability as monitored by the Central Bank."62 This political "compromise" between

nationalist interests and the p; ivatizers and foreign buyers nonetheless made

divestiture of state banks aIl the more complicated as it gave way to a two-step

process. The first involved divestment by the parent parastatal, followed by resale

of preferred equity by foreign buyers.

Ali these political dynamics threatened 10 strain relations between the Aquino

administration and foreign investors, wbo repeatedly complained ofwbat they calIed

• 256



•

•

•

"pure harassmer,t" to derail asset sales. In Ù1e case of COMBANK. the FNBB main

offices in Boston became reluctant to approve the deal and allowed the 120·day

allowance for due diligence audit to lapse without making any firm commitment of

purchase. The GSIS board rejected the FNBB's request for more time to negotiate

the priee and decided to open (public) bidding to other interested parties in April

1987.63 But lack of attractive offers left FNBB with more room to maneuver and

create rents, when it renegotiated for COMBANK in late 1987. The negotiated sale

nonetheless bred charges that the GSIS "gave away the store."64

Ironicaily, efforts of the bicameral Congress and the Central Bank to dissipate

monopoly rent-seeking by public managers and politicians seemed to have given rise

to more rentierism, albeit in competitive form and, in many instances, by private

interests. As the COMBANK case ilIustrates, this problem often sprung from undue

concentration of wealth and economic opportunities on well-heeled families. The

ensuing lack of Filipino buyers for the controlling equity of privatized assets

encouraged foreign buyers to find ways and means of circumventing legal and other

constraints to foreign ownership. Foreign conglomerates ended up acquiring ail the

stakes, since only they are in a position to sufficiently capitalize or invest in "going

coneems."

Dummy ownership in COMBANK (renamed the Boston Bank after GSIS

divestiture) would not have bf.'~11 discovered at ail if not for an intra-corporate power

struggle among its stockholders. The new hank chairman, Elena Lim of the original

Filipino Investors Group, saon clashed with her American partners in BBOP. This
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was because the latter "overly interfered in management and caused unusually hasty

• declaration of cash dividends and remittances (or profit repatriation) to FNBB."M

In a preemptive move to protect its holdings from Lim's and sorne Japanese

investors' prospective takeover, BBOP officiaIs talked the two other Filipino

stockholders into ousting Lim by divesting her of ail her shares. By September 1989,

. Lim had been sacked.66

The series of suits and counter·suits filed by Lim and the DBOP faction

against eacb other between 1989 and I9911ed to the disclosure that the entire capital

raised to purcbase tb.e then COMBANK in 1987 came from FNBB. Because of the

40 per cent ceiling on foreign ownership coupled with the Central Bank's directive

on the divestiture of preferred foreign equity, "FNBB shopped around for local

investors 'of probity and with whom lit] could get along with. ,,,67 But FNBB claimed

• that it couId not have possibly violated the Anti.Dummy Law because it simply

foreclosed on Lim's shares when sbe failed to pay her FNBB loan. That loan was

used to form Lim's boldil1g corporation and buy her 20 per cent common stock in

the Bank of Boston. The circumstances of the 1987 purchase, however, reveal that

FNBB's advances to ail three Filipino investors were more than "loan advances." Not

•

only was the foreign source kept from the government by the Filipino Investors

Group, in gross violation of existi...g laws; the combined capitalization of that Group

was even weil below the equivalent of its 60 per cent common equity.68

The ownership row in the Bank of Boston stalled its second phase of

divestiture. The Securities and Exchange Commission granted Lim's petition to
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disallow the BBOP faction from disposing any and ail of its sbareboldings. The ban

was later restricted to Lim's aUeged 20 per cent sbares.69 Lim filed this suit, even as

the issue conceming ber right of ownersbip to 20 per cent of the common stock was

pending in the Securities and Excbange Commission and the lower courts.

The new round of legal batt1es further encouraged the Ramoses to revive

their old suit, by citing Lim's ouster as ground for voiding the COMBANK sale in

1987. A second Ramos petition reacbed the Court of Appeals in 1990, wbere it was

denied in view of the Securities and Excbange Commission's ban on the disposition

of Lim's aUeged shares pending sett1ement.70 To date, neither Lim's equity nor the

dummy charges bave yet been resolved.

The nationalists and their political allies nonetheless saw enough cause in

Lim's ouster to decry it as "imperialism in action" and, altematively, as American

takeover "in the Wall Street manner.,,71 Big business groups like the Philippine

American Chamber of Commerce and the Federation of Filipino-Chinese Chambers

of Commerce and Industry, on the other hand, viewed the problem in lerms of the

need for more incentives to foreign competition by repealing restrictive laws on

foreign investments which "are often secret1y violated than adbered to."n The

debate, in tum, invited greater legislative and media scrutiny of many privatized

assets with foreign equity participation.

More delays in asset sales occurred, as the foreign ownership issue became

highly politicized and intimidated several prospective investors. It also made

rudimentary capital markets even more restraining for disposition entities like the
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GSIS. This was evident when the BBOP and the two Filipino stockholders decided

to pursue the second phase of privatization, after the Bank of Boston tumed into an

eaming asset73 A consortium put up by two of the Philippines' wealthiest

industrialists easily won its bid for 75 per cent of ail equity of the Bank of Boston in

the absence of interested buyers.74 The two multi-billionaire·businessmen were

"telephonemagnate" AntonioO. Cojuangco, PresidentAquino's favorite nephew, and

Equitable Bank President George Go. Two other prospective bidders "backed out

when informed about Ms. Lim's intention to pursue her case against the FNBB

interests" in the erstwhile Bank of Boston.7~

The second and last round of divestiture sought to reduce, if not eliminate,

the prospect of foreign control of (re)privatized assets. That was the policy intent of

the Monetary Board of the Central Bank. Yet, it is doubtful whether this.measure

was effective at ail in curbing rentierism, especially by private, non·crony interests in

the post-Marcos period. Soon after the buy-out in January 1991, it became evident

that the Cojuangco-Go tandem was actually a monopolist-conglomerate disguised as

a business consortium in order to overcome local ownership restrictions.'6 Of the

four business elite groups that jointly bought 75 per cent of the Bank of Boston's

total shares outstanding, three were, in fact, controlled by Cojuangco. Their

combined equity amounted to 55 per cent Il gave Cojuangco controlling

ownership.77 Joselin Fragada, former head of the Cojuangco-owned Philippine Bank

of Commerce, was installed chairman of the Bank of Boston, renamed the Bank of

Commerce. The two remaining members of the original Filipino Investors Group,
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Hermenegildo Cabilao and Domingo Uy, opted to divest all their (common) shares

in the Bank of Boston in May 1990 because of the prolonged media controversy

generated by Lim's equity claim. In short, the sale to the Cojuangco-Go consortium

only excluded 25 per cent of all outstanding shares. This percentage was inclusive

of the 20 per cent in common stock (or 6 per cent of total shares) being contested

by Elena Lim and the BBDP. Cojuangco's control over the Bank of Commerce

reinforced the Cojuangco monopoly over the telecommunications, airline, and

finance industries in the Philippines which, although not a form of rentierism,

delimits serious competition for divested assets.78

The three-fold division of Cojuangco's interests in the new bank seemed

effective in circumventing banking laws limiting individual or corporate ownership

to no more than 20 per cent. This frequently resorted method of concealing

ownership can be subsumed under the expanded version of rent-seeking we adopt

for this study. In this specifie instance, rent-seeking was activity designed to

persuade the goverment by imposing deadweight costs onto society. On the one

hand, the costs involved amounterl to the depreciation of bank assets if Cojuangco's

group was refused ownership thereof, both because of the lack of competitive tenders

and pending legal challenges. On the other hand, the same conditions enhanced

Cojuangco's bargainin..:, power in purchasing the bank's common stock. These rents

. doubtless l:ame at the expense of society at large.

The two-step privatization of the former COMBANK, therefore, shows that

a well-developed capital market is essential to promote competition for, and
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"democratic" disposition of, state-owned assets. But it also indicates why

opportunities to purchase such assets are not available to many Filipino investors

who constitute the "private sector" in the Philippines.

When one speaks of Philippine capital markets where private firms can raise

long-term funds, what is really referred to is the equity or stock market. The market

for bonds is dominated by government issues. But we indicated in the last chapter

that even the stock market is not really looked upon by local business as a major

source of finance. As one can glean from Table VI.I, the market remains so thin

and so concentrated in speculative issues (i.e., oil and mining) that it has not been

a real option for most businesses in search of capital, especially for (re)privatized

assets. Notwithstanding the relatively small portion of equity financing, Füipino

private firms like those of Elena Lim routed their funding needs through (mostly

short-term) debts from financial institutions like FNBB. Inadequate channels for

share distribution help explain why private sales to major investors are likely to

become the predominant method of sale in the Philippines.

The litigations that attended COMBANK's divestiture raise deeper questions

about equity and redistribution. For one, these questions underline the absence of

govemment policy to encourage long-term finance through the equity markets and

to restore investor confidence in such markets. Issues conceming access to public

resources clearly demand immediate attention on the part of the government, before

it can embark on any attempt to reverse rent-seeking practices within the public

enterprise sector and foster market competition.
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Table VI.1
Philippine Stock Market Transactions

(1990-1992, volume in million shares/value in million pesos)

Component 1990 1991 1992·
Volume Value Volume Value Volume Value

ail 172,483 3,875 231,172 5,981 72,091 1,800

Mining 83,767 3,963 42,802 1,293 6,177 352

Commercial 3,208 18,821 5,608 32,131 1,367 13,825
& Industrial

Total 259,458 26,659 279,582 39,405 79,635 15,977

SOURCE: Central Bank, Forty-Thlrd Annual Report (1991) of the Central Bank
of the Philippines and First Quarter Report 1992 (Manila, 1992).

•Available data for lst Quarter only.

Administrative and Technical Baniers to Rotel Dlvestltures

In the case of five-star hotels, serious disagreements over the mechanics of

div~stiturearose owing to their relative commercial viability or profitability. Dubbed

the "crown jewels" of the GSIS, their divestiture witnessed sustained individual or

collective efforts by big local firms and MNCs, and their respective political

supporters, to exact the lowest prices and most favorable terms possible at their own

convenience. These efforts were further encouraged by congressional and

multi1ateral pressures on the Aquino government to divest.

To be sure, many parastatal managers and other public officiaIs involved in
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the sales were not without their own rentier interests. However, their resistance have

generally been minimal because of wide public acceptance of the need to divest in

the so-called "Imelda Marcos hotels." Thus, public rent-seekers did not pose major

political obstacles to the Aquino govemment, just like in most other instances of

successful divestiture. Instead, what figured more prominently in our hotel cases

. were conflicts over asset valuation, timing, method of sale, the designation of the

proper disposition entity, and (post-) auditing. These were exploited to their own

advantage by private investors. The mechanics of divestiture became even more

manipulable in the absence of a well-developed infrastructure of accounting, legal

and consultancyfirms, and investmentbanks that manage the complexities associated

with divestiture in the advanced industrial countries. When these structural

constraints combine with the inability of the domestic capital markets to raise funds

for the purchase of highly priced assets, one can better appreciate why the financing

requirements of Philippine (re)privatization have hardly been met during its first five

years of implementation (1986-1992).

As individual cases for divestiture were considered in terms ofspecific targets

and operational details, the debates between prospective winners and prospective

losers grew even more focused and aeute. Economic and technical barriers to

divestiture have virtually opened the Philippine public enterprise sector to more rent

seeking groups. Following Aquino's abolition of monopolies and selective state

interventio~, rentierism seems to have become more competitive in nature and

inclusive of several public and private groups alike.
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Divestitures in the Hyatt Regency Hotel and the Philippine Plaza did not

encounter as much internaI opposition as did the Manila Hotel case, which we take

up in the succeeding chapter on failed privatizations. But Hyatt and the Philippine

Plaza nonetheless provoked criticism from various policy communities. Similar to

COMBANK.'s privatization, public bidding for Hyatt Regency proved anti-climactic.

Only well-known sugar magnate Antonio Chan's P325 million bid was submitted in

June 1988. Chan's bid was, in fact, P45 million higber than the predetermined floor

priee of the GSIS privatization committee for Hyatt.79 The Cbans bougbt out Hyatt

through their Binalbagan-Isabela Sugar Company. Five other prospective buyers,

mostly foreign boteliers, "backed out, after they were unable to package the

necessary financing to purcbase Hyatt."80 These included Hyatt International Hotels,

Hyatt Regency's managing company, wbich withdrew because of the 1987

Constitution's probibition against foreign majority ownership of commercial

establishments that coyer the landsite.

The automatic cancellation ofa second-stage bidding among Hyatt's prcferred

buyers received a lot of Oak from local businessmen. They believed a failed bidding

sbould instead bave been dec1ared by the GSIS committee in the presence of only

one interested party. A minimum of two qualified bids thus became a precondition

set by the Commission on Audit for the Philippine Plaza's divestiture, wb~ch was

originally scbeduled in 1989.81 Also, in order not to saddle foreign investors with

problems involving minority sharebolders as what occurred in the Hyatt case, the

GSIS board resolved to exclude tb/! six-bectare landsite from the sale. This allowed
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for total equity ownership of Philippine Plaza Holdings Inc. (PPHI) -- the GSIS

holding subsidiary -- for which majority of the interested bidders were foreign-based

groups.82

The target date for Philippine Plaza was postponed to mid-1990, after the

inter-Cabinet Committee on Privatization disapproved the GSIS' original plan to

combine a competitive tender with a public stock offering. The GSIS board's

proposaI for publicly listing shares came amidst charges by small Filipino

entrepreneurs that (re)privatization policy tended to concentrate, rather than

disperse, ownership of assets which the Marcos regime acquired using public taxes.

The Committee on Privatization, on the other hand, expressed fear that "bidders for

the GSIS' 70% share in the hotel may depress their offering price, knowing that the

30% shares would eventually be sold in a public offering."83 In short, Aquino's

Cabinet did not want windfalls to be captured by prospective biddzrs for the 70 per

cent auctioned shares.

What is interesting to point out, however, is that fear of investor rentierism

was Dot voiced out by the Committee on Privatization until the International Finance

Corporation (IFC), the World Bank's giant investment arm, held that only "a

competitive tender is advisable."M The "advice" came as IFC officiaIs informed GSIS

Pres;dent Belmonte that the IFC "may have an interest at a later date to participate

in the fi:lancillg of the PPH privatization transaction."85 IFC officiaIs in Washington

D.C. argued that public listing of shares was "likely to be a more complex and time

consuming undertaking" that could defeat the paramount objectives of "simplicity,
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speed and revenue maximization."86 In this manner, certain privatization actions of

the GSIS, Iike public listing, \vere altered from what would have occured without

multilateral intervention.

The GSIS also initially faced resistance from the management of the Cultural

Center of the Philippines to which the Philippine Plaza had been leased-back in

1983, at Mrs. Marcos' behest. Interest from money market placements by the hotel

mainly serviced the Cultural Center's loans incurred under Imelda's stewardship.87

When the Presidential Commission on Govemment Reorganization proposed the

hotel's sale to Aquino, the Cultural Center's management foresaw "[t]he imminent

loss of the income stream from Philippine Plaza Hotel which contributes over 40 per

cent of the Center's gross revenues."88 But the hotel's board of trustees prevailed

upon the hotel workers' union to accept divestiture even without any employee buy

out scheme, in exchange for job security p.nd fringe benefits.89 The Cultural Center

eventually agreed to transfer the entire hotel property to the GSIS. The GSIS, in

tum, converted a moribund, formerly crony-controlled subsidiary into the PPHI

precedent to Philippine Plaza's privatization.90

When bidding was finally conducted in July 1990, only three (of 39 business

conglomerates that attended the pre-bidding conference) showed up. But none

offered a bid. Instead, they collectively accused the GSIS privatization committee

. of not disclosing complete audited income statements and tax liabilities of the

Philippine Plaza. The more impomnt reason seemed to be the P1.5 billion

minimum bid set by the GSIS committee. The parties found the preset price to be
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"very steep," in contrast to open bids. The price aIse appeared very unreasonable to

the bidders at a time of great political instability, resulting from endless military

challenges to the Aquino govemment.91 ln facto the eighth and mest recent, and

bloodiest, coup d'etat took place barely six months earlier and almost succeeded in

ousting Aquino from the presidency. In the months that followed, rumours spread

throughout Manila's business circles that Aquino's replacement by Senator Juan

Ponce Enrile as head of another revolutionary govemmentwas just a matter of time.

The GSIS board was, therefore, afraid that a second failed bidding would lead

to a negotiated sale under Proclaml'tion No. 50. It asked the Committee on

Privatization to defer the sale to 1991. Belmonte and the GSIS trustees hoped that

the political situation would have stabilized by then. But their request was denied

by Committee chairman and Secretary of Finance Jesus Estanislao on aecount of

mounting congressional and multilateral pressure to auction state assets "in order to

raise govemmentrevenues" quickly.92 The Committee on Privatization's decision led

the GSIS to revise its bidding rules for the Philippine Plaza "[i)n an effort to sweeten

the pot"; this occured even as the GSIS refused to lower the base price or adopt

open bidding that may enahle private rent-seekers "to wrangle a much-Iower price."93

The concessions to prospective buyers included reduction in cash downpayment,

extension of the period for its full payment, and elimination of a bank guarantee for

balance repayments.94

The second bidding of October 1990 proved to be another failure. No bids

were received from any of the four firms in attendance (out of 10 qualified ones).
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These included Westin International Hotels, the Philippine Plaza's managing

company. In fact, there were indications that the more serious buyers were

conspiring with one another to force the GSIS to caU for a negotiated sale. Under

GSIS privatization ndes, a maximum of two failed auctions would automaticaUy

require a negotiated sale, in which case there wiU no longer be a predetermined

price and the conditions of purchase shaU be established on a case-to-case bargaining

process. A negotiated sale was ostensibly sought by the four buyers to gain lower

terms d payment. EquaUy important, they hoped to take advantage of the forecast

peso depreciations by 1991, which was but two months away.05

As expected, the GSIS buckled under as a result of lack of takers, coupled

with constant pressure from the Department of Finance to divest. In November

1990, the guidelines for a negotiated sale were spelled out. A threshold bid of PSOO

million in downpayment and a Pl bil1ion balance payable in five equal installments

at 18 per cent annual interest were set.96 Of the three business consOliia that met

with the GSIS negotiation committee to propose their respective terms of sale, AIlied

Kajima Ltd. won in January 1991.97 The customary 30-day mutual due diligence

audit of the GSIS and AIlied Kajima followed.

The GSIS soon came under heavy fire from various groups as the mutual,

review was ,in progress. Cause-onented groups of economic nationalists, backed by

11 sympathetic Manila daily, petitioned President Aquino te cancel the 1eal and order

the GSIS to revise its divestiture plan to guarantee Filipino participation. They

proposed the sale of both hotellandsite and building in order te minimize risk on
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the part of Filipino investors with limited capital. It was alsa meant to "encourage

joint ventures between Filipino and foreign groups sa that government can get a

better price."9lI But the GSm management was obviously wary of the Iitigations that

wracked COMBANK's privatization for many years. GSIS Vice-President and

spokesman Raul Gonzalez argued that including the land will not only require a

huge cash outlay of P2.8 billion, but "may prompt the contrivance of complicated

joint ventures or dummy arrangements.n99 Gonzalez alsa insisted that maintaining

the land lease was financially rewarding for the GSIS. The GSIS board viewed the

landsite of the Philippine Plaza as a continuously appreciating investment.

Before the landsite issue could be settled, a nuisance Filipino bidder became

.the rallying point for nationalist entrepreneurs, who claimed the deal violated "the

spirit and letter of both the Constitution and the laws [which] require that other

things being equal, priority should be givento qualified Filipinos."100 The charge was

spawned by a domestic Filipino corporation, the House of Investments, Inc., which

proposed terms matching Allied Kajima's in January 1991. The offer was

acknowledged, but never entertained, by the GSIS. This was because the House of

Investments failed to prove its "ability to pay" without debt-to-equity swaps, even as

it wanted a longer period of amortization.101
,

Local business quarters found sufficientammunition in many of these rejected

Filipino bids to denounce "multinational control" of the Philippine economy. The

controversy created by the House of Investments coincided weil with aIIegations of

dummy ownership against the Bank of Boston that bought out COMBANK. in 1987.
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Nationalist businessmen claimed that Philippine Plaza's sale was likewise "tailor

made to favor the bid of foreign interests over Filipinos," even though "most of the

five-star hotels in the country were already owned by foreigners."U12 More

specifically, they contended that sorne GSIS officiaIs received commissions or bribes

from the transaction when Allied Kajima'5 offer was accepted in toto, despite equally

attractive offers from riva! Filipino and Taiwanese firms. For the nationalists,

Philippine Plaza management's lack of resistance to the sale, despite lucrative rents

arising from GSIS ownership, could be explained by the greater gains that accrued

to both government and private parties.

The preference by disposition entities for full cash payments over installment

terms had, lime and again, constrained the ability of local investors to purchase

assets, and of the capital market to !und the requirement. When this is linked to the

issue of nationalism, t!lere is the obvious problem of getting an indigenous company

to purchase and operate parastatals like Philippine Plaza which are giants even by

international standards. In several instances, therefore, governmentagencies like the

Commission on Audit were reluctant to approve asset sales, without interposing

conditionalities or repealing certain provisions of a successfully concluded

privatization transaction. Some state resident auditors even favored restructuring the

management and operations of parastatals to make them more efficient, ins,tead of

selling them off to the private sector under adverse market conditions. But the

generally reactive stance taken by government auditors in conducting post-audit

under Proclamation No. 50 was widely criticized by disposition entities and the
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Congress who saw them collectively as a major stumbling block to successful policy

implemenhtion.I03

In the case of the Philippine Plaza, the final opposition came from the

Commission on Audit itself, as the GSIS and Allied Kajima were about to sign the

Stock Purchase and Sale Agreement in June 1991.104 Belmonte and Audit Chairman

Eufemio Domingo engaged in a prolonged "word war" in the newspapers over what

the latter alleged were provisions "inimicallprejudicial to the interest of the

govemment."IO~ Domingo was, first and foremost, opposed to the method of

amortizing the Pl billion balance based on dividends eamed by A1lied Kajima. He

honestly believed that this method "defeats the goals of privatization which is to

generate fresh money into the [bankrupt] Philippine economy."I06 In claiming that

the Commission on Auliit had not yet approved the technical amendments it

proposed to the deal, Domingo next pointed out that the hotel "will continue to gain"

even under state ownership because it is "profitable, liquid and debt-free."I07

But the worsening politico-economic situation in the Philippines, and the

absence of better offers, led Domingo to finally approve the Philippine Plaza deal

in August 1991 -- two years behind schedule. After aIl, there was no other way by

which AIlied Kajima could purchase the hotel without pledging its shares and using

dividends for balance repayments. No reputable Japanese bank was wilIing to

guâ:!\ntee a transaction that fell short of a genuine real estate investment and

committed its buyers to certain obligations to workers and managers alike.108 Among

the chief concessions the GSIS derived from the negotiatcd sale were exclusion of

272



•

•

•

the land and the renewal of workers' appobtments as weil as the management

contract with Westin International Hotels until its expiration in 1996.

The subsequent freeze on Central Bank's debt-to-equity conversion program

further blocked foreign investors' entry to (re)privatization processes like those for

the GSIS hotels. Many interested Filipino buyers counted on foreign partners to

come in through this facility. As of June 1988. the Committee on Privatization

already reported pending applications for the swap program worth as much as PZ

billion. But the program for the purchase of public sector debt was later cancelled

because of apprehensions over its "inflationary effect." A related concern was

pressure on the foreign exchange rate, since conversion was occuring without the

entry of fresh funds, and most of the debt being redeemed was public debt issued by

the Central Bank.109 In a way, these p.conomic problems illustrate why the social

imperatives of privatization (i.e., the use of proceeds to fund urgent programs like

land reform, as provided under Proclamation No. 50) are so difficult to achieve when

government is overburdened with a gargantuan external debt. The adverse impact

of the conversion facility on the economy, despite its very good intentions, was

acknowledged by Pura Ferrer-Calleja:

.... the privatization program also aims to lessen the country's foreign
debt burden through the debt te equity conversion.

Under this scheme, a prospective investor may buy out the
country's foreign debt at a discounted rate. The Central Bank pays
him the full equivalent of the indebtedness in pesos. Aside from some
nominal fees, the only condition is that he must invest his pesos in any
of the [privatized) enterprises in the Central Bank's list of preferred or
less-preferred investments....
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While it appears to offer sorne relief from the country's debt
burden, the debt to equity conversion scheme has inflational)' effects
on the economy. Since investors will be paid in pesos, there will be so
much money in circulation without the corresponding increase in
production. The Central Bank itself admits this dangerYo

Equally significant, GSIS divestitures in luxul)' hotels indirectly put into

question Aquino's ability to disperse property ownership and narrow income

differentials, especially from the point of view of undercapitalized local investors and

the general public. The complexity and magnitude of the payments and obligations

involved in relinquishing state ownership usually left out small- and medium-scale

entrepreneurs. Moreover, as previously noted, auctions and negotiated sales helped

concentrate wealth and power in the hands of a few when other feasible options like

partial divestiture, public listing, employee buy-outs, or even parastatal reform could

not be considered by the privatizers.

Many divestitures thus only bred "preferential access' and "familization," as

public assets went mainly to large family-held corporations. Hyatt Regency was

acquired by a wealthy Filipino-Chinese family long associated with former Philippine

"king-maker" Eugenio Lapez, Sr., the hotel's founder in 1962. The Chans themselves

are sugar barons and strong financial backers of Doilo province's landlord-politicians.

The Hyatt p~rchase expanded the Chans' reach from sugar trading, banking, paper

manufacturing, warehousing and inter-island barging to hotel management.111 A1lied

Kajima, on the other hand, is a subsidial)' of one of the biggest Japanese

•
construction and engineering MNC•. Billionaire Oscar Salvacion, one of the
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country's top 1,000 earners, was named by Allied Kajima as hotel president when it

took over the Philippine Plaza in 1991. Profit repatriation is aUowed under the 1991

Foreign Investments Act. Thi~ means that sorne surplus generated from competitive

rentierism could be drawn off by Allied Kajima from domestic sources and shifted

to foreign countries like Japan. In this case, the economic rent in the post

privatization period obtains from the difference between cash downpayments

normaUy issued by private buyers upon transfer of stock ownership, and the interest

free balance repayments to be drawn from hotel dividends over a prolonged period

of time by Allied Kajima.

The urgency and desperation to dispose of five-star hotel enterprises and raise

funds as quickly as possible, however, should also be seen in the context of the

pressures exerted by politicaUy important groups on the Aquino government. Hotel

divestiture under Aquino W?s doubtless 11 MOye in the right direction. This has had

the beneficial effect not <.inly of reducing rent-seeking by public officiaIs, but also

ending state entrepreneurship in the travel and tourism industry which has since been

entirely left to the private sector. Yet, part of the broader agenda seemed to require

governmental regulation of the privatization process even at the level of ownership

transfers.

Unfortunately, the experience of the GSIS in unloading its luxury hotels

indicates that the interests of big businessmen, foreign investors, and technocratic

policy-makers coincide with those of multilateral creditors, insofar as these groups

seek to expand their investment incentives and opportunities. The Aquino
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govemment, on the other hand, was left with little room to maneuver in the face of

periodic threats to its own survival and legitimacy. Of course, these threats had

adverse impact on economic recovery and political stability. Such a dilemma was

resolved by Aquino in terms of assigniné, greater value to the benefits of political

support than the the more ambiguous, redistributive benefits of corporate reform for

the Filipino majority.

Flnanclal Restrocturlng: The Case of PhilippIne Air Llnes

The excessive debt liabilities of some of the biggest and most profitable public

enterprises in the Philippines triggered major policy debates conceming their

privatization. The asset in question could be sold as is, in which case it would

command only a minimal price if it is saleable Il.t a11; or the national govemment

could absorb a11 or part of the liabilities to provide it with positive net worth prior

to divestiture. There may be instances, however, where there is no choice at a11 as

the magnitude of the debts bore no relationship to the market and eaming value of

the asset.

The experience of the Aquino govemment was genera11y one of financial

rehabilitation oflarge-ticket items as a condition precedent to their sale. Transaction

costsllZ on the part of the govemment were immense. The settlement or assumption

of loan and other liabilities, conversion of govemment-held loans into equity, and/or
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recapitalization of state-owned enterprises were normally requirtd. These

corporatio!!s also had tax arrears that the govemment had to forego as part of the

privatization transaction.

The costs of restructuring the finances of these "crown jewels" has led many

underdeveloped countries like the Philippines to seek assistance from their

multilateral creditors. These institutions also happened to be among the strongest

proponents of structural adjustment policies like privatization which wert: seen as

effective in cutting budgeuuy deficits and fostering efficiency in the public sector.

The pervasive influence of the World Bank, the !MF, and the Asian Development

Bank (ADB) couId be gleaned from the rehabilitation of the Philippine National

Bank, the Philippine Associated Smelter and Refining Corporation, the Philippine

Phosphate Fertilizer Corporation, and, of course, the Philippine Air Unes (PAL)

which tumed out to be the largest privatization effort under Proclamation No. 50.

But the need to recoup funds after a restructuring exercise usually left the

govemment with the problem of how to check any ensuing concentration of wealth

or private monopoly.

It may be recalled from Chapter IV that PAL became a losing proposition

under state ownership on account of the heavy losses it incurred from Mr!,. Marcos'

junket trips and the huge foreign indebtedness it accumulated after th.e peso

devaluations and high interest rates of the 1980s. A new GSIS board endorsed in

1986 the Presidential Commission on Govemment Reorganization's decision to

unload since "air transport services is an activity that can be adequately handled by
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the private sector."113 At the same time, the "strategie industry" argument of GSIS

officiaIs convinced the Presidential Commission on Govemment Reorganization that

the govemment should "continue to retain priority shares in the company, but of a

size large enough to influence major policy and operating decisions."114

Although there was political consensus behind partial divestiture, selling off

the country's sole f1ag carrier fOl'ght turbulence for six yeaTS. PAL's extemal debt

by 1987 had c1imbed to as high as $650 million. Of this amount, $250 million was

owed to foreign commercial banks and another $200 million to the Paris Club of 14

creditor-nations. The Central Bank was prevailed upon by the Aquino govemment

to assume the equivalent of P3.2 billion in foreign loans in 1988, so that extemal

debts subject to restructuring could be reduced to P12.3 billion.1l5

However, the GSIS op~"d to delay any restructuring in orde(" to take

advantage of the tourism "boom" after tbe change of govemment, and generate

unprecedented profits. The Committee on Privatization's approval to suspend

divestiture for the next three years "until [pAL] has become financially stable" was

met with criticism by major Filipino and foreign investors. These investors were

interested in acquiring majority stakes therein.1I6 They included the business

conglomerate of former Marcos-cïony and multi-billionaire Jaime Zobel de Ayala;

the resurrected political èynasty of the Lopezes which had regained monopoly of the

national electric utility; and James Capel Co. which offered to invest fresh capital

equivalent to 75 per cent of PAL's equity. Of particular interest to them were PAL's

solid monopoly of the domestic aviation market despite its deregulation under
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Aquino as weil as intangible assels like landing righls, rather titan ils commercial

viability.1I7

The business sector was subsequently backed by multilateral agencies in

pressing for privatization, especially after PAL's board uncovered a (rentier)

"conspiracy" to commit massive fraud among 22 top executives. The administrative

proceedings in 1990 stemmed from charges that PAL lost more than P2 billion

between 1984 and 1987. Senior managers were found to have resorted to

profiteering activities through sale of aircraft spare parts, overpaymenls to travel

agents and concessionaires, and unauthorized credit transactions involving airline

operations in Asia, the Middle East, and the U.S. The year-Iong investigation by the

Department of Justice closed with a report that recommended dismissal of many of

the defendanls, mostly holdovers from the Marcos regime,us Their well-puùlic:zed

dismissal pointed to additional problems in cleaning the books of "high-profile"assels

with institutionalized government rent-:;eeking practices, ior these translated into

greater net losses.

The undue delay in PAL's divestiture was now viewed with both alarm and

criticism by many politicians. They feared that the best investors would lose interest

in the airline as high interest on ils loans continued to mount, while it remained

under state ownership. PAL's worsening condition was aggravated by the unstable

political climate after 1987 which drastically slashed tourist arrivaIs.

In late 1988, a series of inquiries were begun by the Senate and the House of

Representatives to pressure PAL and other big parastatals to divest. The House

279



•

•

•

passed a resolution directing PAL to sell at least 40 per cent of its total capital stock

to .a Filipino and/or foreign group,u9 A Senate committee went a step further and

explored various methods in gradually denationalizing the airline. These included

selective privatization alcng functionallines, wbereby auxilliary services like ground-

handling or engineeringwere subcontracted or leased out120 President Aquino also

succumbed to demands by sorne senators and congressmen to rleregulate domestic

air services by way of reviving foreign competition as a prospective source of PAL

buyers.121

Belmonte and PAL officiaIs led by board chairrnan Dante Santos testified

during the legislative hearings tbat PAL could no longer afford to rely on its

profitable intemational routes, considering its vulnerability to the political situation.

Instead, they argued that the best way the airline could attract serious buyers was for

the national govemment to step in and bail it out:

MR. BELMONTE: .... The original exposure of GSIS in
Philippine Airlines is about two billion pesos. As of this date, PAL
has negative equity, meaning to say, its accumulated losses exceed its
equity or operating profits .... However, it does not mean that when
GSIS sells il, GSIS will end up with a negative equity, because PAL is
worth considerably more than what appears in the balance sheet.

SENATOR ALVAREZ: Including the landing rights?

MR. BELMONTE: Yes, including non-visible assets like landing
rigbts, the marketing network it bas built up all over the world. These
things do not appear on the balance sbeet, but they are worth a lot of
money. We realize that ever since we invested GSIS funds in PAL
back in 1977, we bave lost many opportunities 10 make money,
particularly in '83, '84, '85, '86 wben interest rates went up the
ceiling....
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But DOW we do feel there are capital gains building up within
PAL. And there is the opportunity to recapture part of tht. money
that we lost when PALis rehabilitated and eventually privatized....

THE CHAIRMAN (Senator Laurel): Do you know what other
countries have done with respect to the privatizatio::l of their national
flag carriers?

MR. SANTOS: Oh yes, the U.K. did it. A number of other
countries have done it as well. Just quite recently, Japan privatized
Japan Air Lines. Malaysian Air Lines, a part of it. Singapore also.
These have been relatively succes:;ful privatizations because most of
these airlines, unlike PAL, were released from their financial
obliga~.ons. Everytime, they encountered severe losses, their
respective govemments would pour money into them and keep them
flying. But PAL itself does not get any funding or any form of subsidy
from the govemment. That has long been a chief source of problem
or headache for the GSIS as parent corporation.l22

In response to political pressure for restructuring, the Aquino govemment

negotiated, in behalf of the GSIS, a $350,000 grant from ADB to fund a privatization

study. The 1989 report of Rothschild and Sons Ltd. valued the national carrier

between P6.2 billion and P9.9 billion ($280 million to $450 million), depending on

the amount of extemal debt to be retired. The ADB-funded project also

recommended that a one-airlïne policy be kept for intemational air services, "as

competition already exists in the market to exert pressure on PAL to improve its

efficiency."I23

The World Bank, through the IFC, backed ADB's concept of debt reduction

to facilitate divestiture in PAL and other "crown jewels" that carried a high price tag.

In October 1989, IFC sent a technical team to Manila. The team met with the

Secretary of Finance and PAL officiaIs to discuss its offer of "bridge financing" to
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allow PAL to buy back its debt papers from the secondary market, at a discount

ranging from 48 per cent to 52 per cent. With endorsement from Aquino's Cabinet,

the GSIS board accepted IFC's proposai to devise the divestiture plan for PAL. IN

Interestingly, IFC obtained the PAL contract even as it made clear that it was

"definitely interested" ll1 acquiring equity on~e the airline was privatized. l25

The $300,000 IFC study was released in October 1990. It proposed a three

phase strategy: 1) a debt buy-back program covering PAL's multi-million dollar

foreign debt "to make the carrier viable and more attractive to investors"; 2) the

"preferential sale" of minority (35 per cent) equity to foreign investors; and 3) a

public stock offering equivalent to 51 per cent of new shares to raise the airline's

capital base. The remaining stakes were to be retained by the incumbent owners -

the GSIS and the National Development Company -- "to maintain PAL as the

official flag carrier."I26

The debt buy-back program created the toughest bottleneck in PAL's

privatization, delaying it by two more years. Buy-back of a substantial portion of the

carrier's foreign debt at prevailing discount rates was intended not only to improve

its balance sheet, but also to lighten the burden of financing charges in profit and

loss statements.

Still, the first debt buy-back scheme flopped due to adverse market conditions.

It called for the sale and eventuallease-back of one DC-10 and at least 5 airbus 300s

to raise substantial funds for this purpose. In April 1990, Morgan Guaranty Trust

Co., PAL's underwriter, invited top aircraft financing and leasing companies to bid
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for the airplanes in the secondary market. But the Persian Gu1fwar in January 1991

undermined ~he profitability of most intemational airlines and causecl a glu! of

aircraft in the market This was apart from the difficulty in securing creditor consent

for aircraft sales. Consequently, only one small aircraft was sold and leased back.127

A second privatization plan had to be drafted aftei' the aircraft lease-back

strategy was scrapped. IFC proposed that "[t]he fastest way to privatize [pAL and

other big-ticket firms] is for the govemment to assume their obligations" and for

these firms to subsequently "repay the govemment using proceeds of their sale to

private investors."128 When Aquino's economic secretaries showed reluctance to

approve the new scheme because of the financial burden it would entail, a World

Bank mission arrived in Manila to set up a Philippine Privatization Fund. The Fund

sought to provide funcling for the buy back of certair. foreign currency obligations at

a discount rate of about 40 per cent to 50 per cent.

World Bank's "insistence" on a govemment bail-out "prodded [Aquino's debt

laden] govemment to push through with the buyback."I29 The national govemment

agreed to assume a total of $520.7 million in PAL foreign loans, in exchange for the

transfer thereto of the equivalent 80 per cent of PAL's authorized capital stock

effective October 1991.130 The revised debt buy-back program also set aside the

second and third phases of the IFC study. The national govemment opted to

redeem its debt burden by deciding to sell its majority stakes in PAL by December

of that year.13I

It was inevitable that the govemment had to give up control of strategie
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monopolies like PAL, even if it was against the Villafuerte Commission's and the

GSIS' original recommendations. Otherwise, public enterprises with negative net

book value would be relieved of their non-performing assets, while the national

govemment would be made to service a much heavier external debt. The resulting

trade-off caused the Aquino government to directly undertake corporate

restructuring, but conditiona\ on the privatization of whatever contro\ling equity it

assumed. Such a policy did Dot distinguish at ail between essentially commercial

activities and those that were developmental or catalytic in their social or economic

objectives.

Stark choices in privatization policy also created ripple effects on the

accessibility of denationalized assets. In the case of PAL, the settlement of the

remaining monetary c1aims of its former owner paved the way for its sale a, a "going

concem." The sett1ement was part of the recommendations of the 1990 IFC study.132

But the national govemment wanted as much as 70 or 75 per cent of its stakes to be

auctioned, with a meager 5 per cent reserved for future employee stock purchases.

Neither did Secretary of Finance Jesus Estanislao and Central Bank Governor Jose

Cuisia -- who represented the national govemment in the three-man PAL

privatization committee -- find public stock offering either financîally rewarding or

technically convenient. The Aquino government was concerned tbat its assumed

obligations would bloat the country's staggering $42 billion external debt.133

To diffuse criticism from small investors that 50 much equity bad been slated

for outright divestiture tbrough public bidding, the PAL committee decided to
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auction off only 67 per cent of ail ils (common) shares. The govemment's remaining

32.1 per cent was retained fd the time being by the national govemment (13 per

cent); GSIS (15 per cent); and the National Development Company (4.1 per cent).I34

Unsold shares were left for disposai by the succeeding presidential administration

after June 1992.

The three prequalified bidders were consortia of sorne of the most prominent

local and foreign investors. After all, very few qualified to bid for such a huge

investment. The decision of the privatization committee to set a "hurdle price" only

hours before the January 1992 bidding also virtually c:!elimited the prospective buyers

to the wealthiest. This is because "any bidding consortium has a strong incentive to

submit the highest bid it can justify, without regard to an announced minimum

price."13S The consortium-type of bidder was particularly encouraged by the PAL

committee through qualification mies like partnership with a foreign airline and a

minimum P4 billion cash component. The balance in debt papers or their cash

equivalent decided the winner. The use of debt papers as part of the total PAL bid

served as a model for the privatization of a few other highly-priced assets of

govemment. The amount of debt papers which was accepted during the bidding, or

its cash equivalent, was set based on the agreements made by the Aquino

govemment with its foreign creditor banks during the second debt buy-back

transaction. Thus, the agreed price of 57 cents for every dollar of debt was also the

price at which the govemment agreed to purchase debt papers froID the foreign

banks.l36
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While a consortium could provide some semblance of dispersed ownership,

in .reality it may be controlIed by only one or two powerful investors or

conglomel'ates. In tbe case of PAL, it was even questionable whether bidding

actually "encouraged the utrnost competition," as the Committee on Privatization

claimed it did.137 The winning consortium was led by AB Capital & Investrnent

Corporation and the Bank of Commerce Group of Antonio Cojuangco. Cojuangco

is President Aquino's nephew. He was the same industrial tycoon who acquired the

Bank of Commerce lbat was formerly the GSIS-owned COMBANK. He also bought

from the Aquino's father the Philippine Long Distance Telephone Co., an example

of a highly inefficient private monopoly. PAL' "onversion from a public monopoly

into li. (possibly inefficient) private monopoly expectedly raised serious concem over

the "creeping dominan('e of big business not only in the economic sphere but in the

political life of the country as well."B8 In a landmark ruling, the Supreme Court

passed upon the dangers of post-privatization rentierism. The Court lamented the

absence of an agressive anti-trust law or policy ta curtail combinations in restraint

of trade, private monopolies, and oligopolies:

A 'monopoly' embraces any combination the tendency of which
is to prevent competition in the broad and general sense, or to control
priees to the detriment of the public. In short, It Is the concentration
of business ln the hands of the few. The materlal consideration ln
determlnlng Us existence Is not that priees are ralsed and competition
actually excluded, but that power exlsts to ralse priees or exclude
competition when deslred.139 (empbasis added)
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Among the other members of the winning consortium were Cojuangco's

business associates, George Go of Equitable Banking Corporation and Asian Bank

chairman Andres Soriano III, whose family founded PAL in 1937 and has a virtual

monopoly over the beer industIy in the Philippines. The Cojllangco-Ied consortium

tendercd P9.78 billion ($369 million). Part of the total amount represented the

eligible debt component which was paid only at the closing of the deal in March

1992. The Cojuangco bid was 16 per cent higher than the undisclosed "resen'e priee"

of P8.4 billion ($319 million).I40

The losing bidders like....ise represented the creme de la creme of business and

industry. The PCŒank consortium was headed by "poultry king" John Gokongwei

and the Lopez business empire which originally owned GSIS' Hyatt Regency Hotel.

These two most well-heeled clans were joined by Oriental Petroleum and Minerais

Corporation, American Airlines, and the Salomon Brothers, among others. The

membership of the third consortium, the British Airways-backed Union BankCapital,

also reads like a "who's who" in local and international finance circles. Along with

IFC, some of these conglomerates went on to purchase shares in PAL "in an effort

to ride on the suceess of the Cojuangco and the Soriano families."141

Ironically, Cojuangco's acquisition of PAL's control\ing equity would not have

been possibl,e without direct financial aid from the Marcoses or their former eronies.

Even before the January 1992 bidding was held, it was well known that either Marcos

or Imelda retained ownership of Prime Holdings Inc., the lead corporation in the

winning consortium. Prime Holdings Ine., which was in Cojuangco's name, held 70
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per cent of the common shares in the Philippine Telecommunications Investment

Corporation which, in turn, was the majority stockholder in Cojuangco's telephone

monopoly.142 Cojuangco, therefore, was not spared from additional charges of being

a Marcos nominee.

Over and above this complex dummy layering, much of the P9.78 billion

. Cojuangco's consortium invested in PAL came from famous Marcos-crony and

"tobl1lXO lord" Lucio Tan who still owns A1lied Banking Corporation.1U The source

of funding for the PAL deal was discovered only when Tan and Cojuangco locked

themselves in a weU-publicized intra-corporate battle in late 1992. The fight

stemm.:d from Cojuangco's corporate expansion project which entailed the purchase

of new aircraft. Tan did not find the investment wise. lnstead, he wanted PAL to

be more profit-oriented by slashing loss-making domestic routes and imposing higher

fares for Oights that remained, given the a1?sence of competition in the deregulated

domestic airline market. Tan thus moved to protect his "holdings" whi~h turned out

to be the equivalent .of Cojuangco's 51 per cent controlling equity in PAL.·'"

Cojuangco was ousted by Tan who then got himself elected chairman of PAL's

board. In the process, evidence cropped up "that the funds [Tan] infused into PAL

came from certain of his [crony] corporations which were previously seqllestered by

the govern~ent.,,145

But, in the tangled web of Philippine politics, it is not uncommon to find

business partnerships or alliances even among warring political clans or elite factio~s.

There is no gainsaying that in a country where great incorne and wealth are narrowly
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distributed, incumbent power-holders often discover tbey have shared economic

interests with their political adversaries. Diverse forms of cooperation or adjustment

are usually struck in furtherance of such congruent interesls, as the Cojuangco-Tan

deal so c1early illustrates.

Such a tie-up further indicates that the possibility of (re)opening the public

sector to the (indirect) control of certain unwanted elements of the former

dispensation is not at ail remote. This appears to be conceded when the desperation

for funds to rehllbilitate an ailing economy glosses over the more critical issues of

ownership and redistribution in the Philippines.

Summary

The six corporate divestitures thematically examined in this chapter represent

varying degrees of success. PoUtical controversy, lawsuits involving ownership rights,

lack of buyer interest, technical questions, and in-fighting among privatizers

nonetheless derailed asset sales, as originally scheduled. However, in sharp contrast

to failed divestitures in the succeeding chapter, a common denominator of the cases

surveyed is the absence of sustained resistance on the part of the stakeholders, in

comparison with other LDCs. The "Marcos connection" and the financial

unattractiveness of most parastatals explain why stakeholders did not often succeed

in protecting the status quo. Instead, they commonly gave ground to the forces of
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change. An equally strong push came from the commercial and multilateral creditors

in view of the heavy debt obligations of these corporations, which was a powerfu1

source of leverage over the content and direction of economic reform. Aquino thus

succeeded in correcting many of the long-standing distortions in the economy that

monopoly rentierism by public officiaIs and cronies alike bred, besides recouping

much-needed funds from (re)privatization. This was undoubtedly a significant step

towards achieving the kind of democracy Aquino envisioned and promised in 1986.

Yet, terminating the exclusivity of rent-seeking under authoritarian mIe docs

not eliminate rentierism altogetller. Access to divested public resources was truly

broadened by Aquino to encompass a diversity of private sector groups, but without

addressing those socio-economic conditions that constrained competitive prowess.

In fact, another common feature of our case studies was the capture 01:. rents by

private interests, whether acting independentlyor in collusion with public rentiers,

particularly the parastatal management and top officiaIs of the national govemment.

Depressed market values of divested assets, windfall, beyond-normal profits reaped

from certain modes of divestiture, as well as kickbacks and commissions paid to

public rentiers through shady dea)s created rents at the expense of the state. These

rents were in addition to rents that arose from captive markets in the post

privatization stage. Rent-seeking processes appeared to have been encouraged by

the high cost of (predominantly commercial) assets vis-a-vis the bargaining strength

of private monopolies, giant conglomerates, MNCs, foreign banks, and traditional

landed elites. Together, these findings shed light on what Amiya Kumar Bagchi bas
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described as the conceptual blindness of most theorists of rentierism, who tend tt)

.
"denigrate ail government intervention" and ignore "private rent-seeking by dominant

firms in a world of supposedly free competition."146

The shift in the concentration of wealth and power from one politically

supportive segment of the elite to another thus leaves the structure of the Philippine

political economy virtually intact. If such is the case, privatization \:ould only bring

about a perverse redistributive impact on society.
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CHAPI'ER VII

BUREAUCRATIC RECALCITRANCE IN ASSET DIVESTITURE

It was also unl'ealistic...to expect a
widespread receptivity to major change in the
months and years following the February 1986
revolution.

Besides affecting the balance of power between the state and the private

sector in the Philippines, the highly politicized character of (re)privatization was due

to the prospect of diminished political influence and prestige on the part of

corporate management. Unlike the rank-and-file of many "star" corporations who

were assured of job security, equitable compensation, and in some instances, even

bargaining rights, incumbent managers had to be terminated once ownership shifted

to private hands. Outright divestiture appeared to assign greater costs than benefits

to managers since they could not be easily "compensated" by the state.

Of particular interest, therefore, is the opposition vigorously waged by those

stakeholders with more immediate reasons to resist divestiture, despite the

ambivalence of labour groups. The anti-Marcos feeling and the euphoria of

democratic ienewal that pervaded the Aquino government in its early years did not

seem strong enough to ward off bureaucratic resistance to economic reforms.

Venality may have played a role in some instances. But the unwillingness 10 sen

profitable corporations, and the belief that failing ones could be turned around
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through proper management, stemmed from several factors: 1) the reluctance of

govemment agencies to part with assets under their control, for to do 50 signified

loss of rents inc1uding mnge benefits and patronage; 2) the concem that, to the

elrtent that the divestiture of some state-owned assets brought forth a reduction in

their size, it would contribute to unemployment; and 3) the depreciation of assets

caused by their earlier haphazard confiscation and mismanagement in the name of

national security. Collectively, these predominantly political impediments meant the

triumph of the adherents of statism (in which the national govemment maintains

sizeable, if inefficient, corporate assets) over the supporters of a restricted

govemment role in the Philippine economy.

The present chapter examines unsuccessful divestitures, and the policy

responses they generated from the Aquino govemmenl In 50 doing, it seeks to

determine why and how rentierism by public managers significantly affected the

implementation of policy reforms. Then, we proceed to ascertain the exten't to which

Aquino changed the public sector and liberalized the economy to broaden political

and economic opportunities in the Philippines.

Polltlcal Stalemate Over GSIS Merger

Of the thirteen parent public enterprises designated by the inter-Cabinet

Committee on Privatization to act as its disposition or marketing arms, six -- or
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aIrnost half -- were also slated for divestiture or some related dispositive action

pursuant to Proclamation No. 50. The Govemment Service Insurance System (GSIS)

was among these corporations. The GSIS, in particular, was proposed for

consolidation with other pension funds, namely the Social Security System (SSS) for

private sector employees, and the Home Development Mutual Fund or provident

fund. However, as we shall see, the impetus for the merger scheme, if not outright

divestiture, came in reaction to World Bank support for the private insurance sector

in the post-Marcos period. This once more indicates how foreign aid in many

developing countries undergoing systemic change also reflected certain political or

saategic motivations behind structural reform.

The GSIS began to build up its net income by generating savings in

operational costs and redirecting its investments after the People Power revolution

and its reorganization in 1986. The general insurance business of the GSIS for

govemment-owned and -controlled corporations (GOCCs), for one, achieved

significantgrowth in th.e two years following 1985. This can be gleaned from Table

VII.1. But the GSIS also faced fierce criticism from the Association of Insurance

Brokers of the Philippines. This interest group became all the more politically

influential after Iandlord-businessman Salvador Lacson became its president. Like

the Chans of Hyatt Regency Hotel and the Cojuangcos of the Bank of Commerce

and the Philippine Air Lines, Lacson's clan represented the fusion of agrarian and

industrial po~er in the resurrected pre-martial Iaw, semi-feudal elite. This class· is

composed mostly of absentee-Iandlords whose vast Ianded estates are administered
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Table VII.l
GSIS General Insurance Fund"

(1983-1988, in million pesos)

Year Assets Reserves Surplus""

1983 685.4 464.3 178.6

1984 865.8 535.9 177.6

1985 1,014.0 676.8 142.0

1986 2,183.3 711.6 534.6
f-.

1987 3,061.0 886.0 519.0

1988 1,990.8 830.1 729.2

SOURCE: National Statistical Coordination Board, 1991 Philippine Statlstlcal
Yearbook (Makati, 1991), pp. 16-30 - 16-31.

"Formerly known as the Property Fund. The four other GSIS trust funds
are the Social Insurance Fun(\, Optional Life Insurance Fund, Medicare Insurance
Fund, and the Employees Compensation Insurance Fund.

""Net of interfund borrowing and lending.

for them by a number of overlords, and worked by landless tenants who look up to

their landlords as patrons. The semi-feudal elites usually reside in Manila and other

urban areas. They hold political office or engage in private business.2 The brokers'

association headed by Lacson counted among its ranks many of the Philippines'

wealthiest landlord-industrialists.

Lacson and his group thus repeatedly decried before the print media what

they branded as "GSIS encroachment into the [elite-led] private sector."3 In reality,

however, the Association of Insurance Brokers of the Philippines as well as top

individual brokers were more afraid that (re)privatizations would inevitably create
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a captive market for the GSIS, rather than what they saw as the increasing volume

of business handled by the GSIS under Aquino. This became evident when the

newly formed Asset Privatization Trust assumed control over non-performing assets.

It opted to insure these assets with the GSIS. The choice of the GSIS was intended

to prevent their former owners, mostly Marcos cronies, from regaining control over

them and to reinsure the assets at fairly reasonable costs. The Trust's move was

followed by a decision of the National Development Corporation -- the second

biggest parastatal and a minority stockholder in the Philippine Air Lines -- to shift

the insurance coverage of its various subsidiaries from private firms to the GSIS.4

Such developments ignited charges from the brokers' association that the GSIS had

grown beyond its own legal and institutional limits. Il claimed that the GSIS was

engaged in "unfair competition" by currying political favors for the heads Qf its new

client-enterprises.5

The World Bank proved particularly receptive to these charges. The

Association of Insurance Brokers of the Philippines' institutional membership was

also drawn from big D.S. and multinational insurance firms, including the Philippine

American Life Insurance Co. and Sun Life Assurance Co. The Bank first came up

with an occasional paper proposing the merger of ail state-run pension funds "to

make them more efficient."6 A detailed feasibility study for the GSIS-SSS

consolidation was subsequently imposed as a condition for the release of the $100

million balance of WorId Bank's $300 million Economic Recovery Loan in March

1987. The disbursement of the balance was additionally meant 10 trigger the release
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of an equivalent amount from Japan's Export-Import (Exim) Bank as loan co

financier. 7

Thus, by the time the Presidential Commission on Government

Reorganization held its consultation meetings or workshops after May 1986, the

merger proposaI was aIl too weIl-known to GSIS and SSS officiaIs. The

reorganization commission also advanced the concept of a single social insurance

system to provide for uniform benefit policies, regardless ofwhether the beneficiaries

were public or private sector employees.8 But World Bank advisers in the

Commission's Task Force on the Government Corporate Sector appeared more

inclined to support the privatization of the two pension funds. This was not only

because of the dubious activities of the funds under the Marcos regime, but more so

because they felt that the insurance business could be better handled by the private

sector.9

Transferring the insurance coverage of government employees to winning

private bidders gained political ground among the leading opposition politicians who

had criticized continued favoritism or rentierism by GSIS officiaIs in granting housing

and other policy loans. In this manner, the business concems of brokers' groups like

that of Lacson intermeshed weil with the interest in GSIS' privatization of both the

World Bank and the landlord-dominated bicameral Congress. The Senate even

summoned Finance Undersecretary Edgardo deI Ponsa, as head of the policy-making

Technical Group of the Committee on Privatization, to shed light on the much-talked

about merger scheme:

309



•

•

•

SENATOR ENRILE: Don't you think that it would be better
for this corporation (GSIS) to be privatized sa that Filipino
govemment employees, who are supposed to be the beneficiaries of
the financial soundness of this corporation, will at least be protected,
instead of the govemment dissipating the resources of the Govemment
Service Insurance System by using it to support such losing entities like
the Philippine Air Lines?

MR. DEL PONSO: The Committee [on Privatization] agrees
with you, Mr. Senator, on this particular point....

SENATOR ENRILE: Not to talk about the GSIS itself, maybe
you should DOW consider the possibility of transferring the insurance
coverage of ail govemment employees to private enterprises, to private
insurance companies, in order that the govemment will Dot include
insurance in its scope of activity. As we ail know, the experlence of
most government employees ln deallng wlth the GSIS ls somewhat not
too happy. It has remalned an unhappy arrangement up 10 DOW. Of
course, some lndlvlduals can go 10 the GSIS and borrow money ln
order 10 put up houses or buslnesses, but how many Indlvlduals have
the polltlcal dout or the InOuence 10 do that? The ordlnary members
can not Just easlly borrow from the GSIS 10 serve thelr personal
benent requlrements....

MR. DEL PONSO: 1 am just going to point out to Senator
Enrile that, in fact, the recommendation to retain the GSIS on the part
of the reorganization commission was a tentative recommendation. in
the sense that it was felt that we still need to look into a number of
aspects in respect to the GSIS, SSS, the Employees Compensation
Commission, and even the Home Development Mutual Fund, One of
the' things we feel should be studied further is whether we, in fact,
need to retain, four separate entities or whether we should actually
consolidate ail four in order that basic employee benefits may be equal
for ail members of the system and claims adjudication may be
standardized. That is one key concem of our Committee.10 (emphasis
added)

World Bank and congressional pressures for divestiture were later reinforced

by the Janus-faced or dual stance that the GSIS took when it was pressed to define

its institutional character. After Aquino was installed inta power, a group of
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joumalists requested information from the GSIS board about the so-called "c1ean

loans" granted by the GSIS to opposition members of the defunct Marcos legislature

or Batasang Pambansa in 1985 and 1986. These interest-free loans were personally

obtained at the behest and on the guaranty of Mrs. Imelda Marcos and approved

without the standard evaluation. They were ostensibly meant ta coopt sorne of the

then pro-Aquino politicians before Marcos called for special presidential elections

in Febroary 1986. The GSIS, which had heretofore resisted merger with SSS .- on

the ground that it was a state trust fund and on suspicion that merger was really a

pre-privatization move .- suddenly made a tum-about. Newly appointed GSIS

President and General Manager Feliciano Belmonte refused the request of the media

practitioners. He alleged that GSIS funds were not public and, hente, the doctrine

on confidentiality of records obtained.11 But romours also circulated among

opposition leaders of the Congress that Belmonte's refusaI was really meant to avoid

any adverse publicity of the illegal acts committed by GSIS executives under Marcos.

Many of these executives had shifted loyalties to Aquino and held key posts in the

new govemment. As we noted in the last chapter, twenty-one executives of the

Philippine Air Lines were dismissed in 1990 on aecount of massive fraud and

corruption under both the Marcos and Aquino administrations.

Of course, media groups nelier dared ta raise questions about the "public

ness" of the state trust fund under one-man role. But after Aquino restored basic

democratic rights and processes, it became the issue in the suit filed by the

aforementioned joumalists before the Supreme Court in 1987.12 The Court fina1ly
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laid to rest the controversy by ordering Belmonte to release the requested documents

on Imelda's rentier loans, and went on to repudiate Belmonte's position. Speaking

through Madam Justice Irene Cortez, the Court held that the GSIS is a trustee of

contnbutions from the govemment and its employees, and the administrator of

various insurance programs for the benefit of the latter. Undeniably, its funds

. assume a public character:

The postulate of public office as a public trust institutionalized
in the [new 1987] Constitution to protect the people from abuse of
govemmental power, would certainly be mere empty words if access
to such information of public concem is denied, except under
limitations prescribed by implementing legislation adopted pursuant to
the Constitution. The right of information is not merely an adjunct of
and, therefore, restricted in application by the exercise of the freedoms
of speech and of the press. [It] goes hand-in-hand with the
constitutional policies of full public dlsclosure and honesty in public
service.13 (emphasis in the original)

The publicity generated by this decision helped the merger proposaI gain

momentum. The privatizers argued that there was not much of a distinction between

two huge bureaucracies like the GSIS and SSS, since the former alsa used to provide

(behest) loans to private individuais. But GSIS and SSS officiaIs were alsa prepared

to oppose the Presidential Commission on Govemment Reorganization-World Bank

team. SSS deputy administrator Mauricio Rivera claimed in a newspaper interview

that it would be impractical 10 combine the GSIS and SSS. Rivera believed that

each had different procedures for accepting members as weIl as extending benefits,

"such that a change of structure might result in a lot of confusion."14 Instead, GSIS
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and SSS officiaIs pushed for the "temporal)' retention" of the two pension funds as

separate public enterprises, pending completion of "an in-depth [merger] study to

determine both its desirability and the mechanics for implementation."I~

SSS motives in opposing the merger surfaced when a newspaper reported that

it had tumed into the richest parastatal in the Philippines after 1986.16 When

Aquino came to power, the SSS had a cash balance of some P40 billion, compared

to the GSIS' P600 million, because the former had taken a more cautious approach

in its investment and lending. According to the newspaper report, SSS investments

totalled as much as P47 billion, of which 67 per cent were in high-yielding Treasul)'

bills and notes. Another P4.5 billion were in shares in blue chip companies. The

SSS had further gone into industriallending, in which the GSIS continued to lag.

In short, the SSS rightly saw that itshighly priced rents (in the form of management

and personnel privileges and benefits) would be greatly diminished if it assumed all

or part of the GSIS obligations as a result of any merger scheme. This was because

mos.. if not all, of the interest generated by erstwhile investments and loans extended

by the SSS would have to go into servicing the huge debts of the GSIS subsidiaries

led by the Philippine Air Lines.

Despite impressive growth in 1987, the GSIS still had an actuarial deficit of

over P4 billion. Many of its assets were non-productive, too, including the PhjJippine

Air Lines and a chain of real estate properties and hotelsP In addition, the bulk of

GSIS debts and interest on the principal were in hard currency, which could totally

eat up the value of SSS investments. The financial and administrative costs of
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merger ostensibly far outweighed its benefits, from the point of view of Rivera and

the SSS executive management. For its part, the GSIS kept silent over the merger

issue after the Supreme Court ruling was issued in February 1989.

However, in order to satisfy the World Bank and Japan's Exim Bank, the

Department of Finance as lead agency in the Committee on Privatization, and the

Govemment Corporate Monitoring and Coordinating Committee in behalf of

retained state enterprises, conc1uded a Memorandum of Agreement with Sycip,

Gorres & Velayo for the consolidation project. This was endorsed by the World

Bank. The Bank reminded the Aquino govemment that such a study was necessary

for it to assess the actual financial conditions of the two parent corporations and how

they plan to perform in the future, before successive tranches of the Economie

Recovery Loan could be released from Washington D.C.18

But, late in 1987, the Commission on Audit rejected the contract with Sycip,

Gorres & Velayo. It held that feasibility studies or management audits of

govemment firms should be done by the Commission on Audit in order to save

funds, especially since the Commission had its own Management Operations

Division. Negotiations between the Department of Budget and Management (which

took over the Presidential Commission on Govemment Reorganization after its

abolition in 1987) and the Commission on Audit resulted in an agreement to allow

the head of Marcos' Presidential Commission on Reorganization and former Task

Force consultant, World Bank-teehnocrat Armand Fabella, ta handle the study "in

consultation with the World Bank."19 This finally convinced World Bank officiaIs ta
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release the loan balance.

The GSIS-SSS mergei study was begun in 1990. But this again stalled

because of disagreements over the terms of reference stipulated by World Bank

economists from Wasbington D.C. and FabeIla's tecbnical staff. State auditors in

FabeIla's team, in particular, strongly suspected that World Bank officiaIs were

actually working out a pbased scbeme for the eventual privatization of the

con5Olidated pension funds. This was because Bank officiaIs constantly barped on

the "privatized" cbaracter of the GSIS' general insurance business under Marcos as

weIl as the detrimental effects of bureaucratic processes on GSIS investment

decisions.

The bigbly politicized issues that emerged were complicated by the slow pace

of GSIS and SSS divestments in the;r respective corporate holdings. The status quo

in terms of retaining both parent corporations under state ownersbip prevailed for

the time being, since the Committee on Privatization gave priority to hastening the

disposition of their expensive assets. According to the Committee, (re)privatization

of subsidiaries had to be given priority 50 that the GSIS and SSS may "take passive

roles in investment activities."20 Fabella's ongoing study was therefore set aside, in

order for the GSIS and SSS to concentrate their efforts at restructuring and/or

divesting their various subsidiaries. World Bank officiaIs nonetheless suspected that

the snail-paced, "one-at-a-time" divestiture ofGSIS subsidiaries favored by Belmonte

was a dilatory tactic to avoid any merger.21

Until President Aquino's term expired in June 1992, the proposed

315



•

•

•

consolidation of the two pension funds -- perhaps as a step precedent to privatization

-- remained stalled. This ilIustrates just how difficult it was for corporate reform

policies to be implemented the way they were originally conceived. The GSlS was

reluctant to support the merger because it was concemed that such initiative would

lead to media or public discovery of past (or perhaps, sorne incumbent) rentier

practices on the part of govemment officiaIs, as GSlS assets and liabilities underwent

extensive audit. From the SSS standpoint, on the other hand, whatever perks and

privileges were currently enjoyed by its management and employees, owing to its

corporate profitability, could be diminished or lost if the SSS assumed the combined

debt obligations of the GSlS and the other pension funds. ln any case, both the

GSlS and SSS obviously found the costs of merger (and perhaps, privatization) far

too concentrated in their respective ranks. ln contrast, the benefits thereof remained

ambiguous or unclear.

Thus, while the GSlS and SSS did not formally black the proposaIs of equally

strong proponents of the merger strategy, the plans were delayed. And neither were

any of the proposaIs eventually pushed through. The ensuing political stalemate

between those supporting and opposing parastatal mergers or divestitures provides

a backdrop to the more difficult situations encountered by privatizers when public,

albeit non-~rony, rent-seekers are well-entrenched in the parastatal institutions

themselves.
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Stakeholder Resistance: The Case of the ManUa Hotel

The Manila Hotel provides some contrast to the GSIS stol)'. Stakeholders,

i.e., the hotel trustees, still saw enough benefits from operating a financially

rewarding, five-star hotel that they did not give up their prize without a protracted

struggle. In the end, they even emerged victorious. The nature of tbat political

resistance has been repeatedly ilIuminated in many other (re)privatizations of high

profile govemment corporations in the Philippines. It explains in part why the

divestiture declarations of the Aquino administration had been so much stronger

than divestiture implementation or compliance. But as the case of the Manila Hotel

demonstrates, the stakeholders have commonly given some ground to the forces for

change, so long as the costs of political compromise did not outweigh its potential

benefits from the stakeholders' perspective.

Proposais for either full or partial divestiture were met with stiff resistance by

corporate management from the vel)' beginning. This is because the Manila Hotel

"provides them with salaries and perquisites otherwise unavailable in the public

sector."n With these privileges further came a great deal of managerial autonomy

which Marcos had institutionalized. Also, at a lime of renewed investor confidence

amidst the euphoria of the "People Power" revolution, the Philippines again

experienced an influx of foreigners. The Manila Hotel won the management

contracts of most of the country's finest beach resorts which became popular tourist

destinations in Asia after 1986.23 Intemationally, the hotel improved its rank to
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become the ninth best in the Asia-Pacific region and the nineteenth finestworldwide.

It also opened and initially ran a five-star hotel in Beijing, China.14 The hotel reaped

huge profits and became the GSIS' m05t profitable subsidiary by 1988.

Corporate viability thus increased the interest of the Aquino administration

in the Manila Hotel. This was the case especially since its management often

, exacted rents unrelated to its contribution, through better-paying directorships or by

drawing wages and benefits far greater than those for comparable jobs in the GOCC

sector. But the Manila Hotel was also one of the very few public enterprises, and

the only GSIS subsidiary, that strongly opposed the report of the Presidential

Commission on Government Reorganization. GSIS President Belmonte, also the

hotel's president, and hotel general manager Miguel Cerqueda, joined forces with

Tourism Minister Jose Antonio Gonzalez in contesting (re)privatization. Their

position before the Committee on Privatization was made on two grounds: 1) "the

historical value of the hotel may be I05t" if privatized; and 2) privatization "may

prove to be embarassing since the managers will no longer have a hotel operation

they can point to as an example of the type of service they can provide". as a

managing corporation.25

However, the Presidential Commission on Government Reorganization was

upheld by the Committee on Privatization's tecbnical committee beaded by Finance

Undersecretary Edgardo deI Ponso. The latter ruled that the Manila Hotel could

still remain a national bistoricallandmark "by stipulating in any purcbase agreeme,nt

that certain distinctive features ... sbould be retained by the new owners."26 With
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regards to its local and international management contracts, the tecbnical committee

believed tbat privatization would Dot at ail be disadvantageous usinee the track record

of the botel will still be intact"; the required expertise could also be "retained by the

GSIS, if necessary to ensure proper discbarge of any contractual commitments."27

Belmonte and the Manila Hotel's trustees sougbt a reversaI of deI Ponso's

decision. They raised the matter before the Cabinet·level Committee on

Privatization. But the Committee sustained dei Ponso's tecbnical committee. When

notified of the Committee's decision, deI Ponso issued a press statement cbiding

GSIS and Manila Hotel officiaIs. He stressed that "the indifference and sometimes

downrigbt public defiance of some GOCCs bave eroded the authority cf the COP

[Committee on Privatization]."lB He went on to suggest that Proclamation No. 50 be

amended in order to give the Committee blanket authority to replace the board or

management of any GOCC identified for privatization, without the need for

clearance of, and review by, any other government body or officials.29

The subsequent stand-off between the Committee on Privatization and the

GSIS led the Senate to step in and opt for a compromise. But the Senate move

came immediately after the World Bank expressed dissatisfaction over the paee and

scope of divestitures during the first year of Proclamation No. 50's implementation.

The World ,Bank was particularly worried that foreign investors migbt saon lose

interest in the privatization program if the burdles came from within the national

government itself. As dei Ponso pointed out in criticizing GSIS resistanee to Manila

Hotel's divestiture, "[rligbtly or wrongly, the business sector in general views
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govemmentaction on sorne GOCCs [like the Manila Hotel] as the be11weather of the

administration's sincerity in carrying out a meaningful privatization program."30 Del

Ponso was thereafter asked to testify before the Senate committee on public

enterprises regarding the hotel's stalled divestiture in late 1987:

THE CHAIRMAN (Senator Laurel): Is there any difference
between the Manila Hotel and other hotels like the Philippine Plaza
with respect to conditions imposed by your Committee for their
privatization?

MR. DEL paNSa: In the view of the Committee on
Privatization, sir, there is no difference at a11. They are a11 hotels,
anyway. They are geared for the same market, performiug the same
basic commercial functions.

But there is obviously a strong feeling within certain
govemment quarters that the Manila Hotel has a historie value which
needs to be protected. The Committee itself, however, is of the view
that you don't necessarily lose that historical character just by selling
a majority of the shares to the private sector. You know, it is still a
hote\. You can provide certain safeguards to ensure, for example, that
the physical appearance of the hotel should not be changed, ifyou feel
that the historical value is related to the facade or appearance of the
hote\. So, at the moment, there is sorne discussion going on within the
govemment as to how much of Manila Hotel should be sold. But the
Commlttee has advlsed the management of GSIS and of the Manlla
Hotel, that It may he prudent 10 conslder se11lng more than 40 per
cent of the hotelln order 10 really g1ve substance 10 our prlvatlzatlon
program, especlally from the point of vlew of prospective Inves1ors.
ThIs Is hecause the hotells really one of the more visible assets of the
government and our declslon 10 dlvest a maJority of If, or ail of It
even, would really lend substance 10 the [prlvatlzatlon] program.

. THE CHAIRMAN: So, in other words, you feel that hotels per
se are not strategie or vital industries?

MR. DEL paNSa: Yes, sir, that is correct.31 (emphasis added)
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The Senate prevailed upon both the GSIS and dei Ponso's technical

committee to agree to a partiaf divestiture in state equity. Just like in the case of the

Philippine Air Unes, partial divestiture of the Manila Hotel in a way acknowledged

the special status of a "historica11y valued" public enterprise without impeding any

further its(re)privatization under Proclamation No. 50. The "compromise" plan

submitted by the GSIS and the Manila Hotel Corporation ca11ed for public auction

of only 40 per cent of ail shares of stock en bloc. Minimum cash bid for these 50

ca11ed "B" shares was set at P400 million. The majority equity of 60 per cent,

however, was reserved for Filipino ownership. These latter"A" shares were, in tum,

divided three-fold: 40 per cent to be retained by the GSIS; 15 per cent to be publicly

listed in the stock exchange; and 5 per cent to be sold to Manila Hotel employees

under a buy-out scheme to be devised with rank-and-file participation.32

For its part, the "de·Marcosification" thrust of divestiture policy was stressed

by the Committee on Privatization when it called upon the GSIS to assume a

"passive role" in essentially private investments like Manila Hotel.33 But the

Committee on Privatization was persuaded to approve partial divestiture only after

a series of natural calamities, communist attacks, and foiled. but violent, anti-Aquino

coups created a glut in tourism. The number of tourist and investor arrivais in the

Philippines suddenly dropped after 1987. The Committee was convinced by the

GSIS that, in the absence of enough Filipino buyers, Manila Hotel "will fall into the

hands of foreign interests," unless its high selling price is drastically reduced to make

it affordable to local business.34 The Committee nonetheless objected to GSIS' 40
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per cent retained equity for this meant the national govemment held veto power over

key decisions requiring two-thirds vote. Belmonte later agreed to reduce GSIS

equity to 30 per cent (half of it to be further sold to the SSS) by increasing publicly

listed shares to 25 per cent.35

A pre-audit of the revised (re)privatization plan for Manila Hotel proved to

be another major source of administrative bottleneck. Very similar to what other

public enterprises experienced, the Commission on Audit disapproved the hotel's

Pl.I billion private valuation on the ground that it should have been based on the

appraised value as floar price.36 Appraised values are generaUy higher than

commonly used market or sales values due to the latter's obsolescence or over·

valuation, hence giving rise to the problem of how to treat losses. If subsidiaries

were sold on a massive scale and losses were assiduously recorded, state auditors

feared the impact of these losses on national accounts couId be staggering. Under

the accounting system of most parastatals, only revenue from sales was recorded;

losses were Dot reflected at aU.

But state-owned assets likely to attract the most interest were also the ones

least likely to be unloaded, especiaUy by their management. This had been the

experience DOt only of the Aquino govemment, but alsa of several other countries

that had u.ndertaken their OWD privatization programs. While the revised

(re)privatization plan for the Manila Hotel Corporation (MHC) was finaUy passed

by the GSIS board in July 1991,37 it was not at aU inclined ta implement any part

thereof until President Aquino bowed out of office. Reports indicated that the GSIS
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and the MHC were prepared to resort to dilatory tactics until a more sympathetic

Committee on Privatization was formed by the four economic secretaries of the next

President of the Philippines.

The GSIS board first claimed it would privatize its subsidiaries "one at a time"

by divesting in Hyatt Regency and the Philippine Plaza, prior to the Manila Hotel.38

In April 1989, the MHC obtained a Committee on Privatization extension supposedly

to allow for a private valuation and perforinance audit by Sycip, Gorres & Velayo.39

The pre-&udit took so long to complete that the GSIS board called for a new

appraisal in 1991. This time it cited the Commission on Audit's established policy of

preterminating appraisals beyond six months. GSIS and Manila Hotel officiais led

by Belmonte also repeatedly worried about the possibility of the hotel falling into

foreign control or foreign-dummy ownership, which made themall the more

reluctant to sell. In February 1992, the GSIS board finally resolved to defer

privatization until after the May 1992 elections because "bidding may not attract the

best investors and the best offers if it is held while the elections are going on."4O

Meanwhile, the Committee on Privatization, headed by multi-millionaire

banker and Finance Secretary Jesus Estanislao, was overeager to pursue the hoteI's

partial divestiture. Estanislao underlined the need "to generate additional revenues

for GovernJl.lent and at the same time pass on a business that, from the start, should

have been in private hands."n He announced that several foreign and local business

consortia had, in fact, expressed interest in acquiring the prestigious hotel since late

1989, the original privatization date.42 Technocrats in the Department of Finance
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constantly proded the GSIS to divest in the Manila Hotel before the 1992

presidential poIls.

In view of GSIS' reluctance to part with any of its stakes in the Manila Hotel,

Estanislao called a Committee meeting in February 1991. It was during this meeting

that the Asset Privatization Trust -- the agency responsible for non-performing assets

. of Marcos' cronies -- was designated as disposition entity in lieu of the GSIS.4l The

Asset Privatization Trust moved to takeover the Manila Hotel a month later.

Upon leaming of the Committee on Privatization's resolution, the GSIS board

rushed to the Department of Justice to question the power of the Committee to

reassign a corporate subsidiary to another disposition entity under Proclamation No.

,50. Secretary of Justice Franklin Drillon rendered his opinion in favor of Estanislao

and the Committee on Privatization. The GSIS board filed a motion for

reconsideration with the Committee on Privatization. In his petition, De1monte held

that the GSIS board had sole responsibility "for the sale of the hotel, including the

timing and the manner of its disposition" because the hotel is "a high profile property

and not a non-performing assel"44 The Committee, however, refused to reconsider

its decision and reiterated its power to name any agency which can best market a

state-owned asset, even if it was bought with trust funds. 45 Apparently, the

Committee on Privatization wanted to unload the Manila Hotel without any further

delays in order to demonstrate, before the politically valued business and financial

communities, that the Aquino govemment intended ta meet the goals of divestiture

before its term of office expired in June 1992.
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The philosophy of "Iess government in business" consistently guided Aquino's

(re)privatization program. Unfortunately, domestic capital markets are very limited

and exclusive, as we have shown in the two previous chapters; worse, considering the

size and scale of luxury hotels like the Manila Hotel and most other public

enterprises under divestiture, only business conglomerates and consortia of foreign

investors could participate in the process of public sector reform. Many divestitures

thus inevitably encouraged wealth concentration· and foreign ownership. The

prevailing structure and ownership of markets in the Philippines served to strengthen

the arguments of incumbent stakeholders in these firms who exploited these

problems to gain public or political support against divestiture.

The objections interposed by the GSIS and the Manila Hotel management

ilIustrate how these economic issues became highly politicized. The GSIS, it should

be noted, initially opposed any form of divestiture for the Manila Hotel by relying

on the "historical value" argument. As the privatization of its other five-star hotels

like Hyatt Regency and the Philippine Plaza failed to attract serious buyers or

resulted in failed biddings, the GSIS board capitalized on the dangers posed by

public auctions, possible ownership transfer to local private monopolists, and foreign

majority equity. It was only then that the GSIS appeared willing to consider

alternative ?ptions like partial divestiture or employee stock option plans. The

World Bank was once again critical of these alternative or "compromise" plans of

action, especially since even the GSIS did not seem serious in pushing for their

implementation. The GSIS was among those disposition entities criticized by the
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World Bank in its confidential report on the five-year privatization under Aquino's

Proclamation No. 50:

The slow disposition of GOCCs lies in the seeming reluctance
of DEs [disposition entities] to give up their power base. Certain
implementing agencies have had second thoughts about disposing
GOCCs under their wings as these subsidiaries, which are mostly
profitable, bring in substantial eamings annually for the holding
company....

Because of this, it is necessary that managers responsible for
maintaining the disposition entities be divorced from the sale process.
Despite the President's previous announcement that should delays
occur in an agency, the GOCCs will be assigned to the APT [Asset
Privatization Trust], the COP [Committee on Privatization] has yet to
follow this directive, which brings into question the ability of the COP
to act effectively.46

The long-baul process of privatizing several "star" parastatals Iike tire Manila

Hotel ended in a stalemate after the 1992 presidential elections. President Fidel

Ramos' batch of economic advisers who made up the new Committee on

Privatization appeared very supportive of GSIS officiaIs, who also backed Ramos'

political campaign as the Aquino administration's candidate. Ramos appointed his

former Cabinet colleague, outgoing Interior Secretary Cesar Sarino, to replace

Belmonte who had run as congressman and won. Ramos' military adviser, retired

Gen. Jose Magno, became GSIS board chairman.

ln August 1992, Sarino and Magnojointly announced they were deferring any

plans to divest in the Manila Hotel until the completion of a three-year renovation

project that would cost POO million .- a project that had never been previously
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considered. Sarino c1aimed the multi-million peso project wouId ensure that
,

prospective buyers of the hotel "will come begging for us to sell and Dot for us to be

going after them.".7 The possibility of retaining GSIS ownership surfaced when

Sarino boldly said that "if ever they would dispose" of the hotel, the GSIS would be

the sole marketing entity. The Asset Privatization Trust could only act as its adviser,

along with the Committee on Privatization.48 Sarino's statement seemed indicative

enough of the covert motives of Manila Hotel officiaIs in stalling its privatization,

i.e., preserving tlle perks and prestige associated with hotel management.

The relatively successful resistance mounted by the GSIS and the Manila

Hotel against the privatizers suggests why so many countries like the Philippines have

been able to announce a privatization program in general terms, but slow to follow

up with actual measures. As long as the program was devoid of specific targets and

operational details, the concept could be accepted by various affected or concemed

groups. When the time came to consider individual cases for divestiture, however,

the debates between prospective winners and prospective losers grew more focused

and more acute. This was especially the case when political considerations entered

the picture. The lack of opposition by the newly constituted Committee on

Privatization to the Manila Hotel's renovation and delayed sale was apparently a

means of cC?mpensating the present GSIS leadership for the political support it

extended to Aquino's presidential successor. Because more pragmaticconsiderations

were so dominant, policy-makers were also willing to consider such measures short

of divestiture. Often, these considerations brought about major changes to, if not
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reversaIs of, the original policy proposaIs.

Dlvestlture and the SequestratIon of III·Gotten Wealth

Another chief barrier to privatization was the sequestration of assets believed

to have been iIIegally acquired by the Marcoses, their relatives, and cronies.

Sequestration is grounded upon the so-called "police power" of the state or the

power to prescribe regulations to promote the safety and general welfare of the

people, inc1uding protection of any and ail properties within the state. After the

People Power revolution, it was estimated that the dictator's fortune amounted

anywhere from $5 billion to $20 billion worth of stolen properties, laundered funds,

and hidden bank accounts. Of the items left behind by the Marcoses in the

Philippines, Perpetuo Lotilla, Jr. and others provide a vivid account:

Those who first entered Malacanang Palace shortly after
Marcos f1ed on February 25, 1986 witnessed a "show of conspicuous
consumption beyond' their imaginings." In Imelda's room, they found
two queen-size [canopied] beds, a grand piano and a washbasin made
of gold. In the Palace's basement, they stumbled into some 2,700 pairs
of size eight shoes, five shelves of <3ucci handbags and 38 of Imelda's
105 clothes racks, designed to carry 80 outfits each. Millions of dollars
worth of antiques, rare books, religious articles and paintings adomed
the Palace's rooms. Unearthed videotapes showed lavish parties
hosted by a bejewelled Imelda. No fewer than fifteen limousines, five
standard Mercedes Benzes, a [custom-built] BMW, a Datsun, a Nissan
as weil as Imelda's personal bus (containing fourteen armchairs, two
beds, a kitchen and bath) were parked in Malacanang's garage.

The Marcoses left most of their belongings in Malacanang in
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their huny, yet what they were able to cart away to Hawaii took more
than a week for V.S. Customs officiaIs to examine .... The total value
of the movables was later determined to be approximately $8.4
million....

In the Philippines, the [Aquino] government has already seized
[through sequestration processes,] propertlesallegedly belonglng10 the
MaI'Coses c:onslstlng of around PZ billion ln cash, two hundred land
tltles 10 vast tracts orIand worth bl11lons of pesos, Jewelry worth P310
ml11lon, forty-two alI'CraRs worth P718 ml11lon, shlps worth P748
ml11lon, and shares of stock valued at PZl! mllllon.49 (emphasis
added)

The sums sought to be retrieved from the Marcoses and their cronies by the

new govemment were essential to economic recovery. This was the case in the light

of a $28 billion dollar debt and a serious balance-of-paymentscrisis that formed part

of the Marcos legacy. An urgent need for the recovery of iII-gotten wealth therefore

existed. It was precisely to meet this need that the legal apparatus of sequestration

policy was set up by President Aquino in late February and March 1986. This

consisted of a series of presidential orders which empowered a Presidential

Commission on Good Govemment to issue writs of sequestration. These writs

automatically froze assets and accounts believed to be owned by the Marcoses, prior

to prosecuting offenders before the Sandiganbayan or graft court.50

However, a problem arises in the process of reorganizing economic Iife when

public policÎes of retribution, like sequestration, and restitution through divestiture

become mutually exclusive, to the detriment of both the state and the public. The

Philippine experience with sequestration policy was not particularly rewarding.

Countless instances of abuse and misuse of authority in the management of
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on Good Govemment.SI Furthermore, sequestration often proved to be

contradictory to the very goals of privatization. While divestiture policy sought to

restore what formerly belonged to the private sector to recoup urgently needed

funds, sequestration usually exerted a counter-pull by failing toprevent "concealment,

destruction, impairment or dissipation pending determination of the question

whether the [sequestered] asset, fund or property is il\-gotten wealth."S2 Many

sequestered state firms were not only looted under the Presidential Commission on

Good Govemment's stewardship; they also rapidly deteriorated or simply went

bankrupt and closed shop.

Among the properties sequestered (and also approved for divestiture) was the

Philippine Integrated Meat Corporation (PIMECO) Plant Complex. The plant was

the sole asset of GSIS' Meat Packing Corppration of the Philippines (MPCP). Like

other firms, the PIMECO meat plant was taken over in March 1986 on the basis of

a prima facie suspici~n that funds invested for its lease-purchase were il\egally

amassed by Marcos and the meat cartel of cronies Roberto Benedicto and. Peter

Sabido.S3 Graft charges filed against Marcos and PIMECO's stockholders

emboldened the newly constituted, joint board of the GSIS and MPCP to rescind the

1975 Lease-;purchase Agreement by August 1986. The rescission was on account of

PIMECO's multiple violations of that contract.S4 As previously discussed, it was

through the. 1975 Agreement that the Marcos cronies obtained various financjal

concessions and privileges.
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Unfortunately, the dissipation of rents which the GSIS/MPCP board had

hoped to achieve initially through sequestration, and eventually through divestiture,

was not realized at all. Instead, the rents were simply "converted" from monopoly

rents enjoyed by the cronies and their followers to more competitive ones, in the

sense that rents were reopened by the sequestration process for other groups to

capture. Sequestration policy left much to be desired even from the beginning.

Rather than make utmost use of its extraordinary powers as a revolutionary

govemment, Aquino promulgated sequestration laws that relied on the slow wheels

of justice to operate. It was thus relatively easy for most of the 300 defendants to

maneuver and successfully impede the proposed sale of iII-gotten wealth. Many legal

experts suggested at that time that legal procedure be altered in order to facilitate

asset dispositions. They wanted the burden of proof to lie with those suspected of

ü1egally amassing wealth, rather than with the prosecuting Presidential Commission

on Good Govemment. Equally significant were proposais to prescnlle time Iimits

during which defendants could present proof of legitimate acquisition of the assets

in question. Default or failure to do so were deemed sufficient grounds for public

offering of shares after a certain period of time. These policy proposais were

recommended to preserve the solvency and Iiquidity of sequestered assets while

under the c,ustody of the Presidential Commission on Good Govemment in the

shortest time possible.55

The Aquino govemment did not pay heed to these policy options for several

reasons. Many of Aquino's advisers, especially the left-of-center bloc in the Cabinet,
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were reluctant to resort to the use of presidential power; they had been victims

themselves of military and political abuses during martial law. Aquino's

administration was also in a hurry to dispose of the Marcos assets. Privatization

rules like those prescnbing a negotiated sale after two failed biddings were thus

drafted. But not enough attention was paid to possible legal complications arising

. from the right or legitimacy of ownership. By taking an overly reactive, anti-Marcos

stance, Aquino ended up hastily investing the Presidential Commission on Good

Govemment with almost unlimited powers which the courts time and again

censured.56

The MPCP Plant Complex was placed under a writ of sequestration or "freeze

order" for an indefinite period of time, just like many alleged crony finns. This

allowed the Commission's management team led by chief operating officer Ariston

Gomez to restrict access to the property. Gomez' team aIse came to exercise various

fonns of control over the plant supposedly "to stop or prevent any act or transaction

which may affect the title, possession, status, condition, integrity or value of the

asset"57 Commissioners and officers of the Presidential Commission on Good

Govemment were further granted immunity from civil action in connection with

sequestration.58 In June 1986, President Aquino even expanded the Commission's

discretionMY powers by conceding the power to vote sequestered shares of stock of

both public or private corporations.~

The unrestrained, and often questionable, interpretation of the power al1d

authority of the Presidential Commission on Good Govemment by its own officiaIs
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was inevitable. Lack of public accountability bred legal disputes between

privatization entities and the Commission, on the one hand, and between these

entities and the former owners or cronies, on the other. In the case of the MPCP

Plant complex, the Commission's fiscal agents led by Gomez soon declared invalid

the GSIS' rescission of PIMECO's contracl Gomez acted on the ground that the

Commission did not want the valuable piece of real estate to remain idle, while graft

charges were being med. The joint GSIS/MPCP board countered with a suit filed

before the Sandiganbayan.60

PIMECO's majority stockholders represented by Sabido saw the GSIS

Presidential Commission on Good Govemment intramural as a good opportunity to

seek suspension of the 1975 Lease-Purchase Agreement, by way of overtuming its

rescission by the GSIS. Sabido's dubious contention before the Sandiganbayan was

that PIMECO's remittance of rentaI payments in arrears had become irregular after

January 1986 for two reasons: 1) the takeover by the Presidential Commission on

Good Govemment; and 2) the GSIS dispute with the Presidential Commission on

Good Govemment over acceptance of PIMECO's rentaIs thereafter.61 The Sabido

GSIS case created a second legal tangle in the Plant's sequestration. Unfortunately,

the case remained pending before the graft court until the end of 1992.

Meanwhile, in view of the then fortbooming three-year default in, rentaI

payments, Sabido and PIMECO filed separate motions before the Sandiganbayan to

allow for consignation of rentaIs in arrears and to void rescission of the 1975

Agreemenl62 Consignation enables a tenant to deposit the rentaIs in question with
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a court of record and ta obtain a receipt therefrom, if the contract is the subject of

litigation. Interestingly, the Presidential Commission on Good Govemment dedded

ta become a third party ta the case. It backed PIMECO in asking the graft court ta

campel MPCP ta accept consignation of rentais. The unexpected move fueled

speculation that Gomez and his fiscal agents did not want the P2 billion Plant

complex retumed to the GSIS/MPCP because they were interested in operating the

plant for themselves as weil as salvaging the Meat cartel formerly controlled by

Sabido's and Benedicto's group.63

The Sandiganbayan granted the Sabido-PIMECO motion. It ordered the

GSIS ta accept the consigned amount as partial payment in arrears. The

GSIS/MPCP sought a reconsideration from the court, on the ground that PIMECO's

failure to pay from 1986 to 1988 due to sequestration was not a valid IIXCUse to

preserve its contract. When this was also denied, GSIS/MPCP counsels appealed this

third civil case to the Supreme Court.'l. The issue remained unresolved as of the end

of 1992.

The pendency of no less than three interlocking sets of litigation stalled the

proposed divestiture of MPCP's total equity en bloc by June 1990. The GSIS/MPCP

board approved such a (re)privatization plan in 1989. But the daims of the former

Iessor-vendee (i.e., PIMECO) made it impossible for outstanding shares of stock ta

be sold ta some other parties.Ils Sînce PIMECO was sequestered, it followed that ail

MPCP assets which were transferred to the books of PIMECO aisa remained

sequestered. A GSIS/MPCP report ta the Committee on Privatization in 1990 thus
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indicated that the second best strategy was to repossess the Plant complex from

PCGG in order to prevent its'depreciation as a "going concern.nd<\

But this was DOt to be the case. The competitive-rentier motives of the fiscal

agents surfaced, shortly after the new leadership of the Presidential Commission on

Good Government allowed parent agencies to re-acquire and operate sequestered

assets even if their "freeze orders" remained or charges against their privatc owners

lay before the courts. The Commission's policy sought to implement a provision of

the new Constitution. The charter provided for turnover of sequestered assets within

eighteen months from the Constitution's ratification in Febrnary 1987.67

By 1989, when the Presidential Commission on Good Government signed an

agreement with the GSIS to return the Plant complex to the latter,68 the Plant had

turned insolvent. An exhaustive financial appraisal indicated that the meat packing

plantoperated at an average monthly loss of about Pl million to P1.5 million from

early 19813 to 1989. This was probably because PIMECO or the Commission's fiscal

agents had been "using another entity as a tool 10 siphon off the [plant's] income."69

Itwas furtber discovered that Gomez's team was ~~linquent in paying electricity bills

which accumulated to P400,OOO. For this reason, they had been served notices of

power disconnection. Charges that Gomez and his men received kickbacks and

commission~ from the Plant's suppliers and dealers later became the bases of

criminal actions filed by the GSIS/MPCP against the fermer, as weil as extra-judicial

proceedings for their expulsion by the Presidential Commission on Good

Government.70 Gomez was subsequently dismissed by the Commission. The MPCP
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experience with the Presidentia! Commission on Good Government was by no means

isoJatl:d. !t was sbared by many other profitable firms, the most controversial of

wbicb was the Bataan Sbipyard & Engineering Co. al1egedly owned by Imelda

Marcos' younger brother, Alfredo Romualdez.71

It sbould he noted bere tbat members (or fiscal agents) of financial teams for

sequestered properties are not regular government personnel. They are, in reality,

contractual employees. As sucb, their appointments did not carry any security of

tenure and other benefits normal1y associated with civil service posts. Fiscal agents

derived their remunerations only from tbe net operating income of co!!.fiscated firms.

Rentierism was tbus motivated by the iuterdependence of remuneration and

corporate income during sequestration.

The contractual nature of their appointmentli also belps explain Gomez'

stubborn defiance of the PCGG order returning the multi-bil1ion peso Plant Complex

to the GSIS/MPCP, a virtual stand-off that was witl~essed in several other asset

turnovers. The dilatory tactics Gomez's group employed in 1989 ranged from

procedural questions to outrigbt barrassment. They aJlpealed tbe proposed turnover

to the Presidential CommiSsion on Good Government en banc, on tbe contention

that MPCP did not have the personnel or C?pability to operate the meat plant. They

also delayed the turnover date, allegedly becauS\.~ there were still pending purchases

from meat suppliers and the required financial audit had not yet been completed.

When the GSIS finally decided t~ send a grtlup to take over the Plant complex, a

violent physical confrontation with Gomez and his armed security guards nearly
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ensued as the latter interpreted the turnover order in a different manner.72 What

was somewhat unusual in sequestration cases was that rent-seekers were neither

corporate management and rank-and-file or top officiaIs of the Aquino

administration. Rather, they were individuals who acquired proprietary interests in

the process of temporarily operating certain viable firms.

By the time the commissioners of the Presidential Commission on Good

Govemment overruled Gomez, Sabido had gone to court and raised the same labour

concerns that Gomez earlier presented before the Commission sitting en banc.

Sabido asked the Sandiganbayan to enjoin the Commission from enforcing the

contemplated turnover in June 1989 because it would be detrimental to the welfare

of some 300 plant workers. A letter of the PIMECO Labor Union was presented

before the justices. The letter was used as evidence of possible loss of jobs "due to

the fact that PIMECO's suppliers have stopped supplying the needed materials and,

worst, Alaska Trading Inc., has refused to release much-needed cash for 'the firm's

operations unless it is assured that the status quo is maintained."73 These labour

concerns were supposedly raised in reaction to a GSIS notice published in a leading

daily, to the effect that no more transactions by PIMECO will be honored by the

GSIS after the signing of the Memorandum of Agreement in April 1989.74

According to both Gomc:z and Sabido, the resulting refusaI of PIMECO suppliers to

transact business with them, and of debtors to pay their loans to PIMECO, caused

the shut-down of plant operations.

The Sandiganbayan issued the injunction against the Presidential Commission
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on Good Govemment in June 1989. But it did not pass on the merits of the Gomez·

Sabido claims. Instead, the graft court ruled that the retum of any sequestered

property by the Commission -- prior to any judicial ruling on whether it actual1y

constituted iII-gotten wealth .- amounted to ngrave abuse of authority, power and

discretion on the part of the PCGG.n75 The right to sequester, according to the

court, did not presuppose the right to dispose as wel1. Be that as it may, judicial

restriction of the Commission's power to one of conservation, rather than ownership,

created a legal technicality: it gave Gomez's group na free hand in managing Pimeco,n

and PIMECO the right to remain lessor-vendee under the status quo.76

In July 1990, the meat packing plant ceased its commercial operations. This

was "al1egedly due to inadequate operating capital, although it had previously

continued operations during the past year by relying mainly on 'borrowed funds or

advances from its distributors.,n77 Also, commissioners of the Presidential

Commission on Good Govemment found out that Gomez's team nfailed to update

the PCGG on the progress of the company, even as a temporary work suspension

was ordered a few days before the cessation of operations pending ongoing

negotiations by management for new sources of funds."78 Unpaid rentaIs and other

receivables from PIMECO reached a staggering P66.8 million by the end of 1991.

Hence, the Commission on Audit refused ta express judgment on the accuracy of

audited financial statements of MPCP, after the latter's re-acquisition of the disputed

meat packing plant.'19

The lifting of the freeze order on PIMECO in November 1991 final1yal1owed
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the GSIS/MPCP to take possession of the Plant complex,e<l preparatory to its

privatization. Many attempts to establish beyond reasonable doubt that sequestered

properties were ill-gotten proved inutile. This was either because the complex

network of dummies and sub-nominees gave Marcos' cronies easy recourse to legal

technicalities, or because the recovery process itself was tainted with charges of

corruption against officiais and agents of the Presidential Commission on Good

Govemment. Financial recoveries in cash and assets under the Aquino government

actually came from compromises that Commission officiais entered with former

Marcos cronies. The compromises yielded a total amount of only P9.4 billion worth

of recovered properties, out of a projected total of P2.6 trillion.

A1so, like Many re-acquired firms, the MPCP plant became insolventand non

operational, apart from unresolved litigation that ostensibly made privatization

impossible of compliance.8\ Newly appointed MPCP President Andres S. Bautista

indicated that his board members wouId have to revise the divestiture plan for the

Plant complex. This was in consideration of its financial instability and the series of

suits that it was still faced with. The Plant complex was retumed to the GSIS in

August 1992, or two years after it went out of business. It presently remains an idle

property of the GSIS.82

MPCP is one more case of failed privatization. In contrast to othe! GSIS

subsidiaries, bowever, the failure obtained from its indiscriminate management as a

sequestered asset. Not only did its sequestration fail to acbieve the paramount

objective of retribution; worse, the meat packing plant ended up in much dissipated
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form, consigned for future disposai as a non-earning government asset

The Philippine policy of sequestration was formulated in response to the

failed authoritarian regime. Yet, it is doubtful if the reasonableness of the exercise

could be judged in terms of what a visibly disappointed Supreme Court referred to

as a sincere effort in "bailing the country out of financial bankruptcy ... and returning

to the people what is rightfully theirs."83 As the MPCP case study underscores, it

was, in fact, under Aquino that valuable assets were confiscated but used for

personal gain by an emergent rentier group. Unlike the Marcos cronies, however,

these rent-seekers were the very agents duty-bound to safeguard the assets in

question. The paradox of sequestration is that it nonetheless encouraged rent·

seeking which, in the first place, it was supposed to eliminate out of public necessity

and the right of the state and the public to protection from economic haI1l1.

Policy Feedback: Aqulno's Mlxed Record of (Re)prlvatlzatlon

The Aquino administration, to its credit, was quick to begin the politically

sensitive and highly complicated process of reducing the government's excessive

intervention, in the economy. (Re)privatization of public enterprises was the major

test of Aquino's commitment te streamlining the public sector and stimulating private

enterprise. Yet, despite repeated statements by Aquino, her economicpolicy-makers,

and public corporate management of their commitment to the program, liUle
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progress was actually made in terms of trimming the size and scope of the GaCC

sector after five consecutive yelus (1986-1991) and an eight-month extension granted

until August 1992 by the Congress. Such an outcome significantly contributed to a

general public perception that the national government's ability to implement far

reacbing reforms "has been, and continues to be, slow and eratic,"84 and if we may

add, very politicized owing to the continuing influence of personalism and patronage

that stalled many divestitures.

The mixed performance of the GSIS unde: Aquino lent validity to this

perception. By the end of President Aquino's six-year term of office on 30 June

1992, the GSIS board reported that it had only fully divested in four out of seven

subsidiaries approved under Proclamation No. 50. This can be seen in Table VII.2.

The relatively successful divestitures accounted for only 57.1 per cent of GSIS' total

corporate stockholdings. Table VII.2 also indicates that just about 70 per cent or

P12.l billion of targetted proceeds were realized by the GSIS from the divestitures.

The bulk (as much as 81 per cent) of the P12.l billion proceeds obtained from the

last-minute, partial sale of the Philippine Air Lines. After all, the Philippine Air

Lines alone was estimated to be worth around P12.6 billion by the time it was

released for sale in late 1991 (i.e., discounting its heavy debt obligations).

Divestment in the airlines' controlling equity, in tum, was expected to bring in as

much as 12 to 13 per cent of the proceeds from the privatization of a11 122 public

enterprises. Along with the subsidiaries of the National Development Company and

the Department of Agriculture, the GSIS parastatals already represented over 75 per
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Table VII.2
Privatization Record of GSIS Subsidial)' Corporations

(1986-1992, in million pesos)

Subsidial)'· Target Price Actual Price
-

Commercial Bank of Manila 510.0 510.0

Hotel Enterprises of the 280.0 325.0
Philippines, Inc.

Manila Hotel Corporation 1,000.0 Unsold

Meat Packing Corporation 1,200.0 Unsolt:
of the Philippines

Philippine Air Unes Inc. 12,588.0 9,780.0"

Philippine Plaza Holdings, Inc. 1,500.0 1,500.0

Total 17,078.0 12,115.0

SOURCE: Finance and Investments Group, Government Service Insurance
System, Manila, 1992.

·Excludes Arconal NV which was privatized through corporate dissolution
prior to issuance of Proclamation No. 50.

uRepresents only partial divestiture (67 per cent) in government interest.

cent of the total value of projected asset sales under the Aquino government.

The performance of the GSIS as a disposition or marketing entity more or

less matched the overal1 privatization record, before the retroactive extensions of the

privatization program under Republic Act No. 7181. The national tal1y is found in

Table VII.3. The number ofGOCCs denationalized corresponded to barely 57.4 per

cent of the total for the state-owned corporate sector. But proceeds from their
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Table VII.3
Privatization Record of the Philippine GOCC Sector

(1986-1991)

Dispositive Action Number Percent Value
of Total (P million)

Fully Divested 27 22.1 4,856.7

Partially Divested 2S 20.5 4,055.7

Dissolved 18 14.8 n.a.**

Total GOCCs Privatized 70* 57.4 8,912.4

Remaining GOCCs for 52 42.6 61,400.0
Privatization

SOURCE: Committee on Privatization, 1991 Annual Report (Manila, 1992), pp.
8-9.

*Exc1udes 9 other GOCCs divested prior to the issuance of Proclamation No.
50 on 8 December 1986.

uThe Committee on Privatization excludes the value of some GOCCs, like
GSIS' Arconal NV which were sold, through corporate dissolution prior to the
issuance of Proclamation No. 50.

divestitures were considerably less than the GSIS'. This was because they exc1uded

those generated from the Philippine Air Lines and a few other assets sold between

January and August 1992. More precisely, total funds recouped amounted to 14.6

per cent of the estimated P70 billion to P71 billion.85

The roughly equal proportions of full and partial divestitures in Table VII.3

additionally imply the generally successful opposition waged against several asset

sales by govemment managers, or other key officiaIs of the Aquino govemmenl

This was because only a handful of so-called "strategic" and "targetted" public

343



•

•

•

enterprises were approved for partial sale by the Committee on Privatization back

in 1986. For the number of partial sales to reach that of full equity sales therefore

meant that the objections interposed by public officiaIs prevailed in the end.

The bicameral Congress·- which Aquino restored as the law·making branch

under a presidential form of govEmment -- thus proved to be very receptive to

. business criticism about the snail-paced privatization of the GOCC sector after 1988.

Legislative committees conducted numerous inquiries into blocked as.~et

privatizations, including those of the GSIS and the Manila Hote\. But, interestingly,

they only heard the testimony of representatives of big business groups and GOCC

managers.86

One of the mast important legislation demanded by landlord-allied

businessmen was the centralization of all asset dispositions, including previously

sequestered firms, in the Asset Privatization Trust For this reason, local

businessmen also wanted the corporate life of the Asset Privatization Trust extended

for three more years after 1991. The House of Representatives immediately

responded by sponsoring such a bill in 1988.87 Major parts of the House bill were

subsequently incorporated into what became Republic Act No. 7181.88 This law

allowed for the continuation of the privatization program until 31 August 1992,

subject to a possible presidential renewal of not more than sixteen months. The

stamp of big business, however, could easily be gleaned from the legislation's policy

intent:

The privatization program was expected to propel the inflow of
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investments. both foreign and domestic. which is vital to the country's
economic recovery•.... [But] the InDow oflnvestments from the prlvate
sector are far from Ideal ln the perception of both the public and the
prlvate sectors. The tedlous procedures and red tapes ln the
disposition of these assets are the principal factors whIch delay the
program Implementation and dlscourage domestlc and forelgn
Investors.... With the enactment into law of this Bill. the authors hope
to achieve and attain expeditious privatization...thus, relegating the
government at the earliest possible possible time to its supplemental
role to the private sector in the economic development of our country
[sic]. This. the authors, believe. is a factor which will propel the
economic recovery of the country.89 (emphasis added)

The confidence of foreign governments and creditor-agencies was equally

crucial. if economic recovery was to be sustained for democratic stability. As

indicated in Chapter III. martial law was a singular dreaded experience for most

semi-feudal elites who lost their political power to the cronies and the military, after

democratic institutions were abolisbed and their respective businesses shut down

and/or confiscated. In the process of securing international support, the resurrected

politicians again cared littie about how effectivelyand equitably structural adjustment

initiatives functioned in an underdeveloped country like the Philippines. Wbat

mattered more was the recovery of funds from the immediate sale of public

enterprises -- not that these assets fell into the hands of the wealthiest families and

foreign conglomerates, even some former Marcos cronies, as our case studies

ü1ustrated. 'This policy short-sigbtedness was reinforced by Aquino's requirement

that prospective buyers be chosen by disposition entities based on the "highest bid

and the most cash up-fronl"90

International donors and creditors nonetheless saw that delayed divestiture
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of public assets, particularly the "crown jewels," only bled heavy financiallosses for

the govemment. The delays defeated the very goals of IMF or World Bank

prescribed stabilization and structural adjustment measures. The IMF, for instance,

was critical of the national govemment's veto power over the Philippine Air Unes,

as 33 per cent of state equity still awaited denationalization after 1992. The impact

of similar hurdles on deficit reduction and extemal debt service was tremendous.

The World Bank estimated that the Aquino govemment was losing sorne PS billion

to P9 billion yearly from so-called opportunity costs91 of asset depreciation,

maintenance, and the potential revenues generated from asset sales which could have

been used by the national govemment elsewhere. Around P14.3 billion in budgetary

support, and another P3.6 billion in funds loaned for corporate restructuring, were

also needed for unsold corporations -- an amount that could have been TI;alized as

govemment revenues.

Aquino's technocrats concurred with these multilateral concems. One month

before Aquino bowed out of office, the Department of Budget and Management

even wamed that "[t]he new administration faces a P7.4 billion budget shortfall next

year, following the continued slowdown in the sale of govemment assets and the

decline in foreign grants."92

The Aquino govemment eventually resolved the thomy issue of whether to

sell losing public enterprises and to keep the more viable ones. It did so by

acquiescing to multi1ateral pressures to sell "as much as possible and as saon as

possible." One particular policy response that foreign creditors virtually imposed on
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the Aquino administration was the requirement for private auditing of about-to-be

di"ested firms which the left-of-center bloc in the first Aquino Cabinet had opposed.

World Bank officiaIs endlessly complained against congressional inaction on pending

privatization-related bills and the Commission on Audit's indifference to a World

Bank recommendation to hire private consultants for the computerization project of

certain GOCCs.

To break the impasse resulting from intra-government resistance, the Bank's

headquarters in Washington D.C. resolved to suspend the release of the third

tranche of the 1988 Govemment Corporate Reform Lean amounting to $50 million.

The Bank's decision was timed right after Aquino faced the eighth and most serious

coup attempt of December 1989, and as the New People's Army of the communists

renewed their offensive. AIso, the Bank's rigid adherence to its set of

conditionalities, coupled with shortage in govemment funds for bidding most of its

major commercial assets, eventually forced congressional passage of the legislations

in question and the Commission on Audit's eventual acquiescence to the hiring of

private consultants.93 The third and final tranche of the Govemment Corporate

Reform Loan was finally released by the World Bank in January 1992. The release

was accompanied, of course, by a memorandum stating that the Bank was now

"pleased to note the progress achieved under the reform program for Goverinnent

corporations."94

A second instance of foreign impact on policy evaluation more plainly

ilIustrates the ways in which govemment responses have been altered from what

347



•

•

•

probably would have occurred without extemal feedback. In November 1990, an

already impatient World Bank proposed the establishment of a Philippine

Privatization Fund, in addition to the 1988 Govemment Corporate Reform Loan.

The Fund was intended for both the financial restrncturing and re-financing of the

huge foreign debts of "star" GOCCs like the Philippine Air Unes; it was to hasten

the divestiture process and auract competitive bids.9
' At the same time, World Bank

technocrats hoped that serious competition for prized assets would weaken the

opposition of govemment rent-seekers against so-ca1led "hasty" and "bargain" sales

resulting from lack of buyers.

According to a World Bank aide memoire to Secretary of Finance Jesus

Estanislao, the Philippine Privatization Fund was designed basica1ly to meet three

objectives: a debt buy-back program, whereby extemal debts would be purchased at

a discount through PPF; the "warehousing" of corporate shares, 50 that they may be

released into the market and to maximize their cash value to govemment; and the

issuance of guarantees to se1l them gradua1ly on the market.96 But the Fund was not

simply a proposaI emanating from outside of the official policy-making circle. More

importantly, it was a policy imposition in itself. After the Committee on

Privatization and the World Bank agreed in principle to establish a $150-million

Philippine ~rivatization Fund for a limited period of five years, a World Bank

mission was dispatched to Manila to discuss details of policy in March 1991. These

were incorporated in a second aide memoire for the Secretary of Finance.97

Two conditions were imposed by World Bank officiaIs for setting up the
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Philippine Privatization Fund, both of which proved to be politically difficult. The

first called for new feasibility (technical and financial) studies on heavily indebted

GOCCs. The ones previously prepared by the now defunct Presidential Commission

on Govemment Reorganization had become "obsolete," from the Bank's point of

view. The mission reminded govemment officiais that "the bank needs to be assured

that there would be full cooperation from the parent corporations and that such

privatization is viable."98 Thus, despite initial opposition, the Committee on

Privatization prevailed upon GSIS subsidiaries like the Philippine Air Lines and

Manila Hotel to totally revise their valuation schemes with the aid of foreign

experts.99

The second, and more politically controversial, requirement was the extension

uf the terms of the Committee on Privatization and the Asset Privatization Trust for

another three years. This was first articulated by major bU!liness intere~t groups.

Because many members of the Senate, the House of Representatives, and the

Cabinet favored dispositions beyond the original five-year limit to be assumed by

parent GOCCs themselves and a regular state agency to replace the Asset

Privatization Trust, a politically acceptable compromise had to be reached.

Technocrats in the Department of Finance and the Department of Budget and

Manageme~t instead proposed an eight-month extension of the lifespan of the two

entities from 9 December 1991 to 16 August 1992. Thereafter, it was agreed upon

to leave to the discretion of the newly elected PJ'I,~sident whether ta abolish the

Committee on Privatization and the Asset Privatization Trust, or to extend their lerm
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for anothcr ~_cteen months.\OO In any event, the World Bank was more or less

r.ssured of cagoing divestitures l~ven beyond Aquino's term of office, and mast likely

for the equivalent of another two years after December 1991.

Unfortunately, extensive assessmcnts or evaluations of the privatization

program by extemal agencies failed 10 take seriously into consideration the

accessibility of the GOCC sector or the extent of dispersal of ownership of divested

.. :...."..~ ;l..ather W.an concem themselves with the prevailing structure and ownership

base of Philippine markets, foreign donors were more inclined to lay the blame on

the shortcomings of the administrative mechanisms for divestiture. The mast recent

World Bank report, for example, noted that:

80th forelgn and local Investors have lost Interest ln the
prlvatlzatlon program due to tedlousness and the seemlng reluctance
of the government to take the program serlously. But wlth the current
crlsl~J huge budget denclt ami pressure from the International
Monetary Fund (IMF) and the World Bank, the government may he
forced to he more active. .

To Improve Implementation of the program, government has to
get down to the brass tacks of prlvatlzatlon. Legal disputes need to
be resolved, perhaps by creating a new court or assigning an existing
one to tackle ();:Ily privatization cases. The COA [Commission on .
Audit] needs to euse its unrealistic restrictions. The COP [Committee
on Privaiization] needs to assign greater authority to the APT [Asset
Privatization Trust]. And the APT and other DEs [disposition entities]
need to act with more dispatch. Critically, ta move GOCCs, special
agents need to be assigned as responsible for the sale of each major
asset.\O\ (emphasis added)

In view of the preoccupation with procedural delays and their financial

implications on the rehabilitation of the Philippine economy, even non-privatization
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solutions proposed to the Congress or the fiscal and monetary agencies were

decidedly technical in nature. For instance, the Asian Development Bank (ADB),

which actively funded Many privatization studies including that of Philippine Air

Lines, batted for more "complementary", market liberalization policies. According

to the ADB, neo-ortbodox policies should be designed by the Aquino administration

"to open the economy and increase the degree ofcompetitiveness" among prospective

buyers ofparastatals.loz Undeniably, these measures were expected to benefit foreign

investors more than their domestic counterparts. This was essentially due to the

tremendous purchasing power of the dollar and the magnitude of the costs involved

in acquiring formerly commercial assets.

The United Nations Industrial Development Organization concurred with the

ADB. It favored similar policy prescriptions for the Philippines:

The key elements of the changing industrial strategy in the
Philippines are centred on the twin objectives of privatization and
foreign investment....

The MOst Important non·technlcal prerequlslte ror the effective
Implementation or the [two-pronged] programme Is the overall
economlc envlronment and the credlblIIty or the govemment vls-a·vls
potentlal rorelgn Inves1ors. Unless rorelgn Inves10rs can he attracted
and capital Dlgbt prevented, prlvatlzatlon will have tG !.: -'i"! wlth the
serlous problem or a weak local capital market...

.... Conslstency or pollcy packages, reduced red-tape and less
bureaucratie channelllng or Investment nows as weil as mON
transparency or Investment laws and procedures would tend 10 pave
the way ror the creation or an attractive cllmate ror Investment ln
general and rorelgn Investment ln partlcular ln the PhllIpplnes.I03

(emphasis added)
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But the U.S. government proved to be the most vocal critique of what it saw

as the prevailing inconsistency between the financial recoupment goals of the

privatization program and the existing investment framework in the Philippines. In

the last full year of Aquino's presiO:ency and of Proclamation No. 50, the Bush

administration sent Elliot Richardson as special representative of the U.S. President

for the Multilateral Assistance Initiative for the Philippines. Aquino and her

economic advisers naturally expected Richardson to initiate formaI discussions about

another round of debt rescheduling for the country's $42 billion debt, especially in

view of escalating communist attacks against the government. Instead, Richardson

surprised Philippine officiaIs by delivering a policy speech in which he chided them

for privatization delays. Richardson then meted out the corresponding punishment:

less than 5 per cent of the $12 billion in new Southeast Asian investmero projecls

approved in 1988 was destined for the Philippines.104 According to him, the present

investment climate in the Philippines was not at par with ils neighbors because: 1)

other Southeast nations had more Iiberal investment laws which allow a minimum

of 10 per cent in foreign equity in otherwise restricted or "strategic" sectors and

industries; 2) there were very few, if any, bureaucratic obstacles encountered by

foreign investors in getting the necessary licenses and documents processed by

government agencies in these countries; and 3) other Southeast Asian countries

"more warmly welcome foreign investors and were considered more politically

stable."105

Richardson's concerns were echoed by newly appointed U.S. Ambassador to
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the Philippines Frank Wisner when he arrived in Manila in May 1992. Speaking
,

before top American investors, Wisner said "the post-Aquino administration must

address six key areas affecting the 'bilateral economic relationship'" between the V.S.

and the Philippines. Foremost among these "areas" was the immediate divestiture

of the national airlines' remaining equity and the rest of the GOCCs, led by the

National Power Corporation, in order to decrease Philippine reliance on foreign

l08ns.106

Hence, Aquino's final year in office witnessed the passage in rapid succession

of liberalization policies by the Congress and the monetary and fiscal departments.

These support-policies were designed to enhance the "attractiveness" of divested

assets to capital investors, especially foreigners. It followecl that if the much-

criticized recalcitrance of rent-seeking groups within the state, and parastatal

bureQucracies themselves were to be significantlyweakened, investor interest had to

be correspondingly increased. A series of privatization-related measures, as the

World Bank put il, sbould help convince antagonistic public managers "to give up

their power base," in the face of pressures generated by bigbly competitive tenders

and reputable private managerial expertise.107 In 50 doing, these Iiberalization

measures would also rid the public sector of (non-monopoly or competitive)

rentierism. Otherwise, wamed the World Bank, "fewer investments will be attracted

. to the country as investors totally lose patience with the slow-paced program."I08

Implicit in the enactment of these complementary measures was the

recognition that the success of privatization depended not only on a single policy Iike
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Proclamation No. 50, but also on the overall regulatory framework for business

competition. Govemment decisions and actions could affect privatization indirectly,

if they established or altered economic incentives and constraints in the marketplace.

The following thus represented some of the major efforts by the Aquino

administration to accelerate the (re)privatization program. Their common goal was

to open up the economy more fully to key investors:

1) The Foreign In~·estments Act of 1991YR One of the persistent problems of

disposition entities with respect to divesting in their high-profile subsidiaries was "the

limitation on foreign participation in Philippine companies [which] constrains access

to foreign equity funds."110 This was highlighted by the COMBANK case where the

foreign buyer, the First National Bank of Boston, allegedly resorted to the use of

dummies to circumvent the 40 per cent limit on foreign ownership of "national

concems" such as banking and finance.

The bicameral Congress passed the Foreign Investments Act in June 1991 to

partially resolve the issue of minority shareholding in privatized assets. The new law

modified ceilings on foreign participation in specifie industries to allow for

controlling equity investments by foreign nationals. Only strategie and targetted

industries Iike airlines are now restricted to those levels stipulated under the 1987

Philippine Constitution.

2) Foreign Exchange Deregulation of1992.111 This measure complemented the

Foreign Investments Act, inasmuch !!~ it allows foreigners to invest proceecls from

operating privatized assets without any more restrictions. The measure specifically
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grants full and immediate repatriatioTi and remittance privileges for ail types of

investments registered with the Central Bank, whether as direct equity or in listed

shareslsecurities, to be directly serviced by authorized agent-banks. The old mIes

only allowed full and immediate ;""lpatriation for investments in Central Bank

certified, export-oriented industries and in a few securities approved by the Central

Bank as weil.

In addition, the mandatorysurrender requirement offoreign exchange receipts

under the old mIes has been changed. At present, it is only applies to a few resident

firms obtaining foreign exhange in the normal course of business. This was expected

to reduce the costs of business operations, especially for the (re)privatized firms.

3) Revised Debt-to-Equity Swap Program.\12 It will be recalled that many

investors lost interest in the sale of tourism-related enterprises, like the Hyatt

Regency Hotel and the Philippine Plaza Hote!. This was so especially after the

Aquino govemment terminated its first debt-to-equity program for the public sector

on aecount of its inflationary effects. But the national government later discovered

that Philippine extemal debt obligations owed to commercial banks or non-bank

financial institutions like the GSIS were being actively traded in the secondary

market. If an investor purchased an interest in such an obligation, and was able to

redeem the debt for Philippine pesos, it permitted the investor to obtain pesos.

It was the intention of Aquino's technocrats to uti1ize the opportunit}

presented by this type of transaction in order to encourage local and foreign

investors to make long-term equity investments in divested public enterprises. Under
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the current scheme, the peso proceeds of a conversion transaction may be invested

in a Philippine corporation only in the form of an equity investment. A significant

ancillary benefit for the country resulting from the discharge of foreign-currency

denominated-debt through peso payments was reduction in the aggregate extemal

debt stock. Hence, one of the new program's provisions to make privatization more

. attractive was a discounted conversion of GOCC debt securities held by foreigners

into peso equity. To cushion against the danger of inflation, the new swap program

prohibits the purchase of existing assets or shares without an infusion of new capital

or the expansion of productive capacity, except in bank privatizations.1I3

4) New Tarif! Structure.1I4 Aquino's presidential order provided for the

rationalization and reduction of the tariff structure. It was demanded specifically by

local investor groups who were intel ested in acquiring stakes in high-profile public

enterprises like the Philippine Air Lines, the Manila Hotel, and the still-unsold

National Power Corporation. Although the new tariff measure was phased over a

five-year period beginning 1991, present plans provide for significantly red..ced

tariffs, particularly on several manufactured items.

For his part, newly elected President Fidel V. Ramos -- Aquino's defense

secretary whom she had chosen to be her successor -- promised foreign investors and

MNCs that he would continue to "rationalize the public corporate sector by

privatizing those of its operations which are better undertaken by private

enterprise."IU This major pronouncementin July 1992 was hailed by big business I~d

by the exclusive Philippine Chamber ofCommerce and Industry, the Makati Business
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Club, the Philippine-American ChamberofCommerce, and the Bishops-Businessmen

Conference of the Philippines. It assured them of continuity in the pro-business

orientation of economic reforms.

The aforementionedeconomic liberalization strategieswere expected to renew

investor interest in the post-Aquino (re)privatizations. But there remained the

pressing problem posed by the Iimited scale of economies in the Philippines, which

inhibit entry of new firms and allow existing ones to easily reap beyond-normal

profits or private rents. Two months before Proclamation No. 50 expired on 8

December 1991, the Aquino administration made a last-ditch effort to move the

Philippine Air Lines into the auction block by clearing out the bulk of its non-

performing assets. This was also a calculated political move to persuade members

of Congress to extend the privatization program beyond 1991. But even partial

divestment in the country's sole carrier as weil as Jr.ost other "star" parastatals

sparked the debate for an aggressive anti-trust or competition policy to guard against

"familization" of wealth, unfair combinations, or multinational economic control.

Legal experts have pointed out that the few existing anti-trust statutory provisionsl16

were insufficient and display a high degree of uncertainty insofar as private

rentierism in the post.divestiture stage is concemed:

No significant antitrust suit ha: been brought to court. Of the
few cases that reached the Supreme Court, successful prosecutions
involved statutory violations other than monopoly. Little case law has
been sel No "role of reason" has evolved, and a "per se" role in the
area of price fixing has not been adopted.

A law has yet to be enacted on resale price maintenance, and
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a special agency has yet to be created to study and aggressively
implement antitrust policy. Hence. limited competition exists in a
number of industries, such as, food processing, animal feed and high
grade lumber.1I7

Despite the emerging consensus behind the need for an omnibus anti·trust

law. such a critical regulatory measure remains in search of a particular direction.

SpecificaUy. the Philippine debt crisis. and policy responses like privatization,

dereg....iation. and market liberaliUltion. imposed severe constraints on any anti·trust

policy. Rather. the current political concem to speed up asset sales, deregulate many

aspects of private economic activity. increase foreign investments. and generate

employment and hard currency leave anti·trust law seemingly in contradiction with

the logic behind structural reform.

The resuIt is that the broader business class, composed of entreprèneurs or

compradors and small investors. as weIl as public employees and private individuais

failed to participate in most (re)privatizations "largely because of resource

considerations."11S In the face of such "defaults." the benefits of corporate reform

were concentrated in privileged classes in the Philippines.119 ~ it was. anti·trust was

tom between the economics of state interventionism and the economics of

abstentionism. What the current debate apparently un,derscored was that state

effe!:tiveness in regulating business competition and redistnbuting opportunities and

resources could be severely constrained by the cC/sts associated with foreign altruism.

especialiy extemaIly supported •• if not imposed •• liberalization.

(Re)privatization under Aquino was apparently preoccupied with questions
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of political survival and stability, rather than social equity. What was perceived to
,

be at stake from the policy feedbacks it obtained in the course of renewing the

divestiture program in 1992 was its sagging legitimacy or credibility in the eyes of

landed politicians, business elites, and foreign creditors and governments. Choices

of reform policy, in effect, sustained the political and economic power of groups

already in control of land and industry in the Philippines.

Complementary deregulatory schemes f'.1rther sought to end rent-seeking in

inefficient or bloated sectors of government, and to eventually foster a healthier

business environment. It was within this narrow framework of dissipating rentierism

-- this time by weIl-entrenched public interests -- that pr(\-Aquino politicians and

technocrats acted to "redress" the defects and inadequacies of Proclamation No. 50.

But Aquino's government also tried to do so, without ever determining the capacity

of domestic markets to absorb competition. And neither did it question the

desirability of the economic basis of the pre-martiallaw, representative democracy.

For Aquino's policy-makers and their counterparts in the international lending

agencies, bureaucratie streamlining, enterprise efficiency, and equitable socio-

economic growth were aIl "trickle down" effects of structural adjustment. This gave

Aquino's (re)privatization policy a more internationalist -- but also a more

conservative. -- outlook after 1992.
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Summary

Varying forms of political resistance accounted for stalled divestitures. But

such resistance emanated mainly from rentier interests within the sta\e and parastatal

institutions, since Aquino had abolished monopoly rentierisrn by the cronies.

Incumbent stakeholders found their rents to be tied to the long-run maintenance and

preservation of the most commercially viable public enterprises in the Philippines.

These firms could be weil endowed parent parastatals like the GSIS, "crown jewels"

like the Manila Hotel, or former (crony-) cartels like PIMECO. Rents continued to

accrue to their management in the form of higher salaries, job guarantees, greater

leisure, and organizational slack represented by perquisites, fringe benefits, fancy

facilities, and other comforts. These are ail payments that exceeded the minimal

level required to elicit stakeholder opposition to (re)privatizations, since rents could

also be related to power or prestige. In short, our failed cases suggest that many

competitive processes oceur within the public sector in the post-Marcos period, and

the strongest political opposition against divestiture surround those activities with the

greatest potential for rents. Any ensuing stalemate only· strengthened the

incumbency advantages of public managers by protecting their position and

restricting public aceess to state resources.

More recently, creditor-induced efforts in breaking the political stalemate

bring to the fore the competitiveness of the Philippine political economy. Rent

seekers within the state seemed to find more reason to resist the 1055 of their
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"protected turfs" if divested assets were likely to fall into the hands of private rentier

classes interested in living off the profits gained from asset divestitures, without

necessarily having to innovate or reduce costs. On the other hand, market

liberalization and deregulation could only be effective in dissipating rentierism by

private groups if they were accompanied by better regulatory measures. These

controis could potentially restrict private monopolies, wealth concentration, and

unfair trade practices.

The Aquino govemment deserves praise for immediately responding to

criticism against rentierism among public officiais, identified as a major stumbling

block in unloading highly performing assets. Yet, in doing so, Aquino's policy

makers were also faced with the dilemma of having to gloss over prevailing

inequalities in competitive prowess if only to sell quick and weil. The price that

Aquino's administration had to pay in exchange for politicallegitimacy and support

was the virtual exclusion of the Filipino majority from participating in the process of

corporate reform through alternative modes of privatization.

The absence of sufficient competition for divested public resources is finally

symptomatic of the basic social and economic iIls in Philippine society which cannot

be adequately treated through structural adjustments alone. Instead of just

concentrating on what must be done to speed up asset divestitures and attract good

buyers, policy-makers need to look into why the privatization cannot go faster than

it is going now; why the program cannot possibly raise the gargantuan sums it is

supposed to generate for the public sector and urgent socio-economic projects; and
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why it may DOt totally solve questions of govemment inefficiency. Policy·makers

have to ask how corporate rationalization relate to broader questions of equity and

redistribution. If they find the answers, perhaps govemments will end up with scaled

down, but more realistic expectations of what privatization policy can do and cannot

do in developing countries like the Philippines.
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CHAPTER VIII

CONCLUSION: THE CHALLENGE OF PRIVATIZATION
BEYOND REDEMOCRATIZATION

EssentiaUy, a decade·old concept,
privatization was initiaUyan act of faith, a belief
that private initiative could do better than state
bureaucracy and public monopoly.

Myths inevitably grow in the process of democratic restoration. Amidst aU the

public euphoria generated by the coUapse of authoritarian rule, the Philippines was

by no means wanting in these myths. Aquino's newly instaUed and popularly backed

govemment was determined to pursue far-reaching, structural reforms of the public

sector. It was Aquino's honest belief that reestablishing a free market ',~conomy

would "democratize" public access to state resources and enhance competitive

prowess. Toward this end, she enacted into law a series of measures designed to

restore the primacy of private enterprise in economic recovery and sustained growth.

This study was initiàted precisely to discover why policy responses like the

(re)privatization of state-owned enterprises were favored, and to what extent could

they possibly achieve their objectives, as the Philippines retumed to representative

democracy. In seeking answers to these questions, the study examined the crisis of

the public enterprise sector under Marcos; the sources of reformist pressures during

the transition period; pattems of leadership and consensus-building under Aquino;
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and the nature of govemmental interventions in the economy. A public-choice

model based upon an expanded concept of rent-seeking was evolved to integrate

economic and political explanations arising from these caUS<'1 factors. Since

rentierism avoids an exclusive focus on either the profit- or power-motive in state

corporations, the study underscores the point that the selection of rehabilitation

programs and the effectiveness of implementation are also c10sely related to the

political and institutional development in each country.

This final chapter summarizes the major findings of the study, and out1ines

its theoretical and empirical implications for less developed countries (LDCs),

especially those undergoing systemic change.

Summary of F1ndlngs

A balanced assessment of Aquino's privatization legacy must begin with an

appreciation of the extremely difficult situation she inherited after the People Power

revolution of 1986. The national govemment was comatose and bankrupt; foreign

debt repayments sapped whatever limited resources the country had at that time; and

the new, revolutionary govemment _. which drafted the MOst important reform

policies -- was a disparate mix of political personalities and ideologica1 persuasions

that made for bitter factionalism after Marcos' ouster was realized. The communist

insurgents still possessed a formidable capability to challenge (as they did
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subsequently ..:hallenge) Aquino's government politically and militarily.

Compounding these problems was the questionable loyalty of the military, whose

reformist faction subsequently withdrew its support for Aquino, forged tactical

alliances with the Marcos loyalists, and endlessly attempted to topple Aquino's

allegedly ineffective administration.

In spite of the magnitude and complexity of ail these challenges, Aquino

carried out her commitment to restore those democratic processes and institutions

which existe:d prior to martial law. Dy doing so, Aquino deserves credit for

successfully r,~suscitating the Philippine democratic tradition. Equally significant,

Aquino succeeded in defending her democratic regime in the face of considerable

threats from the extreme right and the extreme left.

The choice of predominantly centrist reforms like privatization under Aquino

should then be understood in ~he broader context of redemocratization and its

concommitant constraints. The "democratic" rationale behind privatization -- or

economic recovery, in general -- was clearly a simple but powerful one. Aquino

envisioned divestiture prlmarily as an antidote to the excesses of the Marcos era and

as sine qua non tt) private sector-Ied economic development. More specifically,

Aquino sought to build political consensus around the urgent need to substitute an

open and co~petitive economy for the personalistic brand of statism -- or dirigisme 

- associated with the failed Marcos dictatorship. This was because much of the

::1lrvival of the fledgling democratic regime depended on a rehabilitated economy ~at

could regain business and international financial confidence. Otherwise, the 1986
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uprising caused most Filipinos' expectations to rise to unprecedentedly high levels,

but it did Dot produce a c1ear-cut mandate for action.

In general, the study finds that resistance to privatization policy is Iikely to be

stronger where public enterprises constitute rentier networks that lead back directly

into political or bureaucratic elite groups. Conversely, much of the impetus behind

privatization can be expected to derive from influential sectors greatly disadvantaged

by exclusionary rentier practices, which we have termed monopoly rentlerlsm. The

suceess or failure of reform implementation depends largely on how these coots and

benefits are perceived by powerful, contending interests. These findings lend

empirical support to our hypothesis that privatization decisions and actions under

Aquino would be primariJy motivated by explicit calculations of political and material

gain by the politically valued groups.

We find the authoritarian episode to be a logical starting point for critically

analysing privatization policy. This is because it directly gave rise to an overextended

public sector and the ensuing neo-::onservative critique. Martial law served as a

cODvenient legal and policy instrument for the Marcoses to cultivate "crony

capitalism," by way of consolidating and preserving the economic basis of one-man

rule. The case studies of the Government Service Insurance System (GSIS) and its

seven subsidiaries indicate that Marcos restricted entrepreneurial activity tl? a few

relatives and business associates through a conscious, interventionist policy of srate

creation or takeover of commercial or profit-oriented enterprises. In time, these

firms came under crony "ownership" or control through a variety of monopoly rents
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ranging from economic privileges and exemptions, to commissions and kickbacks, and

to the use of military force where these means did not suffice. State

entrepreneurship was thus fostered for personal and partisan purposes.

It is also in this light that the governmentcorporate sector eventually reneged

on its original developmental intent and contributed immensely to the Philippine

debt crisis. Rather than serve to fill the gap the private sector was hesitant to

undertake, the Marcos regime directly competed and meddled in areas of business

activity previously adequately handled by the private sector. Far from removing

market distortions, the government gave rise to new ones. And in the absence of

effective limits to presidential power, state and parastatal institutions became the

mechanisms for the systematic plunder of the entire economy by Marcos and his

cronies. Dirigisme a la Marcos ail the more discouraged private sector invo\vement

and commitmenl. Equally important, it alienated a critical source or regime support

during a period of interlocking political and economic crises.

However, monopoly rentierism was institutionalized at the expense not only

of those sectors that did not support the dictatorship from the very beginning, but

also of the international financial community that initially tolerated il. Since rent

seeking under Marcos proved to be unrestrained for a long period of lime, its scope

and magnitude expanded from crony raids of public enterprises to the use of these

enterprises as a vehicle for building industrial empires and cornering lucrative

govemment contracts. The increasingly exclusionary rentierism by the cronies

threatened foreign penetration of an export-oriented, import-dependent economy
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designed by the technocrats, so that the poHtical pressure to privatize originated from

foreign creditors anci firms which resented their lack of direct access to the Marcoses.

The intervening recession of the 1980s, the state bail-out of defaulting crony firms,

and the public c1amor for Marcos ta resign proved to be important political openings

for the World Bank, the International Monetary Fund (IMF), and the Asian

Development Bank (ADB) to press for neo-orthodox reforms. These reforms called

for bureaucratie streamlining and greater reliance on the priee mechanism. One key

adjustment strategy, of course, was the (re)privatization of government corporations.

Hence, the study finds that a critical factor affecting the substantive content

of change of the kind represented by privatization policies will be the nature of the

dominant sources of reformist pressures. This is particularly the case when these

policy communities also happenned to be politically valued for the support they

extended to a fledgling coalition government in a time of political change. The

Philippines offers a reasonably typical exemplar in this respect. It demonstrates a

mix of domestic and external pressures for public reform. But the openly active role

assumed by external creditors in Marcos'Iast years (1984-1986) and throughout the

more than five years of divestitures under Aquino (1986-1992) was to be expected,

considering the immensity of the debts of public enterprises and Aquino's

consistently heavy reliance on fcreign aid. On the other hand, wealthy, non-crony

.businessmen and their traditional landed allies in the political branches of

government -- a11 of whom were excluded from rent-seeking under Marcos --

championed the cause of democratic renewal. Unsurprisingly, these groupswere aOO
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the most ardent supporters of privatization and complementary market Iiberalization

measures. After ail, these measures would dismantle the crony network, and

reestablish their pre-martial law, political supremacy. In this manner, we find that

semi-feudal and business interests intermeshed with the economic recovery agenda

introèuced, monitored, and financed by the World Bank, the IMF, and the country's

commercial creditors.

(Re)privatization under Aquino was undoubtedly commendable for

delineating the role of the state in the economy. Similarly, such a structural program

helped restore the free-market economy that existed prior to 1972. The sale of

foreign properties Iike Stockton, state-owned banks including the Commercial Bank

of Manila (COMBANK), and the five-star hotels of the GSIS signalled an end to

state entrepreneurship in non-strategic or non-targetted sectors such as real estate,

banking, and travel and tourism. Partial denationalization of the Philippine Air

Lines (PAL) was meant to reduce public monopoly even in so-called strategic

industries. Finally, sequestration of the Meat Packing Plant and other forms of fi

gotten wealth was designed to effect retribution from the cronies and retrieve state

owned assets prior to divestiture. Through (re)privatization, therefore, Aquino

sought to transform a devastated econom~ into an efficient one, and to increase the

influence of domestic and international market forces Iike in many LDCs.

Yet, despite the broad consensus behind the need to privatize, Aquino's

democratic vision also proved ta be a Iimited and a Iimiting one. (Re)privatization

was limited by the preoccupation with dissipating monopoly rent-seeking by the
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cronies and their private firms. Consistent and continuous pressures from Aquino's

economic supporters to unload both loss-making and income-generating parastatals

lIarrowed the concept and method of privatization to one of outrigbt divestiture. In

the absence of a grace period within wbicb to consider state-owned firms on a case

to-case basis depending on their economic importance vis-a-vis the existence,

~uitability, and stability cf domestic markp.ts, other feasible options were either

ignored or inadequately explored by the privatizers. Among others, these options

could bave inc1uded state retention of contro1\ing equity, employee stock ownersbip

scbemes, public stock listings, or perbaps, parastatal reorganization and joint

production with the local private sector.

In a way, the Pbilippine experience is unique wben compared to many Asian

and Latin American countries wbicb earlier embarked on various privatization

policies. These countries usually opted to reorganize the management and reform

the operations of most of their parastatals, if the absence of a well-developed

financial system meant that divestiture would bave to be made by direct placement

with local or foreign interests large enougb to bandle the transaction. Conversely,

wbere full or partial divestitures were warranted, these countries enacted rules of

business competition and regulatory controls for private activity before selling assets.2

In sbarp oontrast, the Pbilippine program was renewed in 1992 on the assumption

that asset sales were the the most politically convenient, if not acceptable, mode of

public enterprise reform insofar as it concemed Aquino's business supporters and

foreign donors. The bicameral legislature even moved 10 tear down barriers 10
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foreign investments and debt-to-equity conversions ta reverse the slow-paced

divestiture of most assets. The Philippine case c1early suggests tl::ilt the degree of

regime stability is also a crucial determining factor for the direction and OeXlbility

of structural adjustment.

Aquino's (re)privatization policy was a Iimiting one because it failed to

. address the pressing problem of how ta ensure a more equal distnbution of

economic assets and opportunities. Again, because oÎ the haste ta "de-Marcosify" the

public enterprise sector, recoup urgently needed funds for public sector

rehabilitation, and stimulate private sector activity, other detrimental forms of rent

seeking were glossed over. In this respect, the study finds that simply terminating

c::ronyism does not necessarily suspend rentier p.actices related to divestiture. Well

entrenched groups within the more viable parastatals -- especially management and

the rank-and-file -- often constituted a strong source of opposition due ta the

prospect of losing a variety of rents unrelated ta their own contnbution. Eliminating

the obstacles posed by public rentiers was even more difficult for Aquino since many

of these rentiers were an important source of political support during elections or

in the face of serious threats ta regime legitimacy. As our GSIS cases iIlustrate,

instances where such bureaucratie recalcitrance was demonstrated led to stalled or

failed divestitures.

But even where privatizers did not face sustained opposition from corporate

management, we find that private groups -- whether acting independently or in

concert with one another -- could frequently capture and preserve rents ai the
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expense of the state and the general public. This is due to a combination of skewed

income distribution and rudimentary capital markets which produced a dual

constraint on the n::distributive potential of privatization: many buyers who could not

afford the price of divested assets and/or meet the conditions of purchase were

automatically excluded, while the bargaining and purchasing power of business

conglomerates and foreign consortia were simultaneously enhanced. "Compemlve"

rentlerlsm among the big, foreign and domestic entrepreneurs appeared to have been

reinforced by the host of bottlenecks that attended the divestiture of the GSIS

subsidiaries. These private rentiers usually succeeded in obtaining concessions from

the privatizers owing to lack of buyers, endless lawsuits, or extemal debt

restructuring which figured prominently in most asset sales. Moreover, where

privatization-related risks were high'(as the Philippine political climate under Aquino
.... - -0

demonstrates). the national govemment ended up "compensating" private buyers by

depressing prices and coming up with "sweeteners" that reduced state regulation of

private ownership. The same incentives correspondingly increased govemmentcosts

in making the corporation financially sound or attractive. These risks were best

exemplified by the sales of the Stockton property, the Philippine Plaza, and PAL.

Reopening the once-exclusive state corporate sector to more competitive,

albeit rentier, private classes further encouraged private monopolies and oligQpolies,

wealth concentration, and increased foreign economic control. These post-

privatization effects on the economy could be deduced from the identities. business

interests, and political alliances of the successful buyers of the GSIS subsidiaries. Il
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was alsa an unfortunate experience sbared by Many other developing countries wbicb

bad undertaken divestitures. In this respect, the study finds that private rent-seekers

not only bave logistical advantages in mobilizing politically in favor of divestiture, but

they alsa bave greater incentives and rewards to do sa in the context of limited

market competition in LDCs.

Whether the rentiers are state-based or private groups, however, it is evident

from this study that the Most active debates about privatization do not necessarily

revolve around areas with the greatest possible (social and economic) efficiency

gains. Instead, the deliberations tend to be concentrated where there is the largest

potential for creating, dissipating, or redistributing rents. The political stalemate

over the merger of two well-eaming parent parastatals like the GSIS and the Social

Security System, or the "suspendoed" divestiture of ~he Manila Hotel, sharpll' contrast

with the relatively smooth sale of a heavily (foreign) indebted property like Stockton.

The size of the rents involved therein largely influenced perceptions of policy costs

and benefits on the part of public and plivate rentiers alike. This set of findings

lends additional credence to the hypothesis that matenal gains predominate in

corporate reform. But it cast serious doubts on the extent te which such reform

could increase the efficiency of divested assets or broaden. public participation in

competitive exchange.

Consequently, while Aquino made good her election promise to free the

economy from the worst abuses of the Marcos era and reduce the scope of state

intervention, the restoration of a market-driven economy was likely te reinforce
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existing inequalities, not reduce them. Aquino was either unable or unwilling to

•
create a (regulated) form of free enterprise different from that which already

prevailed before martiallaw. From our examination of how Aquino's policy-makers

grappled with more contentious privatization issues involving equity and

redistribution, we point out that her govemment was also ambivalent and tentative

about Many of the issues that affected the quality of Philippine redemocratization.

As F. Sionil Jose aptly observed, Aquino was more concemec:'i with "the form rather

than the substance of democracy."3

But, then, could Aquino have do,.. more? It was unrealistic, of course, to

expect that one person could single-handedly cause a dramatic remaking of the

Philippine political economy within a short time frame of six years, especially given

the country's numerous problems and divisions. It was equally unrealistic to expect

that Aquino or her policy-makers would be different from what their respective

backgrounds and personalities suggested; or that they would exhibit a high degree

of independence in policy-formulation and -implementation, when the national

economy continued to be debt-driven and ideologically influenced by its foreign

creditors and business supporters. It was also unrealistic, !n retrospect, to find quick-

fix solutions to deeply-rooted inequalities in restructuring policies Iike privatization.

Lastl~, it would have been naive to expect that the Aquino aGministration

.would not do whatever was necessary to proteet and consolidate its own position,

given the auay of real and perceived challenges it faced. Economic policy-making

under Aquino was also politically constrained by the goal of self-preservation. The
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survival and legitimacy of the (highly factionalized) "rainbow coalition" was

periodically challenged by leftist and rightist groups. Thus, while Aquino's

govemment introduced privatization as a founding principle of public reform, its

responses to policy bottlenecks were decidedly passive and incremental. Even

reforms to Proclamation No. 50 were pro-business and intemationalist in outlook,

rather than regulatol)' in approach. In this respect, the study finds that utility

maximizing, democratic govemments will most likely adopt policies designed to

attract the greatest degree of political support, and avoid those likely to be politically

cumbersome or unpopular.

Aquino's privatization legacy, then, is a mixed one. She held the COUlltry

together at a critical point in time, restored economic and political freedoms, and

rehabilitated the public enterprise sector with ail the support she could muster.

These were all major accomplishments, considering the challenges and constraints

that confronted the ailing Philippine economy. They were .'Ioubtless critical to

national recovel)' and ar..:: essential prerequisites for future progress.

At the same tin.e, however, a variety of social and political factors combined

to make the Aquino govemment's approach to policy reform an essentially

conservative and overly cautious one. As a result offactors beyond the govemment's

direct contrC?l, Philippine (re)privatization policy has come to combine elements of

change with powerful traditional influences and structures. This brings into question

the supposed allocative or redistributive superiority of private enterprise over that

of state ownership. In the Philippines, the democratic potential of privatization was
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further constrained by the reluetance of the national ~overnmentto assume an active

role towards reducing the risk that politically valued, elite groups would use

divestiture as a means to increase their control over the economy. One could

therefore say that the myth of privatization stemmed from the high hopes and

expectations of many Filipinos following the demise of one-man rule, which could

I!.ot be matched by political action designed to bring about a more egalitarian society.

Implications of the Philippine Experience

The findings of this study collectively challenge the bulk of the Iiterature on

privatization that primarily attributes slow progress to structural impediments in LDC

markets. As surveyed earlier on, these works imply that privatization would be

effective where domestic capital markets can be strengthened, investment incentives

can attract serious buyers, and the financial Iiabilities of divested assets are

eliminated or signifi<;antly reduced.4 The problem we find with the "structuralist"

approach -- in the course of examining the Philippine case -- is that it concentrates

on detailed assessment of the economic costs and benefits of restructuring policies.

Yet, it only pays Iip-service to conjunctural political dynamics and problems of

reform implementation.

While this study underscores the need to balance and integrate economic and

non-economic explanations, the "structuralist" Iiterature all too often underestimates
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the complexity of policy-making in the real political environment. Hence, the fust

and foremost implication we derive from our rent-seeking model is that economic

management and petformance are unquestionably political matters. A complex

range of pressures and reactions automatically emerges from a highly politicized

process Iike privatization. This is because such a process affects the balance of

. power between the state and the private sector, as weil as the distribution of wealth

and income among firms and individuais seelcing access to state-owned assets. We

conclude from our case studies that the excesses of authoritarian rule cannot simply

be corrected as a structural problem that calls for rolling back the state. It is also

a political problem to be resolved by dealing with the administrative and political

mechanisms which have failed.

This point leads to a second implication of the study. Policy responses to

reformist pressures are also constrained by the political and bureaucratic resources

available to decision-makers. These resources become even more critical as leaders

inherit economic legacies of authoritarianism, and grapple afterwards with questions

of political survival and democratic consolidation. In documenting the relatively low

levels of implementation in the GSIS, with particularly halting progress towards

divestiture, the Philippines shares with many LDCs the absence of a combination of

efficient bureaucracy and firm political commitmenl But sharp conflicts over very

scarce resources among rentier groups that mistrust each other, and share only the

desire to gain control over the state for their own benefit, transform any substantive

area of economic policy into a political arena. As Robert L. Rothstein noted, "weak
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govemments have enormous difficulty in controlling or altering policies once made.

Procrastination, altering as little as possible, becomes a political way of life."~ Given

such a situation, we may expect political leaders to make a determined effort to

achieve innovations in relations between state and market only if they have sufficient

political muscle and authority to bear (and contain) the political coots of innovation.

Thirdly, the same implication draws attention to problems of political

resistance, which the "political" approach to privatization emphasizes in contrast to

the "structuralist" literature. Political resistance to privatization decisions and actions

appear to be more critical in renewed democracies. This is because transition

processes often generate multiple, even conflicting, pressures ranging from high

levels of political participation and expectations, to discontinuities in policy-making

authority, to the more visible roles played by creditor agencies and foreign

govemments. AlI these factors shape the quality and substantive content of

economic reforms in any country.

In the face of scarce resources available to politicalleaders, we may still argue

that firm political commitment to a privatization program nonetheless requires due

regard for its adequacy and approprlateness. Retribution for past wrongdoings need

Dot necessarily imply that the public and private sectors are diametricaUy opposed

to each other. Neither does it imply that the entry of one must be the exit of the

other. Rather, there is need to think through a wide range of creative options to

execute preferred roles, which the works on LDCs have chosen ta underline.

Wholesale divestiture, as pointed out in this study, is Dot the only -- or necessarily
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the best -- means of transforming state enterpriscs. Involving the private sector in

incremental business without divesting existing activity might help to create

competition and exert pressure on the public enterprise. Joint ventures and strategic

alliances between govemment and private companies are other routes to consider.

Out-sourcing, franchising, and management contracts might offer ways to improve

service and efficiency without ownership transfer, given the multiplicity of historically

determined structural constraints in LDCs. The boundary between the roles of the

market and the state is unfortunately not well-marked, 50 that the designation of

roles is not an "either-or" situation but one replete with flexible alternatives.

Precisely because demands for complementarity between the public and

private sectors are ever present, assigning to each sector its Most appropriate role

calls for even greater polltlcal Intervention in the privatization process. Recalling

the impediments to the Philippine program, we posit the view that Sl.ccessful

privatization depends upon a clear-cut recognition that the "use" of the national

government is not, or should not be, exceptional. The governmentexists not because

private institutions occasionally fail, but to set the stage 50 that individuais and firms

can work decently weil in their assigned arenas of action. Il likewise exists as a

chosen instrumentality in its own right for getting a task done. The government

should set basic ground mies that define and delimit how (prospective rentier)

groups are to operate. In this manner, we affirm the basic postulate of our study

that govemmental means are the natural ones to employ to achieve purposes widely

regarded as social. Govemmental fallure Is not a sumclent condition to tom over
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a problem to the marketplace.

Political will to implement reform, then, is as much a matter of appropriate

resources as of good intentions. In this respect, an exhaustive set of criteria needs

to be designed by privatizing govemments in LOCs. Central to this concem is the

possibility of concentrating control over resources (including most importantly,

control over the ability of individuaIs to exercise preferences in both production ilnd

consumption) in the hands of powerful minorities. Oivestiture in the Philippines and

many other LOCs, as we have seen, initia!ly formed an integral part of a program

of structural adjustment. But it could also end up as a mechanism to entrench a

chosen subset of the elite to form the new oligarchy spawned by democratic

restoration. A representative political system which promotes discovery and

innovation thro:Jgh privatization, but which limits the rewards for those actions to a

sm&ll and continuing set of individuals or interests is much less desirable than a

system that fosters innovation in a manner that gives many people a chance to

benefit from the opportunities. This obviously implies that privatization is neither

a necessary nor a sufficient condition for fostering political and economic

competition.

Privatization decisions, for instance, may have to be based on the sector or

industry to y,'hich the public enterprise belongs, but only after having established

.clearly the relative advantages of public or private ownership in these sectors. Thus,

divestiture migbt be concentrated in selected or priority industries like

manufacturing, mining, or agriculture. Selective divestiture markedly contrasts with
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the "private goods" criteria to which Aquino's Proclamation No. 50 indiscriminately

adhered.

Another possible criterion would be the market type where the public

enterprise operates, so that only firms operating in competitive markets are divested,

while those engaged in natural monopolies are retained in the public sector. This

criterion takes into aecount the preponderance of private monopolies, oligopolies,

and cartels in highly skewed markets, which the "structuralist" literature has time and

again stressed. The growing public clamor for Aquino's successor-government to

resume majority ownership over PAL, given the limits of the airline market vis-a-vis

the inefficientmonopolies operated by PAL's new owners, suggests the urgent need

for such a criterion.6

A choice would also have to be made between privatizing either profitable

and weIl-managed public enterprises, like the GSIS luxury hotels, or inefficient loss

makers represented by the Meat Packing Corporation. Of course, debt-driven

govemments like the Philippines' are prone to release the latter from the state

cocoon, as this would achieve the goal of relieving the pressure on the budget and

recouping needed cash. But conflicts are likely to arise inasmuch as these very

parastatals are the least attractive to private investors and, therefore, the most

difficult to seIl. On the other hand, while the governmentcould benefitfrom capital

gains in the sale of performing public enterprises, this would leave a public sector

comprised of unseIlable and non-performing assets to the detriment of its

administrative ability, political image, and even public credibility. Apparently,
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divestiture must eschew either extreme and attempt to pragmatically adapt to

cÎrcumstances more on a case by case basis. Herein lies the challenge of public

private sector collaboration posed by many Southeast Asian and South American

countries from which the Philippines could greatly benefit7

The per<'entage of equity or state control that would have to be relinquished

to deem that a transfer of sector has indeed taken place remains a hotly contested

area in privatization debates, even as convention considers 50 per cent the arbitrary

demarcation line through which control has passed to the private sector. As some

of the congressional testimony concemingPAL stressed, it may be worthy to consider

as a matter of public policy how thinly or evenly ownership is spread among

prospective buyers, whether foreign or domestic.

The foregoing finally require that a pro-active stance by the national

govemment be pursued with proper timing and phaslng, in order to mediate

between confining economic and structural conditions in LDCs. Many scholars on

Latin American privatizations find that the understanding of optimal transition paths

from a distorted system to one that is fully liberalized is still wanting.8 The

Philippine case is no exception. The problems encountered by the GSIS in unloading

its parastatals suggest the need for the liberalization of markets precedent to, or

simultaneou~with, privatization. These problems cali for even greater govemment

overseeing, since they directly relate to govemment measures that encourage -

rather than assume -- competition in the marketplace. Appropriate measures could

well include the removal or reduction of price and distribution controls; reduction
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of tariffs, duties, and taxes on production and incomes; relaxation or lifting of enUy

restrictions; and alignment of exchange rates and interest rates with market forces.

In most instances where monopolistic environments or rudimentary capital markets

exist, what may be needed instead is retention of protection or the introduction of

better regulatory controis over revenue and returns, before privatization. In any

. case, opting for any of these measures only when privatization bottlenecks arise -

as Aquino's policy-makers usual:y did in the absence ofbuyers and competitive bids

- has proven to be short-sighted. From a more comparative perspective, we need to

remember that the failings of many Latin American privatizations have been

attributed to the simultaneous deregulation of markets, withoutever considering that

the speed of adjustment in various markets differs.9

Privatization thus requires a firm government commitment to the principles

that give it force. After aIl, structural reform is not a one-shot deal of relinquishing

ownership or selling shares or lifting controls. Instead, it demands a carefully phased

process, extended over lime, to ensure non-recurrence or control of past constraints

and the achievement of other socially and politically desirable objectives. Moreover,

addressing the prevalentproblem ofrentierism among private and state-based groups

implies a constant search by the national govemment for alternative ways to increase

competition in the supply of goods and services; to improve information

dissemination to help consumers become more rational and discriminating; and to

deal or negotiate with existing political exigencies. Ali too often, announcements

of divestiture under Aquino substituted for clarity on what is to be achieved, the
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appropriate ownership mix, and the desired regulatory framework.

The implications of this study are not meant to suggest that the

(re)privatization movement in the Philippines is unimportant, however. One main

effect has been to draw attention to the often grave economic and social deficiencies

of many state-owned enterprises and the importance of correcting them, whether or

not privatization is the best way of doing so.\O Another is that it has also nearly

stopped the creation of new parastatals dead in its tracks. That may, in the end, be

its chief contribution to economic policy in a devcloping country like the

Philippines.
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